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Executive  Office  of  the  President 
National  Resources  Planning  Board 
**W:\sSiSfGT&i^  D.  c. 


May  25,  1942. 


The  President, 

The  White  House. 

jSIy  Dear  Mr.  President:  We  have  the  honor  to  transmit  herewith  a  report  on 
"Transportation  and  National  Policy"  prepared  in  accordance  with  your  request  of 
January  24,  1940. 

The  docmncnt  includes  a  letter  of  transmittal  from  the  Honorable  Owen  D.  Yoimg 
as  Chairman  of  the  Advisory  Committee  for  the  Transportation  Study;  a  summary 
report  of  fuidings  and  recommendations  prepared  by  Dr.  Kalpli  J.  Watldns,  Director 
of  the  Study,  under  the  general  guidance  of  Mr.  Young;  and  a  series  of  staff  and  agency 
contributions  prepared  by  a  group  of  specialists  from  both  within  and  without  the 
Government. 

The  Board  is  fully  in  accord  with  the  view  that  the  building  of  a  superior  and 
more  effective  transport  system  is  a  basic  essential  to  the  fuller  development  of  our 
national  economy.  This  is  the  most  compellmg  of  the  many  important  conclusions 
issumg  from  the  Transportation  Study. 

Transportation  is  not  an  end  in  itself,  but  rather  the  means  toward  many  ends; 
and  because  of  this  its  significance  is  magnified  over  and  over  again  as  its  influence 
diffuses  through  the  whole  economy.  It  is  for  this  reason  that  such  importance  must 
be  attached  to  overcoming  through  the  best  possible  transportation  plant  the  obstacles 
which  tune  and  space  impose  upon  the  productivity  of  all  om-  resoiu-ces. 

The  report  calls  attention  to  the  inadequacy  of  our  present  transportation  plant, 
despite  evidence  of  oversupply  in  the  form  of  duplications,  overlappings,  and  mmeces- 
sary  mileage,  particularly  in  the  railroad  industry;  the  increasmg  extent  to  which  the 
railroads — the  backbone  of  om-  transportation  system — are  and  after  the  war  will  be 
increasingly  subject  to  intense  competition  by  air,  pipe-line,  water,  and  highway 
transportation.  Before  the  present  war  began,  this  competition  had  already  reduced 
many  railroads  to  a  precarious  financial  condition. 

Adjustment  by  the  railroads  to  new  conditions  and  increasmg  competition  by  other 
forms  of  transportation  is  essential  and  will  come  either  by  the  hard  road  of  financial 
disaster  or  by  broad  gauge  planning,  consolidation,  reorganization,  and  rebuildhag  in 
anticipation  of  the  future.  All  of  this  planning  and  adjustment  must  consider  the 
railroads  in  relation  to  the  other  modes  of  transportation  and  m  relation  to  the  needs  of 
the  coimtry  as  a  whole  rather  than  to  the  ambitions  of  competing  systems. 

With  the  end  of  the  present  war,  millions  of  men  will  be  released  from  war  activities. 
The  need  for  employment  of  these  men  in  peacetune  activities  wdl  coincide  with  a 
huge  demand  for  labor  if  the  task  of  transport  modernization  and  rebudding  which 
imdoubtedly  hes  ahead  is  undertaken  with  vision,  courage,  and  practical  judgment, 
and  on  the  scale  which  conditions  demand.  No  better  time  could  be  foimd  for  under- 
taking major  modernization  of  transport  facilities. 
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The  transportation  system  has  its  setting  ui  a  dynamic  economy,  and  hence  the 
problem  we  face  is  and  will  be  a  constantly  changing  one.  No  "final"  solution  will 
ever  be  achieved.  The  problem,  rather,  is  to  set  up  machinery  and  to  formulate 
guiding  prmciples  whereby  continuing  adjustment  can  be  made  to  new  situations  as 
they  develop;  to  changes  in  the  technology  of  transport;  to  changes  in  the  character  of 
demand  for  transportation  service;  to  changes  in  economic  organization;  and  fuiaUy, 
to  changes  m  national  policy.  In  recognition  of  this  dyiiamic  problem  great  emphasis 
must  be  placed  on  the  recommendation  that  a  permanent  National  Transportation 
Agency  be  established  to  coordinate  all  Federal  development  activities  m  trans- 
portation in  relation  to  a  general  and  progressive  plan.  We  stronglj'  endorse  that 
recommendation  and  urge  that  all  practicable  steps  be  taken  to  translate  it  into  action. 

Plans  for  post-war  development  cannot  be  considered  apart  from  the  necessity  of 
completely  overhauling  the  basic  transportation  facilities  of  the  Nation.  This  physical 
reconstruction,  combined  with  service  and  policy  revisions,  must  aim  not  only  at 
modernization  but  at  the  idtmiate  realization  of  a  transport  industry  which  ^vill  permit 
each  mode  of  transport  its  economic  fimctioning  as  an  integi'al  part  of  the  whole  system. 
Such  a  system,  moreover,  must  be  encompassed  in  the  broader  plans  for  the  entire 
post-war  economy.  Finally,  the  transportation  policy  of  tomorrow  must  offer  constant 
encouragement  for  umovation  and  ample  opportunity  to  meet  the  needs  of  changing 
conditions  to  assure  that  transport  development  may  at  aU  times  contribute  maximum 
impetus  to  national  achievement. 

We  have  before  us  in  the  field  of  transportation  a  frontier  of  opportimity — the 
opportimity  of  remaking  our  transport  plant  into  one  commensm'ate  with  our  techno- 
logical possibilities  and  in  keeping  with  the  unfolduag  promise  of  American  life.  The 
only  barriers  that  stand  in  the  way  are  those  of  our  habits  of  thinking,  of  our  fiscal 
policy,  and  of  om-  organizational  limitations.  It  lies  m  the  genius  of  the  American 
people  to  overcome  those  barriers. 

Respectfully  submitted. 

Frederic  A.  Del.^no, 

Chairman. 
Charles  E.  ]\Ierri.\m. 
George  F,  Y.'Vntis. 


ExECum'E  Office  of  the  President 

National  Kesoubces  Planning  Boabd 

Washington,  D.  C. 


May  22, 1942. 


Mr.  Frederic  A.  Delano, 

Chairman,  National  Resources  Planning  Board, 

Washington,  D.  C. 
Dear  Mr.  Delano  :  I  transmit  herewith  a  report  on  "Transportation  and  National 
Policy"  which  has  been  prepared  under  my  general  guidance  as  Chairman  of  the  Ad- 
visoiy  Committee  for  the  Transportation  Study.  The  report  consists  of  a  summary 
statement  of  findings  and  recommendations  on  national  transport  development  policy 
prepared  by  Dr.  Ralph  J.  Watkins,  Director  of  the  Study,  and  a  series  of  studies  assem- 
bled under  Dr.  Watkins'  direction  from  contributions  by  a  staff  of  specialists  and  by 
agencies  within  the  Government. 

You  appointed  this  Advisory  Committee  in  July  1940  for  advice  on  the  transpor- 
tation study  which  the  National  Resources  Planning  Board  had  undertaken  in  re- 
sponse to  a  request  from  the  President.  You  honored  me  with  the  Chairmanship  of 
that  Committee,  embracing  in  its  membership  the  heads  of  the  various  Federal  agen- 
cies participating  in  transport  activities.  Those  who  served  on  the  Committee  with  me 
were: 

George  P.  Baker,  Member,  Civil  Aeronautics  Board. 

Joseph  B.  Eastman,  Chairman,  Interstate  Commerce  Commission. 

Robert  H.  Hinckley,  Assistant  Secretary,  Department  of  Commerce. 

Jesse  H.  Jones,  Federal  Loan  Administrator. 

Rear  Admiral  Emory  S.  Land,  Chairman,  U.  S.  Maritime  Commission. 

Thomas  H.  MacDonald,  Coimnissioner,  Public  Roads  Administration. 

Maj.  Gen.  Eugene  Reybold,  Chief  of  Engineers,  War  Department. 
Major  General  Reybold  succeeded  Major  General  Schley  on  the  latter 's  re-- 

tirement  on  October  17,  1941.     Major  General  Schlej-  had  served  as  a  member 

of  the  Conmiittee  from  the  inception  of  the  Study. 

Four  meetings  of  the  Committee  were  held.  Two  of  these  were  concerned  with  the 
formulation  of  plans  for  the  study,  and  two  were  for  the  purpose  of  reviewing  drafts 
of  reports.  One  of  these  latter  meetings  was  devoted  to  a  review  of  an  interim  report 
prepared  by  the  staff,  and  the  last  meeting  was  devoted  to  consideration  of  a  draft  of  the 
final  report.  In  addition,  the  staff  and  agency  contributions  were  distributed  to  the 
members  of  the  Advisory  Committee  for  critical  review,  first  in  mimeographed  form 
and  later  in  galley  proof.  The  members  of  the  Advisory  Committee  were  generous  of 
their  time,  and  they  and  members  of  their  staffs  devoted  much  time  to  this  critical  re- 
view. The  authors  of  the  reports  and  the  Director  of  the  Study  were  greatly  benefited 
by  this  process  of  review  and  criticism.  It  must  not  be  understood,  however,  that  the 
members  of  the  Advisorj'  Committee  necessarily  endorse  the  views  set  forth  in  these 
contributions,  since  full  liberty  of  expression  was  accorded  to  the  individual  authors 
and  agencies. 
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The  preparation  of  the  summary  statement  of  findings  and  recommendations  rep- 
resented an  attempt  by  tlie  Director  to  distill  out  of  the  several  contributions  findings 
and  recommendations  which  would  offer  constructive  possibilities  for  the  future.  In 
the  nature  of  the  case  that  task  was  not  an  easy  one.  The  first  draft  of  the  summary 
was  prepared  in  the  fall  of  1941  and  was  distributed  to  members  of  the  Advisory  Com- 
mittee and  the  staff  for  criticism.  On  the  basis  of  the  ci-iticisms  received,  the  report 
was  extensively  revised  and  submitted  as  a  second  draft  for  further  review.  Again,  in 
the  light  of  the  criticisms  received  a  thir(i  draft  was  prepared  and  circulated. 

The  intervention  of  war,  with  its  heavy  demands  on  the  time  and  energies  of  the 
members  of  the  Advisoi-y  Committee  and  the  staff,  made  it  inopportune  to  hold  further 
meetings  or  to  devote  further  attention  at  this  stage  to  the  revision  of  the  summar}- 
statement  of  findings  and  recommendations.  Under  the  circumstances,  therefore,  it 
has  seemed  wise  to  submit  the  Director's  summary  and  the  staff  and  agency  studies  to 
you  with  the  recommendation  that  they  be  published.  The  report  is  concerned  with 
transport  development  policy,  and  it  is  certain  that  plans  for  facilitating  the  transi- 
tion of  the  American  economy  from  war  to  peace  at  the  end  of  the  present  struggle 
will  have  to  deal  energetically  and  f  orthrightly  with  the  problems  of  overhauling  and 
rebuilding  the  basic  transportation  facilities  of  the  Nation.  It  is  highly  desirable, 
therefore,  that  the  analyses  and  policy  statements  contained  in  this  report  be  made 
available  as  guides  to  thinking  and  as  aids  to  planning  for  the  America  we  all  want  to 
work  toward  in  the  years  of  peace  that  lie  beyond  the  present  travail  of  war.  It  is  in 
that  spirit  that  I  submit  this  I'eport  to  you. 

Respectfully  submitted. 

Owen  D.  Young,  Chairman, 
Advisory  Gonvmittee  for  the  Trans fortat ion  Study. 
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FOREWORD 


The  essential  objective  of  the  Transportation  Study 
has  been  to  formulate  the  broad  outlines  of  a  transport 
development  policy  and  to  point  ways  and  means  of 
effectuating  that  policy. 

The  study  was  initiated  in  July  1940  and  staff  work 
was  largely  completed  by  July  1, 1941.  A  small  nucleus 
staff  was  assembled  by  the  National  Resources  Planning 
Board,  consisting  of  transportation  specialists  with  the 
ability  to  view  the  transportation  problem  as  a  whole 
and  to  understand  the'  influence  of  transport  on  the 
economic  and  social  development  of  the  country.  This 
staff  was  supplemented  by  staff  members  of  the  Federal 
agencies  concerned  with  transportation,  including  the 
Interstate  Commerce  Commission,  United  States  Mari- 
time Commission,  Public  Roads  Administration,  Corps 
of  Engineers,  Reconstruction  Finance  Corporation, 
Civil  Aeronautics  Board,  Department  of  Commerce, 
Department  of  Agriculture,  Railroad  Retirement 
Board,  and  others. 

The  report  which  has  emerged  after  a  year  of  study 
has  attempted  to  examine  the  problems  growing  out  of 
recent  technological  developments  in  transportation 
and  to  review  the  public  and  private  policies  which  such 
developments  have  induced.  Wliat  these  changes 
signify  when  viewed  together,  particularly  with  respect 
to  the  relation  of  transport  to  the  whole  of  our  economic 
and  social  life,  has  been  of  considerable  moment.  For 
transportation  is  a  primary  participant  with  other  in- 
dustries in  the  provision  of  products  and  services  they 
desire;  and  at  the  same  time  it  is  a  major  claimant  with 
the  others  upon  the  stock  of  hiunan  and  material  re- 
sources which  must  in  some  manner  be  shared  among 
them.  The  consequent  necessity  of  directing  trans- 
portation methods  toward  the  best  possible  standards 


of  service  at  the  lowest  cost,  and  at  the  same  time  of 
properly  relating  these  efforts  to  other  objectives  of 
government,  constituted  the  compelling  need  for  at- 
tempting a  reexamination  of  transport  policy  in  a 
changing  transport  era. 

The  sections  and  chapters  comprising  Part  I  consist 
mainly  of  studies  prejDared  by  the  staff,  together  with 
additional  invited  contributions.  They  undertake  to 
present  a  picture  of  American  transportation  and  trans- 
port policy,  to  analyze  the  issues  behind  transport 
problems,  and  to  examine  the  implications  of  alterna- 
tive policies.  No  effort  has  been  made  to  bend  the 
thinking  of  the  authors  to  a  single  point  of  view,  and 
indeed  opposite  convictions  have  been  intentionally 
included ;  for  example,  in  the  discussions  of  regulatory 
policy.  Such  attempts  as  have  been  made  to  Integra 
conclusions  are  contained  in  the  summary  statement  o 
findings  and  recommendations. 

Part  II  consists  of  a  series  of  surveys  of  the  trans- 
port industries  or  of  particular  transport  activities,  pre- 
pared for  the  most  part  by  representatives  of  the 
Federal  transportation  agencies.  They  are  in  part 
descriptive,  but  they  include  such  views  on  policy  mat- 
ters as  convey  realistically  a  sense  of  what  impends  in 
transportation. 

Although  certain  members  of  the  staff  have  devoted  a 
major  share  of  their  attention  to  defense  and  war 
phases  of  transportation,  the  present  report  is  addressed 
to  the  long-range  phases  of  transport  policy  and  has 
treated  only  incidentally  the  immediate  problems  of 
war  transportation.  Interest  has  rather  been  in  issues 
of  a  more  permanent  nature,  and  in  the  ultimate  objec- 
tive of  achieving  long-range  policy  revisions  for  trans- 
portation developments  in  the  future. 
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TRANSPORTATION    AND    NATIONAL    POLICY 
SUMMARY    REPORT 


Transportation :  Its  Status  and  Future 

Transportation  as  a  facilitating  function  of  commerce 
is  of  profound  importance  in  setting  the  pattern  for 
the  distribution  of  economic  activity,  in  linking  to- 
gether resources  and  markets  into  an  integrated  econ- 
omy, in  binding  together  disparate  areas,  and  in  giv- 
ing meaning  to  mobility  of  human  resources.  No 
better  examples  of  these  profound  influences  can  be 
found  than  in  the  United  States.  Transportation  has 
made  jDossible  the  continental  economy  and  cultural 
unity  of  the  Nation,  cementing  diverse  regions,  re- 
sources, and  peoples  into  an  economic  and  cultural 
entity. 

Because  of  the  fundamental  relationship  between 
transportation  and  every  phase  of  national  well-being, 
the  basic  aim  of  transport  policy  must  necessarily  be 
maximum  efficiency  at  minimum  cost,  to  the  end  that 
mobility  of  goods  and  people  may  be  assured.  The 
transport  system  must  compi'ehend  all  media,  coordi- 
nated to  assure  for  each  its  economic  place.  More 
important,  it  must  encompass  all  such  facilities  and 
sei'vices  as  are  essential  to  the  orderly  and  balanced  de- 
velopment of  the  Nation's  resources. 

The  transportation  problem  may  be  described  as  that 
of  bringing  about  such  an  organization  of  the  trans- 
port industries  and  such  a  system  of  public  regulation 
or  control  as  will  lead  to  the  attainment  of  the  ob- 
jectives described  above:  namely,  an  adequate  trans- 
portation system  operating  at  a  high  degree  of  effi- 
ciency and  at  low  cost;  with  each  mode  of  transport 
operating  in  its  field  of  greatest  economy  and  usefulness 
and  functioning  with  a  minimum  of  waste  and  dupli- 
cation ;  with  a  rate  level  which  is  as  low  as  possible,  yet 
adequate  to  support  progressive  development  of  trans- 
portation facilities  and  services  and  of  labor  standards; 
and  with  a  rate  structure  that  does  not  unfairly  dis- 
criminate against  particular  persons,  commodities, 
places,  or  regions,  and,  conversely,  which  grants  no 
undue  favors. 

When  the  Transportation  Act  of  1920  was  passed, 
the  domestic  transportation  problem  was  principally 
a  railroad  problem,  as  it  had  been  since  the  passage  of 
the  Act  to  Regulate  Commerce  in  1887.  This  early  act 
was  concerned  with  the  protection  of  shippers  against 
exorbitant  or  unduly  discriminatory  freight  charges. 
The  Act  of  1920  represented  a  change  of  public  policy 
but  the  problem  was  still  a  railroad  problem.     Em- 


phasis merely  shifted  to  the  policy  of  maintainmg 
the  financial  stability  of  the  railroads,  which  found 
themselves  in  desperate  condition  principally  because 
of  the  disruption  in  cost-revenue  relationships  which 
had  developed  during  the  war  inflation  and  post-war 
deflation  years. 

In  the  two  decades  since  1920,  there  has  occurred  a 
revolution  in  transportation.  No  longer  may  it  be 
said  that  the  domestic  transport  problem  is  merely  a 
railroad  problem,  or  that  public  policy  can  concern 
itself  solely  with  the  railroads.  Today  the  railroads, 
though  still  the  backbone  of  the  freight  transportation 
system,  are  but  one  of  the  several  major  forms  of  trans- 
portation, and  the  problems  which  beset  them  are  no 
longer  attributable  to  a  passing  disruption  of  cost- 
revenue  relationships  but  to  the  development  of  new 
and  vigorous  competitors.  Advancing  technology  has 
promoted  in  the  highway,  waterway,  pipe-line,  and  air- 
way fields  formidable  rivals  for  the  railway  industry. 

Role  of  Public  Action 

Public  action  has  been  a  dominant  force  in  the 
promotion  of  transport  facilities.  The  content  of 
facilities  has  changed  with  advances  in  technology,  but 
always  there  has  been  the  guiding  policy  of  opening 
the  door  to  whatever  new  mode  of  transport  offered 
promise  of  better  service  or  cheaper  transport.  At  the 
same  time,  regulatory  action  has  been  directed  toward 
developing  such  use  of  these  facilities  as  was  deemed 
in  the  public  interest.  Public  action  has  produced 
with  astonishing  rapidity  the  most  extensive  system  of 
improved  highways  in  the  world.  Water  transporta- 
tion has  experienced  twentieth  century  revival  through 
a  system  of  Government-sponsored  interconnected 
waterways.  Public  action  has  fostered  a  growing  mer- 
chant marine  by  the  improvement  of  harbors,  aids  to 
navigation,  the  construction  of  ships,  and  the  financial 
support  of  ship  operation.  Air  transport  has  been 
stimulated  by  a  Nation-wide  system  of  airports  and 
airways,  through  mail  payments,  pilot  training,  safety 
regulation,  and  research.  Moreover,  the  war  has  given 
tremendous  impetus  to  the  development  of  aircraft  on 
a  mass-production  basis. 

The  magnitude  of  the  American  transportation 
system,  including  its  railways  and  pipe  lines  as  well 
as  its  publicly  fostered  facilities,  provides  impressive 
testimony  of  the  emphasis  which  the  Nation  has  placed 
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upon  the  need  for  transportation  service.  Tiie  na- 
tional bill  for  that  service  is  probably  more  than 
$20,000,000,000  a  year,  and  nearly  a  fifth  of  all  invest- 
ments are  in  transportation.  The  Federal  Government 
alone  invests  a  billion  dollars  a  year  in  transportation 
facilities. 

Possibilities  for  the  Future 

The  progress  of  the  past  is  impressive,  but  the  gains 
that  lie  within  our  grasp  in  the  years  ahead  can  over- 
shadow that  progress.  Under  the  impact  of  a  war 
economj'  we  are  moving  toward  full  utilization  of  our 
man  power  and  productive  plant,  and  we  are  learning 
again  our  utter  dependence  on  transport,  the  real  value 
of  the  physical  facilities  that  make  up  our  transport 
plant,  and  the  necessity  of  coordinated  and  eflScient  use 
of  those  facilities.  What  once  jslagued  us  as  a  surplus 
of  transportation  facilities  we  must  now  recognize  at 
full  employment  of  our  resources  as  a  grave  shortage 
that  imperils  the  attainment  of  war  production  goals. 
Under  the  conditions  of  war  little  can  be  done  to  en- 
large that  plant,  and  we  shall  have  to  rely  in  the  main 
on  strenuous  measures  aimed  at  getting  maximum  per- 
formance out  of  the  existing  plant.  But  the  return 
of  peace  will  again  afford  us  the  opportunity  to  build 
the  sort  of  transportation  plant  that  our  unfolding  tech- 
nology makes  possible  and  that  effective  utilization 
of  our  resources  and  man  power  demands. 

In  the  midst  of  a  desperate  struggle  that  is  destined 
to  reshape  the  world,  a  struggle  above  all  that  is  geared 
to  the  technologies  of  production  and  transport,  no 
man  is  able  to  foresee  the  precise  changes  that  will  come 
in  our  transportation  system.  But  it  is  clear  even  now 
that  changes  of  vast  import  are  almost  certain,  that 
with  the  coming  of  peace  we  shall  enter  upon  the  thresh- 
old of  great  developments  in  transport.  Consider 
briefly  some  of  the  possibilities : 

Air  Transport :  Not  only  lacing  the  country  with 
passenger,  express,  and  freight  carrying  airlines  and 
private  planes  but  circling  the  globe  with  distance 
shattering  schedules — backed  by  capacity  to  build  more 
than  100,000  planes  a  year.  All  the  airlines  in  the 
country  owned  only  350  transport  planes  before  the  war 
and  have  carried  from  10  to  1.5  percent  as  many  pas- 
senger-miles as  all  the  Pullman  cars.  Little  imagina- 
tion is  required  to  picture  a  rapidly  developing  industry 
that  will  both  ci'eate  new  transportation  and  make  in- 
roads upon  the  traffic  of  its  competitors,  especially  the 
railroads. 

Motor  Transport:  Resurgent  after  the  lean  years  of 
rubber  and  gasoline  rationing,  with  completely  new  pro- 
ductive capacity  and  new  designs  in  automotive  equip- 
ment freed  from  the  shackles  of  the  past;  new  inter- 
regional highways  and  urban  express  routes  planned 


for  construction  in  the  transition  period  to  take  up  the 
slack  in  employment. 

Inland  Water  Transport:  Expanded  in  scope  and 
volume  and  reequipped  with  new  and  more  efficient 
towboats  and  barges. 

Intercoastal  and  Coastwise  Water  Transport:  Ee- 
stored  to  normal  routes  and  augmented  in  tonnage  by 
accessions  from  the  emergency  merchant  fleet. 

Pipe-line  Transport :  Expanded  by  the  exigencies  of 
war  and  backed  aggressively  by  parent  companies 
starved  because  of  their  dependence  on  more  vulnerable 
water  transport. 

Eailroad  Transport :  Flushed  with  the  traffic  gains  of 
war  through  diversion  and  full  employment  and  striving 
energetically  to  hold  these  gains  against  resurgent 
rivals. 

These  impending  developments  and  competitive  strug- 
gles require  that  we  turn  our  thoughts  now  to  the  mold- 
ing of  transport  development  policy  in  order  that  the 
necessary  adjustments  may  be  made  with  a  minimum  of 
friction  and  waste.  If  we  would  seek  increased  mobility 
of  goods  and  services  and  full  application  of  transport 
technology,  lines  of  public  development  policy  must  be 
laid  out.  Through  advance  planning  under  Govern- 
mental leadership  the  transport  industries  will  have  a 
rare  opportunity  in  the  post-war  period  to  rebuild  and 
modernize  the  transport  plant  and  thereby  to  make  a 
notable  contribution  toward  solution  of  the  stupendous 
problems  of  general  economic  policy  in  bridging  the 
transition  from  war  to  peace. 

A  major  objective  for  the  future  must  be  a  lower 
level  of  rates  and  fares  in  the  transport  industi-y  to 
place  the  rate  structure  in  a  more  favorable  position 
with  respect  to  other  prices,  in  order  that  restrictions 
on  movement  may  be  minimized.  There  is  consider- 
able reason  to  suppose  that  transport  has  been  dis- 
couraged by  a  rate  structure  which  fails  to  respond 
quickly  to  changes  in  economic  conditions,  and  a  rate 
level  which  may  be  out  of  line  with  the  market  possi- 
bilities of  many  commodities.  There  is  danger  that 
a  permanent  reduction  in  traffic  volume  may  result.  A 
reversal  of  present  tendencies  by  greater  economy  in 
transport  operations  may  vastly  widen  the  future  of 
transportation.  Improved  service,  too,  is  an  important 
aim  for  the  future.  Its  accomplishment  will  result,  in 
part,  from  the  further  application  of  technical  develop- 
ments already  under  way,  and  partly  from  achieve- 
ment of  a  large  measure  of  economic  coordination. 

Terminal  Reconstruction. — The  most  neglected  aspect 
of  transport  develoi^ment  has  been  the  provision  of 
terminal  facilities.  The  antiquity  of  port  facilities; 
the  duplication  and  inefficiency  in  railroad  freight 
yards  and  stations;  the  difficulties  of  urban  truck  load- 
ing and  passenger  car  parking ;  and  the  lack  of  modern, 
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conveniently  located,  and  properly  protected  airports 
are  all  familiar  manifestations  of  the  universal  neglect 
of  terminal  operations.  Failure  to  secure  the  possible 
economies  of  terminal  unification,  coordination,  and 
modernization  constitutes  one  of  the  most  important 
reasons  for  high-cost  rail  operation.  It  has  been  esti- 
mated, for  example,  that  approximately  tvro-thirds  of 
the  typical  completed  car  movement,  involving  about 
15  days  on  the  average,  is  spent  within  terminal  areas. 
The  fact  that  the  terminal  accounts  for  one-third  of 
railroad  freight  operating  costs  emphasizes  further  the 
possibilities  of  terminal  improvement  as  a  means  of 
restoring  railroad  profitability  and  reducing  costs  to 
travelers  and  shippers. 

The  growth  of  over-the-road  trucking  has  created  a 
need  for  joint  terminal  facilities  which  has  been  largely 
ignored.  Under  present  conditions  small  and  ineffi- 
cient truck  depots  scattered  indiscriminately  about  the 
cities,  necessitating  duplicate  collection  and  delivery 
services,  are  sources  of  congestion  and  inconvenience  to 
street  traffic;  and  the  absence  of  clearing-house  service 
and  coordination  with  rail  and  port  facilities  results 
in  disproportionate  terminal  costs  and  delays.  Meas- 
ures of  coordination  would  result  not  only  in  sub- 
stantial improvements  in  trucking  service,  but  in  bene- 
fits to  the  entire  community.  Failure  to  recognize  that 
off-street  parking  facilities  must  be  provided  to  relieve 
traffic  congestion  and  to  insure  the  continued  utility 
of  motor  vehicle  transportation,  together  with  inability 
or  unwillingness  of  cities  to  adopt  bold  measures  for 
alleviating  the  problem,  have  long  been  a  source  of 
motoring  inconvenience  and  a  barrier  to  efficient  ve- 
hicle use. 

Poor  location,  small  sites,  congestion,  and  other 
inadequacies  typify  a  large  number  of  airports  into 
which  much  public  money  has  been  sunk.  Location 
is  often  inconveniently  distant  from  downtown  busi- 
ness districts,  and  adequate  provision  is  rarely  made  for 
highway  access  or  transit  connections.  In  addition, 
many  airports  are  dangerously  located  with  resjject  to 
surrounding  buildings  and  other  obstacles,  making 
them  unsatisfactory  for  instrument  landings  or  even  for 
visual  approaches  in  bad  weather.  Airport  congestion, 
too,  has  become  a  serious  factor,  and  the  need  has  arisen 
for  segregation  of  private  from  commercial  flying  and 
for  the  provision  of  additional  airports  to  accommodate 
increasing  terminal  activity. 

Present-day  terminal  facilities  are  ill  adjusted  to 
general  community  development.  They  usually  have  a 
debilitating  influence  on  real  property  values  and  the 
amenities  of  living  in  cities.  Their  operations  often 
conflict  with  other  functions  and  activities  in  the  com- 
munity. In  order  to  eliminate  or  reduce  to  a  minimum 
sucli  conflicts  and  mutual  interference,  terminal  facili- 


ties must  be  adjusted  more  harmoniously  to  the  desir- 
able present  and  prospective  development  of  the 
community  in  which  they  are  located. 

Great  improvements  in  service,  better  utilization  of 
land  and  air  rights,  and  the  removal  of  many  existing 
bliglited  areas  would  result  from  rebuilding  terminal 
facilities.  The  objective  would  be,  of  course,  to  fit  into 
the  most  desirable  pattern  of  urban  development  a  series 
of  coordinated  terminals  serving  all  types  of  transport 
and  open  on  equal  terms  to  all  carriers  serving  the  area. 
These  would  replace  the  multiplicity  of  scattered  facil- 
ities which  have  grown  in  and  around  most  of  our 
large  cities  in  a  more  or  less  haphazard  fashion  and 
\fould  handle  rail,  motor,  water,  and  air  transport 
within  the  framework  of  a  single  plan.  Thus,  there 
would  be  eliminated  much  of  the  wasteful  transfer 
and  hauling  which  occurs  under  existing  arrangements, 
and  the  marked  loss  of  time  which  results  from  the 
use  of  scattered  facilities  under  diverse  ownership. 
Central  terminals  would  be  connected  with  all  jDarts 
of  the  urban  area  by  belt  rail  lines  and  trucking 
facilities. 

Railroad  Transport. — Physical  requirements  involved 
in  the  modernization  of  railroad  transportation  are 
tremendous.  In  addition  to  the  rebuilding  of  terminals 
and  replacement  of  a  large  portion  of  the  rolling  stock 
with  modern  cars  and  more  efficient  locomotives,  grade 
revision,  heavier  rail,  reduction  of  curvature,  electrifi- 
cation of  dense  traffic  routes,  and  modern  signal  installa- 
tions are  necessary  to  permit  faster  and  more  economical 
operation.  Light  traffic  branch  lines  have,  in  many 
areas,  lost  most  of  their  economic  utility  and  must  in 
the  long  run  give  way  to  highway  services.  Competi- 
tive efficiency  demands  not  only  the  ultimate  abandon- 
ment of  unnecessary  lines  but  also  the  elimination  of 
wasteful  duplications  of  services  maintained  for  com- 
petitive purposes. 

Although  public  attention  has  been  focused  princi- 
pally upon  the  outstanding  technological  developments 
in  the  newer  fields  of  transport,  important  advances 
have  been  made  on  the  railroads  which  promise  continu- 
ing improvements  in  service  and  increased  economy  in 
operation.  With  the  aid  of  new  equipment,  better  yard 
facilities,  and  improved  track  structures,  the  roads  have 
greatly  accelerated  their  freight  and  passenger  schedules 
and  now  offer  a  standard  of  service  hitherto  unequaled. 

The  locomotive  inventory  has  become  progressively 
more  aged  because  of  the  small  purchases  of  recent 
years,  but  sufficient  modern  locomotives  have  been 
placed  in  service  to  demonstrate  excellent  possibilities 
for  economy.  They  are  showing  directly  calculable 
savings  ranging  from  10  to  20  percent  and  more  per 
annum  on  the  investment.  Savings  result  from  the 
greater  utilization  possible  from  the  modern  steam  loco- 
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motive,  greatly  reduced  maintenance  costs  arising  from 
developments  in  design,  reduced  fuel  consumption,  and 
increased  hauling  capacity  at  high  speeds.  In  late 
years  many  roads  haAe  placed  in  service  Diesel-electric 
switching  locomotives  which  enable  substantial  econ- 
omies in  fuel,  servicing,  and  maintenance  expenses; 
achieve  a  higher  degree  of  availability  than  equivalent 
steam  power;  and  have  a  flexibility  in  operation  that 
permits  more  rapid  accomplishment  of  many  types  of 
switching  work.  In  both  freight  and  passenger  serv- 
ice, too,  the  Diesel  has  made  notable  gains. 

Despite  the  increase  in  average  car  capacity  in  the 
last  two  decades  and  the  increase  in  loading  of  some 
commodities,  car  performance  has  been  discouraging. 
The  proportion  of  deadweight  to  revenue  freight  car- 
ried increased  substantially,  until  the  impact  of  war 
traffic  produced  far-reaching  changes  in  car  utiliza- 
tion. Recent  developments  in  car  construction,  includ- 
ing the  use  of  various  light-weight  materials  and  new 
methods  of  assembly,  point  to  the  possibility  of  ma- 
terially reducing  the  tare  weight  of  cars. 

The  demand  for  speed  in  modern  transport  service 
has  necessitated  adjustments  in  schedules  and  operating 
methods.  Wherever  possible,  freight  trains  are  now  run 
past  intermediate  yards  for  long  distances,  and  classi- 
fication is  concentrated  at  strategic  points.  The  length- 
ening of  locomotive  runs  has  rendered  many  engine 
terminals  superfluous,  and  both  heavy  and  running  re- 
pairs are  being  concentrated  at  principal  points.  Be- 
cause most  railroad  shops  were  designed  and  equipped 
at  least  two  decades  ago,  many  of  them  cannot  effi- 
ciently care  for  the  larger  and  heavier  locomotive  of 
today.  Useful  economies  can  be  secured  by  introducing 
new  equipment  at  the  larger  repair  points  where  inten- 
sive use  of  specialized  machinery  can  be  secured. 

Commendable  progress  has  been  made  in  mainte- 
nance-of-way  work  in  recent  years.  The  rapid  intro- 
duction of  treated  ties  and  heavy  rails,  the  use  of  new 
techniques  for  building  up  battered  rail  ends,  the 
rapid  adoption  of  mechanized  equipment,  and  the  or- 
ganization of  specialized  system  rail-laying  gangs  are 
indicative  of  recent  developments.  A  recent  advance 
in  permanent  way  has  been  the  development  of  the 
welded  rail  which  promises  reduced  maintenance  costs. 
More  significant  has  been  the  rapid  development  of  new 
methods  of  subgrade  drainage  which  permit  more 
ecoijomical  maintenance  of  line  and  surface. 

These  are  but  examjiles  of  the  many  far-reaching 
developments  in  an  industry  sometimes  regarded  as 
decadent.  Unfortunately,  the  railroads  have  not  seen 
fit  to  apply  them  on  a  broad  scale  during  their  recent 
period  of  adversity,  and  now  that  they  enjoy  rapidly 
increasing  business  they  are  unable  to  secure  either  ma- 


terials or  labor.  Full  application  must  await  the  return 
of  peace. 

Highway  Transport. — The  last  two  decades  have 
witnessed  a  phenomenal  growth  of  motor  transport 
operations  by  passenger  car,  truck,  and  bus;  and  de- 
velopments in  both  highway  and  vehicle  design  may  be 
expected  to  continue  the  progress  which  has  enabled 
32,000,0000  motor  vehicles  to  capture  so  significant  a 
place  in  society.  Important  further  develoiDments  in 
private  passenger-car  transportation  may  be  expected 
through  the  safety,  comfort,  and  economy  attainable 
by  improvements  in  car  design.  The  conventional 
automobile  of  today  is  still  but  a  stage  in  the  evolution 
from  horse  and  buggy ;  and  the  need  is  not  merely  for 
a  thoroughly  modern  automobile,  but  one  which  can 
be  owned  and  operated  at  a  cost  far  lower  than  at 
present.  Placing  automobile  engines  in  the  rear,  a 
practice  which  has  been  successful  in  bus  design,  prom- 
ises to  jDrovide  more  inside  space,  greater  safety  and 
considerable  economies  in  material,  and  the  develop- 
ment of  jDolarized  light  for  headlights  will  permit 
greater  night  driving  comfort  and  safety.  The  cur- 
rent conversion  of  the  automobile  industry  to  war  pro- 
duction will  eventually  give  way  to  a  new  beginning  in 
automotive  design.  With  extensive  outjDut  of  small 
private  planes,  moreover,  there  will  be  considerable  in- 
centive to  design  a  car  which  can  compete  successfully, 
and  which  will  be  economical  and  properly  adapted 
to  the  problems  of  short-run  urban  transport  for  which 
the  automobile  is  peculiarly  fitted. 

In  freight  transportation,  the  use  of  Diesel  engines, 
with  attendant  economies  in  operation,  will  meto  sub- 
stantial enhancement  of  truck  performance.  Exten- 
sion of  the  use  of  light-weight  materials  for  truck  and 
trailer  bodies  may  reduce  tare  weight  and  increase 
pay  load.  Interchangeable  equipment  will  furnish  fur- 
ther opportiuiity  for  coordination  with  rail  and  water 
transport. 

Inasmuch  as  the  motortruck  shares  the  highway  with 
passenger  cars,  the  future  of  the  truck  is  intimately 
related  to  motor  transport  as  a  whole.  For  this  rea- 
son there  must  be  a  further  development  in  engine 
power  to  permit  better  performance  on  highway  grades 
in  order  to  reduce  the  inconvenience  to  fast  traffic  which 
results  from  the  excessive  time  and  space  requirements 
of  the  larger  under-powered  vehicle.  Grade  reduc- 
tions and  additional  lanes  for  slow  upgrade  traffic  may 
provide  a  solution  on  heavily  traveled  routes.  Public 
policy  with  respect  to  the  regulation  of  sizes  and 
weights  of  motor  vehicles  may  trend  toward  further 
relaxation  of  undue  restrictions  and  greater  uniformity 
insofar  as  highway  design  and  traffic  conditions  will 
permit.     On  a  few  of  the  most  heavily  traveled  routes 
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there  may  be  further  separation  of  passenger  and 
freight  traffic  by  tlie  provision  of  parkways  for  the 
exclusive  use  of  the  passenger  car  or  by  the  develop- 
ment of  special  truck  routes. 

Bus  transportation  promises  to  become  an  increasing 
factor  in  both  short-  and  long-haul  transportation.  In 
the  city  the  need  for  improved  mass  transjjortation 
will  undoubtedly  result  in  the  further  development  of 
fast  commuter  bus  service,  and  local  bus  lines  will  con- 
tinue to  replace  the  streetcar.  The  recent  advent  of 
air  conditioning  marks  the  approach  of  new  standards 
of  comfort  for  bus  passengers.  Terminal  and  station 
facilities  are  likewise  being  continually  improved. 

Highway  facilities  cannot  continue  to  lag  behind 
developments  in  the  vehicle  to  the  extent  that  they  have 
in  the  past.  Many  of  the  most  imj^ortant  develop- 
ments in  future  motor  transport  economy  and  service 
will  be  of  no  avail  without  extensive  modernization 
of  the  highways  themselves.  Although  the  total  cost 
of  motor  transport  is  reflected  to  a  preponderant  ex- 
tent in  the  cost  of  vehicle  operation,  these  costs  in  turn 
reflect  the  type  of  highway  facility  provided.  In  addi- 
tion, large  economies  in  highway  maintenance  and  in 
the  life  of  the  pavement  result  from  the  provision  of 
roads  which  conform  to  the  requirements  of  traffic 
density  and  weight.  Significant  economies  are  pos- 
sible through  the  provision  of  highway  capacity  suffi- 
cient to  minimize  congestion,  and  through  the  proper 
application  of  traffic  engineering  principles  to  elimi- 
nate unnecessary  stops  and  starts  and  interferences  to 
the  free  flow  of  traffic.  In  the  future  there  must  be 
a  realization  of  the  importance  of  adequate  grade 
separation  structures  at  busy  intersections,  the  separa- 
tion of  opposing  traffic  lanes,  and  the  protection  of 
traffic  from  encroachments  of  real  estate  development 
adjacent  to  the  highway. 

Water  Transfort. — Advances  in  the  efficiency  of 
operations  by  water  carriers,  both  in  the  coasting  serv- 
ices and  on  the  inland  waterways  are  evident.  New 
types  of  vessels  are  appearing  on  some  of  the  coast- 
wise and  intercoastal  services.  Modern  construction 
with  the  latest  propelling  machinery,  whether  steam  or 
Diesel,  enables  substantial  economies  in  operation. 
The  new  designs  of  the  United  States  Maritime  Com- 
mission, intended  principally  for  the  foreign  trade, 
demonstrate  the  possibilities  for  combining  high  speed 
and  cubic  capacity  with  economy  of  operation. 

On  the  inland  waterways,  barges  and  towboats  of 
recent  construction  show  drastic  changes  from  earlier 
craft.  Improved  hulls  of  electrically  welded  steel  con- 
struction to  reduce  weight  and  permit  greater  cargo 
capacity,  are  streamlined  to  I'educe  resistance  and  en- 
able   increased    sj^ePd    with    the    same    power.     Twin 
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screws  have  been  adopted  for  modern  towboats,  pro- 
viding greater  maneuverability  and  greater  speed  with 
the  same  power.  Finally,  the  Diesel  engine  effects  fuel 
economies,  increases  cruising  range,  and  permits  the 
use  of  smaller  crews. 

Air  Transport. — Technical  advance  in  air  transport 
has  been  phenomenally  rapid.  For  common  carrier 
service,  larger  and  speedier  planes  have  been  continually 
introduced.  Operating  costs  per  plane-mile  have  in- 
creased, but  costs  per  unit  of  traffic  are  declining. 
Development  of  larger  planes,  coupled  with  great  ex- 
pansion of  productive  facilities,  promises  economical 
cargo  planes  in  the  near  futui-e.  Small  planes  for 
private  use  are  also  being  designed  in  the  lower  price 
classes,  and  the  ease  with  which  they  can  be  handled, 
the  increasing  safety  factor,  and  the  greater  operating 
economy  combine  to  promise  a  rapid  growth  in  private 
plane  travel. 

After  the  war,  the  enormously  expanded  productive 
capacity  must  seek  outlets  in  both  commercial  and 
private  air  transport,  and  reductions  in  first  cost  will 
greatly  reduce  fixed  charges.  The  sphere  for  economi- 
cal plane  operation  will  expand  rapidly,  and  the  major 
problem  will  be  the  provision  of  adequate  landing 
fields  to  accommodate  the  increasing  traffic. 

Distribution  of  Traffic. — The  railway  is  peculiarly 
adapted  to  the  carriage  of  goods  in  large  quantities  over 
considerable  distances.  Wherever  a  sufficient  volume  of 
traffic  can  be  developed  to  permit  efficient  trainloading 
and  a  i-easonable  density  of  traffic,  the  railway  should 
be  able  to  move  inland  business  more  economically 
than  any  other  type  of  transport,  bulk  movements  on 
the  Great  Lakes  and  in  the  coasting  trades  excepted. 
Actual  performance,  however,  falls  short  of  the  pos- 
sibilities, largely  because  of  a  failure  fully  to  adapt 
railway  operations  to  the  types  of  work  for  which  they 
are  best  suited. 

The  future  of  the  railroad  lies  in  its  continuance  as 
the  principal  agency  for  heavy  freight  movement.  The 
railways  are  capable,  under  a  system  of  trainload  oper- 
ation and  rates,  of  meeting  much  inland  waterway  com- 
petition, other  than  on  the  Great  Lakes.  Except  for 
the  waterways  no  agency  of  transport  can  seriously 
challenge  them  save  on  the  shortest  hauls.  Most  rail 
traffic  is  suited  to  carload  operations,  and  where  ter- 
minals are  not  too  complex,  this  business  may  best 
move  by  rail  even  over  short  distances. 

The  retention  of  merchandise  business  on  the  rails 
depends  primarily  on  the  successful  development  of 
various  methods  of  coordination.  The  short-haul  busi- 
ness must  be  expected  to  gravitate  to  the  motortruck, 
but  severe  competition  may  develop  within  a  few  years 
from  air-freight  service  on  the  longer  hauls.    The  rail- 
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roads  should  be  able  to  continue  to  offer  a  profitable 
coordinated  merchandise  service  over  routes  possessing 
a  large  volume  of  business.  Present  methods  of  oper- 
ation must,  however,  be  revised  to  eliminate  the  wastes 
resulting  from  the  multiplication  of  competitive 
services. 

The  motortruck  is  most  useful  in  terminal  services, 
on  the  shorter  hauls,  and  over  longer  routes  where  its 
speed  can  equal  or  exceed  that  of  rail  operation.  In  the 
merchandise  business,  however,  speed  and  flexibility  of 
service,  combined  with  favorable  rates  and  minimum 
packing  requirements  make  truck  service  especially 
attractive.  Most  less-than-carload  business,  except  on 
the  longest  hauls,  may  eventually  move  by  truck  or 
by  some  form  of  coordinated  service.  In  areas  of  light 
traffic  density,  along  branch  lines,  and  in  local  service 
along  major  channels  of  trade,  the  motortruck  has 
another  important  place  to  fill. 

Bus  transportation  has  important  advantages  in 
short-distance  traffic  and  in  cross-country  traffic  be- 
tween the  major  channels  of  movement.  It  also  provides 
frequent  and  economical  service  in  the  light  traffic  areas 
which  cannot  be  satisfactorily  served  by  rail.  Except 
on  local  hauls,  however,  good  rail  service  can  offer 
substantial  comiDetition. 

With  the  channels  of  movement  already  available  and 
maintained,  the  oj^erating  costs  for  barge  operations 
on  inland  waterways,  calculated  on  a  ton-mile  basis, 
are  very  low.  It  must  be  observed,  however,  that  a 
large  proportion  of  the  inland  water  routes  is  cir- 
cuitous relative  to  rail  routes,  and  that  the  ton-mile 
figures  calculated  on  water  distances  do  not  necessar- 
ily reflect  the  relative  economy  of  water  and  land  trans- 
port. Under  favorable  conditions  certain  types  of 
bulk  cargo  can  undoubtedly  move  more  cheaply  by 
water  than  by  rail,  and  under  present  rate  structures 
and  methods  of  handling  by  rail,  a  great  deal  of  traffic 
can  do  so.  The  difficulties  making  for  high  cost  in 
coastwise  shipping  are,  perhaps,  transitory.  The  high 
cost  of  port  operation  can  probably  be  relieved,  and 
the  advent  of  new  tonnage  may  improve  the  situation. 
Bulk  carriage  in  the  coasting  trade,  especially  of  pe- 
troleum, is  conducted  at  costs  far  below  any  available 
land  haulage. 

Pipe  lines  have  preempted  the  internal  movement  of 
petroleum  and  natural  gas,  and  are  beginning  to  be 
used  extensively  for  the  shipment  of  gasoline.  They 
have  taken  a  large  volume  of  business  from  the  rail  car- 
riers, and  occupy  a  strategic  position  that  will  prob- 
ably enable  them  to  hold  their  traffic.  Further  de- 
velopment is  likely,  including  experimentation  with 
movement  of  powdered  bulk  commodities  by  jjipe  line. 

Unquestionabh',  air  passenger  traffic,  especially  busi- 
ness traffic,  will  continue  to  grow  at  a  rapid  pace,  mak- 


ing considerable  inroads  on  rail  business.  Extension  of 
feeder  service  to  many  points  which  now  lack  air  serv- 
ice, by  the  use  of  planes  capable  of  getting  in  and  out 
of  restricted  fields,  will  broaden  the  area  from  which 
airlines  will  draw  traffic.  The  time  is  not  far  distant 
when  first-class  mail  traffic  will  move  exclusively  by  air 
whenever  time  is  saved.  Moreover,  substantial  expan- 
sion of  the  air  express  business  may  be  expected.  Costs 
can  probably  be  reduced  to  a  level  substantially  equiv- 
alent to  present  rail  express  rates,  if  volume  and  regu- 
larity of  movement  are  attained.  The  advent  of  this 
business  in  volume  will  presage  regular  service  by  large 
merchandise  planes.  The  mail  and  j^arcels  business 
may  well  be  extended  to  many  small  communities  by 
means  of  devices  for  picking  up  and  discharging  traffic 
by  planes  in  flight.  In  the  more  distant  future  the 
scope  of  air-freight  operations  should  expand  as  costs 
are  reduced  and  volume  grows. 

Recent  years  have  witnessed  a  phenomenal  increase 
in  private  carriage.  By  far  the  largest  portion  of 
passenger  business,  mostly  new  traffic,  moves  in 
private  automobiles.  Private  flj'ing  has  also  grown 
rapidly  but  has  not,  as  yet,  attained  major  proportions. 
The  effects  of  the  private  motortrucks  haye  been 
keenly  felt  by  the  railroads  and  even  bj-  the  common 
cairier  truckers.  On  the  inland  and  coastal  water- 
ways the  bulk  of  the  service  is  performed  by  private 
carriers,  including  most  of  the  oil,  much  of  the  coal 
and  steel,  and  many  other  bulk  commodities.  The  unit 
of  mo\'ement  is,  however,  so  much  larger  than  upon  the 
highways  that  comparatively  few  shippers  can  turn 
to  private  carriage. 

Elements  of  Transport  Policy 
Development  of  an  Efficient  System 

Wherever  the  allocation  of  resources  to  productive 
enterprises  stems  in  the  long  run  from  consumer  choices, 
the  price  system,  service,  and  numerous  other  considera- 
tions play  an  important  role.  This  is  as  true  of  the 
transport  industries  as  of  other  sectors  of  the  economy. 
Consequently,  reliance  must  be  placed  upon  the  choices 
of  the  users,  evidenced  by  their  patronage  of  transporta- 
tion services,  to  call  forth  a  proper  proportion  of  the 
Nation's  resources  into  the  industry,  and  to  effect  a 
proper  allocation  of  these  resources  among  the  various 
transport  media.  Allocation  of  traffic  is  not  accom- 
plished by  Government  fiat  or  by  arbitrary  prescription, 
but  by  the  free  choice  of  consumers. 

The  achievement  of  "the  most  economical  transport 
system  is  complicated  by  the  necessity  of  dealing  with 
numerous  factors  in  continuing  and  simultaneous 
change.  The  various  modes  of  transport  must  be  co- 
ordinated, maximiun  efficiency  secured  in  the  organiza- 
tion   and    operation    of    each    individual    enterprise 
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involved,  and  new  media  and  methods  be  introduced 
at  as  rapid  a  rate  as  is  consistent  with  the  object 
of  over-all  economy.  Meanwhile,  traffic  must  be  encour- 
aged by  rate  and  service  structures  to  flow  by  the  most 
economical  means  or  combination  of  means  existing  at 
any  stage  of  development. 

An  Economical  Division  of  Trafjlc. — -Each  transport 
agency  attempts  to  share  traffic  more  logically  belong- 
ing to  another.  The  railroad,  struggling  desperately 
to  regain  its  former  position,  attempts  to  retain  the 
short-haul  and  less-than-carload  business  despite  heavy 
terminal  expenses  which  must  often  result  in  handling 
at  a  loss.  The  motortruck  invades  the  long-haul  fields 
by  attracting  the  more  lucrative  traffic  from  the  rails, 
despite  the  greater  economy  of  the  latter.  The  inland 
waterway  diverts  traffic  over  circuitous  routes  in  order 
to  share  in  the  haul.  This  multiplication  of  overlap- 
ping services  in  fields  of  doubtful  economy  must,  in  the 
aggregate,  account  for  a  considerable  inflation  of  trans- 
port cost  above  that  which  would  result  from  a  more 
economic  division  of  traffic. 

It  is  extremely  difficult  to  ascertain  cost  in  the 
transport  industry  applicable  to  any  class  or  descrip- 
tion of  traffic  because  of  the  large  group  of  costs  which 
cannot  definitely  be  assigned,  and  because  broad  de- 
scriptions of  traffic  may  conceal  real  differences  in  com- 
parative costs.  Despite  obvious  difficulties  study 
should  be  made  to  detei'mine  reasonable  classifications 
and  to  estimate  the  costs  of  handling  by  the  various 
types  of  carrier  as  a  guide  to  rate  policy. 

Projjer  determination  of  cost  involves,  of  course, 
careful  choice  of  methods.  For  example,  for  purposes 
of  determining  comparative  economy  there  is  the  ques- 
tion of  whether  any  allowance  should  be  made  for  costs 
already  incurred,  for  these  are  past  commitments  and 
cannot  be  affected  by  future  policy.  It  may  be  argued 
that  only  when  expansion  or  replacement  of  durable 
facilities  is  required  should  the  cost  of  such  facilities 
enter  into  the  reckoning.  Differences  in  labor  costs  for 
comparable  tyjjes  of  work  and  differences  in  tax  policies 
and  government  promotion  may  also  seriously  affect 
comparative  costs  by  the  various  agencies,  placing 
some  at  an  apparent  advantage  which  does  not,  how- 
ever, actually  exist.  Proper  allowance  should  be  made, 
therefore,  for  unequal  compensation  of  labor,  for  the 
unequal  impact  of  working  rules,  for  taxes  assessed  for 
general  purposes  of  government,  and  for  expenditures 
incurred  by  governments  in  the  provision  of  transport 
facilities  and  services. 

Since  the  final  distribution  of  traffic  should  be 
effected  by  the  free  choice  of  shippers,  the  rates  of 
carriers  for  hire  by  the  various  means  of  transport 
should  reflect,  as  nearly  as  possible,  the  differences  in 
relative  cost  for  broad  areas  of  traffic.     Each  descrip- 


tion of  traffic  would  then  go  via  the  low-cost  means  or 
combination  of  means  unless  the  shipper  or  traveler 
considered  the  difference  in  service  worth  the  differ- 
ence in  cost  and  price.  It  is  likely,  however,  that 
rigid  adherence  to  cost  as  a  basis  for  rate  making  can 
never  be  applied  without  the  most  serious  repercussions 
upon  established  commercial  relationships.  Out-of- 
pocket  costs  should,  however,  control  the  minimum 
rate  level,  and  relative  costs  can  be  useful  in  establishing 
the  economic  sphere  of  the  various  types  of  carrier. 

Efficiency. — A  truly  economic  division  will  proceed 
not  alone  from  rates  reflecting  existing  costs.  It  is 
also  essential  that  costs  for  the  various  services  be 
brought  to  a  minimum  consistent  with  the  desired 
quality  of  service  and  reasonable  protection  of  labor 
and  capital.  Mucli  can  be  done  to  promote  efficiency  of 
operation  in  the  various  transport  media.  The  advent 
of  intensive  competition  and  the  severe  depression  of 
the  thirties  presented  the  railroads  with  new  problems 
for  which  previous  experience  did  not  entirely  fit  them. 
Confronted  with  the  immediate  necessity  of  operating 
with  equijjment  in  hand  they  did  well  from  an  indi- 
vidual corporation  standpoint.  In  preparing  for  the 
future,  however,  they  were  not  entirely  successful. 
The  roads  as  a  whole  have  not  gone  far  enough  in 
investigating  new  devices  and  improving  purchasing, 
marketing,  and  operating  methods.  There  is  clear 
need  for  development  of  a  stronger  cooperative  spirit 
in  the  railroad  industry  which  will  seek  the  solution 
of  outstanding  problems  on  an  industry  basis,  i-ather 
than  from  the  restricted  point  of  view  of  individual 
carriers.  Well-supported  comprehensive  research  for 
the  industry  as  a  whole  is  long  overdue. 

Efficiency  of  highway  operations  is  affected  by  con- 
siderations generally  beyond  the  control  of  commercial 
operators  or  private  users.  Inadequate  traffic  en- 
gineering in  congested  urban  areas  often  results  in 
poor  use  of  available  facilities  and  produces  serious 
losses  to  operators  and  patrons  of  motor  vehicles. 

In  rural  areas  the  most  obvious  source  of  disecono- 
mies is  the  multiplicity  of  small  governmental  units 
participating  in  the  highway  program.  In  many  cases 
the  county,  township,  or  special  road  district  has 
neither  the  size  nor  wealth  to  support  an  adequate 
technical  staff  or  necessary  roadbuilding  equipment. 
As  a  result,  i^roper  planning,  budgeting,  and  account- 
ing practices  are  often  neglected;  and  the  local  road 
program,  taken  as  a  whole,  is  generally  confined  to 
maintenance  operations  of  little  consequence  applied 
to  8,  patchwork  development.  In  view  of  these  con- 
siderations there  is  need  for  greater  consolidation  and 
strengthening  of  the  local  roadbuilding  function. 

Other  types  of  transport  are  confronted  with  similar 
problems,  but  on  a  lesser  scale.     The  rapid  develop- 
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ment  of  air  transport  which  may  be  anticipated  in 
the  post-war  period  promises  to  pose  serious  questions, 
such  as  traffic  control  and  organization.  Continued 
planning  should  be  under  way  to  avoid  tlie  haphazard 
growth  that  has  characterized  other  agencies. 

Consolidation  and  Coordination. — There  is  much  rail 
cooperation  with  respect  to  through  routes,  joint  rates, 
trackage  rights,  joint  use  of  terminals,  joint  switching 
operations,  and  other  mutually  helpful  arrangements. 
The  need  for  further  integration,  however,  is  urgent. 
The  merchandise  freight,  express,  and  forwarder  op- 
erations require  integration  in  the  interests  of  im- 
proved service  and  greater  economy.  A  central  clear- 
ing house  to  settle  interline  accounts  and  many  similar 
devices  are  desirable.  Finally,  improvement  and  co- 
ordination of  terminals  and  the  elimination  of  waste- 
ful competitive  practices  in  the  large  terminal  areas 
are  urgently  needed. 

Further  consolidation  gives  promise  of  substantial 
economies  in  the  maintenance  and  operation  of  the 
railroad  system.  Kail  consolidation  should  aim  at  the 
development  of  regional  systems  of  such  size  as  may 
be  economically  and  efficiently  organized  and  operated. 
Direct  1  service  competition  should  be  eliminated  as 
far  as  possible,  and  the  number  of  separate  operating 
companies  substantially  reduced.  A  single  national 
system  under  private  management  is  objectionable  since 
it  would  place  vast  economic  power  under  the  con- 
trol of  a  few  and  raise  serious  regulatory  problems. 
Should  integration  proceed  to  that  degree,  government 
ownership  and  operation  would  seem  to  be  the  only 
feasible  alternative. 

Unfortunately,  the  chances  of  securing  significant 
rail  consolidation  by  voluntai'y  means  are  poor.  Active 
opposition  by  established  carrier  managements,  em- 
ployee groups,  investors,  localities  likely  to  be  affected, 
and  other  interests  places  difficult  hurdles  in  the  path 
even  of  minor  consolidations. 

Experience  indicates  that  extensive  consolidations 
will  not  be  undertaken  on  a  voluntary  basis.  The  lim- 
itations placed  upon  consolidation  under  the  Transpor- 
tation Act  of  1920,  by  the  endeavor  to  promote  competi- 
tion and  protect  existing  channels  of  trade,  made  the 
consolidation  provisions  of  the  Act  essentially  value- 
less, insofar  as  the  attainment  of  regional  unification 
was  concei'ned.  The  fundamental  change  in  conditions 
in  the  transport  mai'k-et  make  such  limitations  unnec- 
essary today.  Care  should  be  taken,  however,  to  avoid 
the  formation  of  systems  of  excessive  size  which  might 
encounter  serious  diseconomies  from  difficulties  of -or- 
ganization and  management. 

The  broader,  but  important,  problem  of  coordinat- 
ing the  various  transport  media  with  one  another  has 


been  scarcely  touched.  Although  each  type  of  carrier 
may  have  certain  fields  of  operations  for  which  it  is 
best  suited,  it  is  possible  that  much  traffic  would  move 
more  economically  by  a  combination  of  means  if  proper 
coordinating  machinery  were  established. 

Regarding  the  methods  of  securing  more  extensive 
coordination  among  the  various  types  of  transport,  two 
views  are  dominant.  One  would  accomplish  coordina- 
tion througli  the  medium  of  monopolistic  transport 
companies,  presumably  organized  on  a  regional  basis 
and  under  railroad  auspices.  These  companies  would 
have  a  monopoly  of  all  common-carrier  service  and 
would  utilize  whatever  means  of  transport  seemed 
best  in  a  given  situation.  It  is  suggested  that  effective 
regulation  and  the  active  threat  of  private  carriage 
would  be  sufficient  to  hold  such  concerns  in  check,' 
compel  efficient  operation,  and  necessitate  a  progressive 
attitude.  Proponents  of  the  second  view  fear  the  mo- 
nopoly position  of  the  transport  company,  the  likelihood 
of  railroad  dominance,  and  the  possibility  of  a  lack  of 
progressiveness.  They  suggest  that  such  organization 
would  permit,  if  not  foster,  the  stifling  of  the  newer 
modes  of  transport.  Consequently,  they  propose  that 
coordination  arrangements  be  accomplished  through 
the  media  of  joint  rates  and  through  routes,  presum- 
ably under  some  compulsion. 

The  public  interest  requires  the  establishment  of  a 
Transportation  Agency  independent  of  the  Interstate 
Commerce  Commission,  to  plan  and  promote  rail  con- 
solidations and  intra-  and  inter-agency  relationships 
under  the  guidance  of  appropriate  legislative  directives; 
The  quasi-judicial  functions  of  regulation  of  rates  and 
charges  should,  of  course,  remain  with  the  Commission. 

Finance. — No  consideration  of  economy  and  effi- 
ciency in  transport  can  ignore  the  requirements  of  wise 
and  constructive  finance.  A  large  body  of  opinion 
considers  the  faulty  structure  of  railroad  capitalization 
to  be  a  major  cause  of  the  industry's  difficulties.  It  is 
certain  that  the  traditional  policies  of  railroad  finance 
do  not  fit  the  needs  of  the  present.  The  severity  of 
competition,  the  rapidity  of  technological  change,  and 
the  wide  fluctuations  of  business  activity  all  call  for 
a  more  flexible  structure  with  fixed  charges  less  bur- 
densome than  those  now  borne  by  most  railroads.  In 
order  to  cope  with  changing  conditions  and  in  order  to 
make  full  use  of  advancing  technology  the  railroads 
must,  moreover,  be  able  to  secure  adequate  capital  at  all 
times.  To  this  end,  reserves  for  obsolescence  must  be 
set  up  in  connection  with  future  increments  to  the  capi- 
tal account. 

The  many  uncertainties  and  new  problems  which 
have  been  introduced  in  the  transportation  field  necessi- 
tate increased  reliance  on  various  forms  of  securities 
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bearing  charges  contingent  in  whole  or  in  part  on  earn- 
ings. Sinking  funds  must  be  provided  on  a  more  liberal 
scale  to  promote  the  gradual  reduction  of  fixed  interest. 

Development  Policy 

Many  years  ago  the  objective  of  public  promotion 
was  simply  to  provide  more  facilities,  for  at  that  time 
the  principal  problem  was  the  undei'supply  of  trans- 
portation service.  Today,  however,  the  problem  has 
shifted  from  one  of  unlimited  expansion  to  one  of 
coordination,  greater  efficiency,  and  the  correction  of 
inadequacies.  In  spite  of  these  altered  circumstances, 
Federal  promotional  policy  continues  to  be  concerned 
mainly  with  the  promotion  of  more  and  more  trans- 
portation capacity.  Moreover,  operating  through 
separate  public  agencies,  each  acting  as  the  special  ad- 
vocate of  one  form  of  transportation,  the  Federal  Gov- 
ernment spends  an  average  of  more  than  a  billion  dollars 
a  year  for  transportation  facilities  without  comprehen- 
sive plans. 

Other  deficiencies  in  transport  promotion  emphasize 
further  the  importance  of  examining  public  policy. 
Waste  of  public  funds;  vague  and  conflicting  objec- 
tives ;  the  absence  of  criteria  to  guide  expenditui-e ;  and 
questionable  methods  of  financing,  cost  allocation,  and 
administration  have  all  furnished  evidence  of  serious 
shortcomings. 

Under  existing  promotional  policies,  neither  invest- 
ment decisions  nor  the  manner  in  which  the  transporta- 
tion bill  is  paid  can  be  said  to  afford  an  intelligent 
setting  for  an  economic  use  of  facilities  or  a  wise  appli- 
cation of  resources.  With  regard  to  financing  the  fixed 
transportation  jDlant,  the  general  taxpayer  pays  for 
water  and  air  facilities,  and  to  a  considerable  extent 
for  highways,  although  i-ailroads  at  present  receive  no 
direct  support  from  general  taxation.  When  users  do 
not  pay  the  cost  incurred  by  governments,  as  well  as 
those  which  arise  f  i-om  the  operation  of  vehicles  utiliz- 
ing government  facilities,  the  resulting  rates  are  lower 
than  would  otherwise  be  possible,  producing  an 
unequal  competitive  situation. 

Under  ordinary  circumstances  users  should  pay  the 
full  cost  of  public  facilities,  thus  establishing  a  sounder 
basis  for  competitive  relations  because  the  cost  of 
public  facilities  would  be  reflected  in  rates.  In  addi- 
tion, user  charges,  furnishing  government  revenues  on 
a  relatively  stable  and  predictable  basis,  would  pro- 
mote financial  planning  and  budgeting  of  expenditures 
with  due  regard  for  traffic  "earnings,"  thereby  em- 
phasizing economic  criteria. 

The  introduction  of  user  charges,  furthermore,  would 
assist  investment  decisions  by  imposing  a  restraint 
upon  extravagance,  since  the  beneficiaries  of  transport 
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developments  would  know  that  responsibility  for  costs 
incurred  was  theirs.  But  user  finance  would  provide 
no  automatic  indication  of  how  much  of  our  resources 
could  economically  be  devoted  to  transportation  devel- 
opments. The  fact  that  charges  would  be  established 
by  Government  and  that  transportation  is  a  necessary 
service  would  render  tolls  and  user  charges  comparable 
to  monopoly  prices ;  and  any  monopoly  of  an  essential 
service  can  exact  a  retui'n  far  greater  or  less  than  could 
economically  be  capitalized  in  the  enterprise.  It  is 
obvious  that,  under  such  a  system  of  finance,  it  would 
still  be  nece.ssary  for  public  agencies  to  make  careful 
calculations  of  costs  and  benefits  for  individual 
projects. 

The  adoption  of  user  charges  and  the  further  de- 
velopment of  cost  and  benefit  calculations  to  guide 
investment  might  still  fail  to  pei-mit  a  realization  of 
the  relative  economies  of  transport  agencies.  A  po- 
tential source  of  inequality  would  be  the  difference 
in  methods  of  determining  the  costs  of  private  and  of 
public  facilities.  Public  financing  on  a  pay-as-you-go 
basis  takes  no  account  of  implicit  costs  corresponding 
to  the  rate  of  return  fi'om  private  investment,  although 
user  charges  for  public  facilities  may  be  designed  to 
cover  large  capital  outlays  and  not  merely  current 
costs.  Under  existing  investment  conditions  these  dif- 
ferences in  supplying  capital  may  balance  well  enough 
for  all  practical  purposes  to  insure  equity,  but  because 
of  changing  circumstances  the  ultimate  solution  may  lie 
in  the  public  ownership  or  leasing  of  all  basic  transport 
facilities,  with  the  railroad  fixed  plant  placed  in  the  same 
category  as  public  highways,  waterways,  and  airways 
and  paid  for  according  to  use.  This  step  would  estab- 
lish a  basis  of  equality  in  the  provision  of  all  transport 
facilities.  Likewise,  it  would  overcome  the  difficult 
problems  arising  from  the  railroad's  burden  of  fixed  in- 
debtedness, for  the  user  charge  would  be  based  on  volume 
of  traffic,  thus  substituting  a  vax'iable  for  a  fixed  obliga- 
tion. In  addition  it  would  permit  more  effective 
provision  of  transportation  plant  because  it  would 
facilitate  joint  use  of  rights-of-way  and  structures, 
coordinated  terminal  arrangements,  and  over-all  plans 
directed  to  transportation  requirements  as  a  whole. 

Still  another  advantage  of  public  ownership  or  leasing 
of  all  the  fixed  transportation  plant  would  be  realized 
in  connection  with  emergency  public  works  programs 
which  now  apply  only  to  highways,  waterways,  and 
airways.  In  the  future  the  extension  of  such  programs 
to  the  railroads  would  have  the  advantage  not  only  of 
creating  a  more  equitable  competitive  condition,  but  of 
tapping  a  large  new  reservoir  of  useful  and  needed  con- 
struction projects.  The  tremendous  task  of  planning  ad- 
equate public  works  for  the  period  of  transition  from. 
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war  to  peace  cannot  be  successful  in  the  field  of  transpor- 
tation unless  it  comprehends  all  transport  media.  This 
is  the  central  jDroblem  of  public  development  policy.  Its 
solution  will  require  social  inventiveness  of  a  high  order, 
a  willingness  to  face  the  issue,  and  ingenuity  in  contriv- 
ing devices,  whether  they  take  the  shape  of  public  own- 
ership of  the  railroad  fixed  plant,  public  leasing  of  that 
plant,  joint  public-private  investment  corporations,  or 
other  ineasures. 

It  may  not  always  be  desirable  to  finance  transpor- 
tation facilities  on  a  user  basis.  In  the  first  place,  the 
principal  purpose  is  to  obtain  the  facilities  necessary 
tor  accomijlishing  our  national  objectives,  and  the  man- 
ner in  which  such  facilities  are  financed  is  therefore 
a  secondary  consideration  which  depends  upon  how  the 
ultimate  goal ,  can  best  be  achieved.  Secondly,  non- 
transport  objectives  might  make  it  impossible  or  un- 
fair to  charge  the  full  cost  to  users.  In  general,  how- 
ever, it  is  believed  that  with  such  exceptions  as  defense 
needs  and  the  development  of  new  techniques,  and  new 
modes  of  transport,  user  charges  offer  the  best  means  of 
financing  the  transportation  plant. 

Public  promotional  policy  may  be  criticised  not  only 
because  it  sponsors  unequal  competitive  conditions 
and  uneconomic  utilization  of  resources,  but  also 
because  it  fails  to  encourage  the  desirable  coordination 
among  various  types  of  transportation  plant,  among  the 
programs  of  the  several  levels  of  Government,  and  be- 
tween transportation  and  nontransportation  objectives. 
The  logic  and  necessity  of  establishing  a  coordinated 
plan  for  transport  promotion  reinforce  the  case  for  a 
unified  Transportation  Agency. 

Regulatory  Policy 

Until  enactment  of  the  Transportation  Act  of  1920, 
attention  was  focused  principally  on  the  elimination  of 
imjust  discrimination  and  excessive  charges.  The 
weaknesses  of  the  railroad  industry  during  the  World 
War  brought  changes  in  policy  that  gave  the  Inter- 
state Commerce  Commission  a  more  positive  responsi- 
bility for  the  financial  health  and  service  adequacy  of 
the  carriers.  The  machinery  provided  by  this  act  had 
scarcelj'  begim  to  function  before  the  advent  of  motor 
and  water  competition.  The  effects  of  this  competition 
coupled  with  those  of  the  severe  depression  of  the  early 
thirties  aroused  strong  support  for  the  extension  of 
economic  regulation  to  other  types  of  transport.  Reg- 
ulation roughly  comparable  to  that  of  the  railroads  was 
provided  for  motor  carriers  in  1935  and  for  common 
carrier  inland  waterway  operators  in  1940.  Meanwhile 
a  series  of  regulations  particularly  adapted  to  the 
needs  of  the  industry  was  applied  to  aii'lines. 

The  force  of  competition  and  the  application  of 
changing    regulatory    standards    have    brought    about 


gradual  and  often  uneven  adjustments  of  the  rate  struc- 
ture. From  the  earliest  days  of  regulation  it  has  been 
common  for  communities  and  even  for  large  regions  of 
the  country  to  allege  that  existing  rate  structures  were 
discriminatory  and  deprived  them  of  the  development 
to  which  they  felt  entitled.  The  broadest  of  these 
controversies  has  concerned  differences  in  rate  levels 
prevailing  in  the  three  major  classification  territories 
which  are  said  to  place  barriers  in  the  way  of  economic 
development  over  the  southern  and  western  sections  of 
the  Nation. 

The  problems  involved  in  this  controversy  are  ex- 
tremely difficult  to  evaluate.  Almost  every  i-egion  in 
the  country  considers  itself  the  victim  of  the  rate  struc- 
ture, a  partial  explanation  being  that  "discrimination" 
inheres  in  any  economically  practicable  rate  structure. 
Adjustments  which  one  area  calls  equalization  of  oppor- 
tunity are  decried  as  favoritism  by  another.  Solution 
of  the  problem  obviously  is  one  of  elimination  of  un- 
fair or  unjust  discriminations.  Particular  rates  cannot 
be  criticized  without  reference  to  transportation  condi- 
tions and  rates  for  similar  performance  elsewhere. 
The  facts  and  issues  require  careful  and  objective 
weighing.  The  Transportation  Act  of  1940  recognizes 
the  complexity  of  this  problem  and  directs  the  Inter- 
state Commerce  Commission  to  investigate  its  elements 
and  to  take  appropriate  action  to  eliminate  unfair 
discrimination  against  any  region  of  the  Nation. 
With  a  clear  mandate  from  the  Congress,  the  Com- 
mission is  in  position  to  deal  with  the  problem  in  the 
comprehensive  manner  and  objective  spirit  which  a 
fair  solution  requires. 

Recent  extension  of  regulation  to  the  newer  modes 
of  transportation  has  given  rise  to  discussion  of  the 
wisdom  of  these  steps.  In  evaluating  regulatory 
policy,  one  group  of  students  has  directed  its  attention 
to  the  development  of  criteria  for  carrying  out  present 
policy.  This  group  feels  that  unrestrained  competi- 
tion can  only  result  in  chaotic  rate  conditions,  de- 
pressed earning  power,  and  uneconomic  duplication  of 
facilities  and  services.  The  stabilization  of  the  rate 
level  is  regarded  as  essential  to  the  maintenance  of  a 
sound  industry,  and  regulatory  controls  based  upon 
more  adequate  cost  knowledge  are  relied  upon  to  pro- 
tect the  public  from  excessive  charges.  It  is  thought 
that  regulation  can  produce  essentially  the  same  results 
as  competition,  but  without  the  deleterious  effects. 
Although  the  difficulties  of  administering  present  regu- 
latory controls  are  recognized,  the  task  is  not  presumed 
to  be  insuperable  and  its  wise  completion  is  expected 
to  convey  public  benefit. 

The  predominant  importance  of  developing  a  rate 
structure  which  recognizes  the  cost  and  service  advan- 
tages of  the  various  transport  agencies  necessitates  the 
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promulgation  of  appropriate  economic  bases  for  the 
exercise  of  minimum  rate  powers.  It  has  been  sug- 
gested that  rates  below  the  out-of-pocket  costs  of  low- 
cost  carriers  should  not  be  permitted;  that  a  bottom 
should  be  placed  under  competitive  rates  fixed  by  the 
cost  of  service  of  the  cheapest  mode  of  transport ;  and 
that  the  question  of  permitting  high-cost  carriers  to 
meet  the  rates  of  low-cost  agencies  must  be  answered 
in  accordance  with  circumstances.  In  no  event  should 
the  high-cost  carrier  be  permitted  to  go  below  its  own 
out-of-pocket  costs.  Consideration  should,  however, 
be  given  to  the  existence  of  unused  capacity  on  the  part 
of  high-cost  carriers  and  to  the  desirability  of  securing 
the  stimulus  which  results  from  effective  competition. 
It  is  assumed,  of  course,  that  the  Interstate  Commerce 
Commission  wiU  demonstrate  a  high  degree  of  capacity 
in  adapting  the  general  controls  established  by  law 
to  the  various  conditions  encountered.  The  success  of 
the  regulatory  policy  embodied  in  the  act  of  1940  de- 
pends, according  to  this  view,  upon  the  wisdom  of  its 
application. 

Although  the  Xation  has  adopted  a  policy  of  com- 
prehensive regulation  of  all  types  of  carriers,  there  is 
a  growing  body  of  thought  which  insists  upon  the  need 
to  reexamine  economic  conditions  in  the  industry  in 
order  to  appraise  the  existing  regulatory  structure  and 
determine  the  direction  for  future  policy.  It  has  been 
suggested  that  the  conditions  which  prompted  the 
original  railroad  regulation  no  longer  exist.  Instead 
of  danger  of  a  railroad  monopoly,  competition  between 
and  within  the  various  media  has  become  widespread. 
The  difficulty  of  regulating  the  numerous  enterprises 
now  engaged  in  transport,  the  rise  of  unregulated 
private  carriage,  and  the  possible  necessity  of  further 
extending  regulation  to  consolidate  the  controls  already 
existing,  raise  the  question  whether  it  would  not  be 
more  beneficial  to  allow  larger  play  to  competitive 
forces. 

The  lack  of  evidence  of  economies  of  scale  in  the 
motor-carrier  industrj-,  and  to  a  lesser  extent  in  inland 
water  transport,  plus  the  obvious  incentives  to  efficiency 
which  result  from  the  competition  of  numerous  car- 
riers, have  created  doubts  in  some  circles  regarding 
the  desirability  of  strict  control  of  entry  into  these 
industries.  The  growth  of  rate  bureau  procedure,  the 
restriction  on  individual  action  in  rate  making,  the 
establishment  of  minimum  rate  structures  on  the  rail 
basis,  and  the  growing  tendency  for  motor  and  rail 
carriers  to  agree  on  rate  relationships,  all  suggest  the 
ultimate  curtailment  of  competition  in  transport  and 
a  higher  cost  to  the  users. 

Although  it  may  have  appeared  reasonable  to  regu- 
late the  competitors  of  the  railroads  in  the  traditional 
pattern  or  to  remove  some  of  the  restraints  on  the  rail- 


road industry,  public  policy  might  recognize  differ- 
ences in  the  economic  characteristics  of  the  various 
transport  media  and  provide  regulations  for  each  di- 
rected to  its  own  particular  characteristics.  Thus, 
motor  carrier  regulation  might  be  confined  to  reason- 
able safety,  labor,  and  liability  requirements,  although 
most  of  the  existing  railroad  controls  were  continued. 
Greater  latitude  might,  however,  be  afforded  the  rail 
carriers  in  meeting  the  prices  of  rivals,  due  precaution 
being  taken  to  prevent  use  of  their  gi-eater  economic 
power  to  destroy  competitors.  The  fundamental 
change  in  the  transport  industry,  the  continuing  pres- 
sure for  further  extension  of  regulation  to  private 
carriers,  and  the  evidence  of  a  rising  rate  level  under 
comprehensive  regulation  make  a  strong  case  for 
relaxation  of  existing  controls. 

The  Labor  Problem 

It  is  typical  of  belief  in  the  possibility  of  progress 
that  most  subjects  of  major  economic  importance  are 
characteristically  described  in  terms  of  the  problems 
they  present.  Labor  is  included  among  the  many 
transportation  problems.  In  the  light  of  present-day 
standards,  most  students  of  transportation  labor  would 
grant  that,  in  spite  of  set-backs,  the  long-time  trend 
has  been  one  of  improvement.  Thus,  the  recognition 
that  collective  bargaining  is  fundamental  to  good 
employer-employee  relationship  is  more  widespread  in 
the  United  States  today  than  at  any  previous  time. 
There  has  been  no  important  interruption  in  service 
in  the  railroad  industry  because  of  employer-employee 
conflicts  for  many  years.  The  air  transport  industry 
is  achieving  a  similar  stability,  in  part  by  following 
similar  practices.  In  water  transportation  there  is 
much  evidence  that  the  violence  of  the  thirties  is  being 
supplanted  by  a  more  orderly  regime  of  negotiation 
and  contract.  Motor  transport  has  also  made  im- 
portant gains  in  establisliing  the  institutions  and  prac- 
tices that  make  for  labor  peace.  The  transportation 
industry  as  a  whole  has  made  its  adjustments  to  the  war 
program  without  major  labor  disturbances. 

In  the  field  of  labor  standards  progress  has  been 
rapid  and  substantial.  The  8-hour  day  has  become 
the  general  rule  in  the  transportation  industry,  while 
in  some  sections  even  shorter  work  schedules  have  been 
agreed  upon.  A  great  part  of  the  area  of  wage  rates 
is  covered  by  labor  contracts  at  levels  which  for  some 
groups  are  among  the  best  that  American  industry 
has  provided.  Areas  of  low  wages  have  been  reduced 
both  by  agreement  and  by  regulation  under  Federal 
law.  Competitive  strains  have  been  diminished 
through  a  narrowing  of  the  differences  in  wage  stand- 
ards among  the  several  branches  of  transportation. 
Safety   standards  have  been   steadily   improved. 
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Some  of  the  greatest  gains  for  transportation  labor 
have  come  in  the  field  of  legislation.  The  Railway  La- 
bor Act  and  the  National  Labor  Relations  Act  have 
strengthened  labor's  collective  bargaining  position. 
The  Railroad  Retirement  and  Unemployment  Insur- 
ance Acts  have  provided  old  age  pensions  and  un- 
employment benefits  for  railroad  workers.  The  So- 
cial Security  Act  has  established  (fid  age  and  survivors 
insurance  for  industrial  workers  generally,  including 
most  emjjloyees  in  other  branches  of  transportation. 
State  unemployment  insurance  legislation  includes  em- 
ploj'ees  in  all  other  branches  of  transportation  except 
seamen.  Safety  legislation,  both  State  and  Federal, 
has  not  only  benefited  employees,  but  has  protected 
the  high-standard  employers  from  a  form  of  unfair 
competition. 

These  gains  of  labor  by  no  means  represent  a  com- 
plete catalogue.  They  indicate,  however,  the  progress 
which  labor  in  the  transportation  industry  has  made. 
They  suggest  that  the  improvement  of  the  processes 
of  collective  bargaining,  the  maintenance  of  high  and 
competitively  even  standards  of  hours,  wages,  and 
working  conditions,  and  the  provision  of  adequate 
protection  against  economic  insecurity  are  desirable 
and  necessary  features  of  a  national  transportation 
policy. 

In  the  field  of  social  legislation,  railroad  labor  is 
more  adequately  provided  for  than  most  employees 
in  other  forms  of  transport.  Consideration  should  be 
given  to  including  seamen  in  the  coverage  of  unem- 
ployment insurance,  and  in  coordinating  more  equit- 
ably than  is  now  the  case  Federal  and  State  legislation 
as  to  retirement  and  survivor  insurance  and  unemploy- 
ment compensation.  In  spite  of  the  widely  admitted 
advantages  of  workmen's  compensation,  interstate 
transportation  workers  are  still  largely  covered  by 
employers'  liability  procedure  in  providing  compensa- 
tion for  employee  accidents.  There  are  conditions 
peculiar  to  transportation  which  affect  this  problem, 
but  such  studies  as  have  been  made  indicate  that  forms 
of  workmen's  compensation  can  be  devised  which  have 
advantages  over  existing  liability  procedure  for 
both  employers  and  employees  in  the  transportation 
industry. 

The  increasing  strength  of  labor  groups  in  trans- 
portation has  itself  given  rise  to  problems  which  should 
be  recognized  in  any  consideration  of  national  trans- 
portation policy.  Among  these  are  problems  which 
spring  from  labor's  reaction  to  technological  and  or- 
ganizational improvements  in  the  transportation  in- 
dustiy,  which,  in  the  short  run,  at  least,  result  in  loss 
of  jobs.  Conflict  between  men  and  management  on  this 
point  is  as  old  as  machine  industry  itself,  and  is  par- 
ticularly sharp  in  times  of  wide-spread  unemployment. 


In  rail  and  water  transportation  the  problem  has 
been  particularly  acute.  In  the  railroad  industry  labor, 
along  with  management  groups,  investors,  and  locali- 
ties, has  resisted  coordination  and  consolidation  meas- 
ures designed  to  improve  the  service  and  operating 
performance  of  railroads  in  a  manner  which  has  made  it 
difficult  to  focus  attention  on  the  merits  of  given  coordi- 
nation and  consolidation  plans.  Legislation,  likewise, 
has  been  advocated  and  sometimes  enacted  which,  at 
best,  is  under  the  strong  suspicion  of  being  furthered 
in  the  interest  of  protecting  jobs  more  than  improving 
safety  and  efficiency. 

No  other  group  of  transportation  employees  is  so 
favorably  ti-eated  with  respect  to  protection  against 
the  effects  of  coordination  and  consolidation  unemploy- 
ment as  railroad  workers.  The  existence  of  measures 
of  protection  has  not,  however,  abated  the  opposition 
of  railroad  labor  organizations  to  coordination  plans 
which  might  result  in  fewer  jobs,  irrespective  of  possi- 
ble long  run  effects  of  an  opposite  character.  This  op- 
position frequently  has  been  matched  on  the  employer 
side — an  opposition  which  for  both  management  and 
labor  springs  from  a  vested  interest  in  existing 
economic  relationships.  Where  either  labor  or  manage- 
ment is  able  to  demonstrate  that  coordination  and  con- 
solidation plans  caimot  be  expected  to  result  in  worth- 
while economic  and  social  saving,  their  opposition  can 
both  be  understood  and  supported.  On  the  other  hand, 
in  those  instances  in  which  it  can  be  shown  that  worth- 
while economic  and  social  savings  will  result,  neither 
the  narrower  interests  of  labor  nor  of  management  can 
be  allowed  to  stand  in  the  way  of  public  interest  and 
public  policy. 

Full-crew  legislation  and  train-limit  legislation  are 
of  a  somewhat  different  character.  Where  their  pri- 
mary purpose  is  to  require  more  employees  than  are 
necessary  for  safe  and  efficient  operations,  they  do  not 
accord  with  sound  public  policy.  If  labor  is  ade- 
quately protected  against  unemployment,  these  legisla- 
tive barriei's  are  against  the  long-range  interest  of 
labor  itself.  Such  measures  should  be  judged  solely  on 
their  merits  as  safety  legislation.  Management  must 
not  be  prevented  from  organizing  operations  as  effec- 
tively as  possible,  if  neither  the  safety  of  employees 
nor  of  the  public  is  endangered. 

Similar  principles  apply  to  other  branches  of  trans- 
portation. In  longshore  operations,  there  has  been 
evidence  of  "slow  down"  on  the  part  of  labor  and  oppo- 
sition to  the  introduction  of  labor-saving  machinery 
and  methods  which  is  contrary  to  the  public  interest. 
To  some  extent  this  productivity  problem  has  been  rec- 
ognized in  longshore  labor  agreements,  and  labor  has 
given  indication  of  a  desire  to  improve  the  situation. 
There  is  reason  to  suppose  that  the  weapon  of  "slow 
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down"  will  disappear  as  a  serious  problem  as  collective 
bargaining  is  accepted  as  an  essential  part  of  a  labor 
relations  policy  and  as  employers  develop  strong  and 
intelligent  industi-y-wide  organizations  for  industrial 
relations. 

The  extension  and  authority  of  labor  agreements  in 
the  transportation  industry  has  given  rise  to  many 
problems  of  interpretation  of  working  rules,  particu- 
larly in  the  railroad  industry.  Disputes  over  the  inter- 
pretation of  rules  which  can  be  handled  by  direct  nego- 
tiation offer  no  difficulty.  Not  infrequently,  however, 
agreement  cannot  be  reached,  and  some  kind  of  arbitra- 
tion machinery  is  necessary.  In  the  railroad  industry 
the  final  arbiter  is  the  National  Railroad  Adjust- 
ment Board,  organized  in  several  divisions  and  com- 
posed of  equal  members  of  representation  of  labor  and 
management.  If  agreement  on  a  disputed  issue  cannot 
be  reached  by  a  division  of  the  Adjustment  Board,  a 
neutral  referee  is  called  in. 

Decisions  by  referees  frequently  have  been  attacked, 
particularly  when  these  decisions  have  required  equiva- 
lent payments  to  employees  in  a  given  class  of  service 
on  the  ground  that  work  to  which  their  seniority  or  the 
working  rules  entitled  them  was  performed  by  em- 
ployees in  another  class  of  service.  The  subject  is  too 
technical  to  permit  lengthy  discussion.  At  the  same 
time  it  seems  clear  that  some  of  the  decisions  objected 
to  cannot  be  defended  on  grounds  of  equity. 

The  Attorney  General's  Committee  on  Administra- 
tive Procedure  made  several  recommendations  in  Jan- 
uary 1941,  as  to  Adjustment  Board  procedure  which 
merit  serious  consideration.  The  Committee  recom- 
mended that  the  Railway  Labor  Act  be  amended  so 
that  no  claim  filed  later  than  1  year  following  the  event 
out  of  which  it  arose  should  be  recognized  as  valid; 
that  carrier  representatives  should  be  given  opportu- 
nity to  examine  the  submission  of  claimants  and  make 
formal  replies  to  them;  that  the  privilege  of  filing 
briefs  and  addressing  oral  arguments  to  the  referee 
be  permitted  in  all  divisions  of  the  Adjustment  Board; 
and  that  the  hearing  of  cases  be  expedited  through  use 
of  the  authority  which  each  division  of  the  Adjustment 
Board  has  of  empowering  two  or  more  members  of  a 
division  to  hold  hearings  and  recommend  findings  to 
the  entire  division.  The  Committee  also  suggested  that 
a  nonpartisan  agency,  if 'it  could  be  brought  into  being 
by  agreement  between  men  and  management,  would 
prove  more  effective  than  the  present  bipartisan  Board. 

These  recommendations  do  not,  however,  touch  the 
question  of  the  substantive  character  of  the  Board's 
decisions.  Here  is  a  problem  for  which  men  and  man- 
agement in  the  final  instance  are  primarily  responsible. 
If  the  rules  are  being  interpreted  in  a  manner  displeas- 
ing to  either  side,  the  way  is  open  to  change  them  by 


negotiation  under  the  procedures  of  the  Railway  Labor 
Act.  The  point  at  issue,  after  all,  is  lai'gely  the  question 
of  craft  jurisdictions.  Is  it  necessary,  in  order  to  pro- 
tect established  seniority  rights,  that  no  man  should 
l^erf  orm  work  outside  his  class  of  service  under  any  cir- 
cumstances? To  observers,  looking  at  the  industry 
from  a  position  of  some  detachment,  this  does  not  seem 
to  be  necessary.  It  should  be  possible  for  men  and 
management  to  work  out  a  solution  in  the  rules  which 
would  maintain  seniority  rights  and  at  the  same  time 
give  management  the  flexibility  which  is  required  in 
the  interests  of  efficient  operations.  The  two  are  by 
no  means  incompatible.  It  should  be  a  part  of  trans- 
portation policy  to  assist  and  encourage  the  railroad 
industry  to  work  out  its  own  solution  of  this  problem 
in  terms  of  the  larger  interests  of  labor,  management, 
and  the  public. 

It  should  also  be  said  that  it  is  not  in  the  interests 
of  the  users  of  transportation  service  that  rules  should 
be  interpreted  in  a  spirit  of  narrow  legalism.  If 
either  labor  or  management  attempts  to  exact  the  last 
pound  of  flesh  which  a  literal  and  technical  interpre- 
tation seems  to  permit,  without  regard  to  general  con- 
siderations of  equity,  the  whole  structure  of  collective 
bargaining  and  union  agreements  is  weakened  and 
endangered. 

Transportation  and  General  Policy 

Because  transportation  is  Ultimately  geared  to  the 
workings  of  the  whole  economy,  the  closest  interrela- 
tionship exists  between  transport  operation  and  general 
government  policies.  Objectives  of  a  broad  economic 
nature  may  be  attained  in  part  through  transport  rates 
and  services,  and  by  the  provision  or  withholding  of 
basic  facilities. 

Transportation  facilities,  rates,  and  services  consti- 
tute important  potential  tools  for  Government  plan- 
ning. For  example,  tliey  are  related  to  such  problems 
as  diffusion  and  diversification  of  industries  in  what 
are  now  predominantly  one-industry  regions;  equaliza- 
tion of  opportunities  to  serve  markets  regardless  of 
relative  transportation  costs;  dispersion  of  urban  con- 
centration; expansion  of  economic  activities  in  unde- 
veloped sections  of  the  country;  and  bolstering  of 
distressed  areas.  Such  policies  have  frequently  been 
promulgated  in  the  past.  Closely  related  to  such  pro- 
grams for  regional  adjustments  are  those  designed  to 
foster  particular  industries.  Import  and  export  rates 
affect  or  may  even  nullify  the  foreign  trade  and  tariff 
policies  of  the  Federal  Government. 

Other  possibilities  of  planning  through  transport 
activities  lie  in  the  rehabilitation  of  depressed  sections 
in  urban  areas  and  the  pi"ovision  of  housing  and  recrea- 
tion projects  which  are  to  a  considerable  extent  de- 
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pendent  for  their  success  upon  transport  accommoda- 
tions supplied  in  connection  with  tliem.  In  addition 
such  programs  urgently  require  the  wholesale  rebuild- 
ing of  city  terminal  areas  to  eliminate  the  blight  sur- 
rounding them  and  to  permit  desirable  uses  for 
potentially  valuable  sites  abandoned  because  of  con- 
gested, unsightly,  and  unliealthy  conditions.  In  rural 
areas  transport  development  must  be  coordinated  with 
appropriate  land  use  by  judicious  planning  of  local 
road  systems  and  abandonment  of  unnecessary  mileage. 
If  broad  reforms  of  this  sort  are  to  be  made  the 
object  of  public  policy,  it  is  apparent  that  transporta- 
tion is  related  to  them  so  directly  that  it  can  be 
made  an  instrument  for  achieving  them.  But  it  should 
be  recognized  tliat  the  present  tenets  of  regulation 
would  require  great  expansion  to  embrace  those  ends. 

Post-War  Public  Works 

Looking  beyond  the  present  war,  it  seems  clear  that 
transportation  policy  must  be  based  upon  the  assump- 
tion that  general  economic  policy  will  be  directed  to- 
ward the  maintenance  of  production  and  national 
income  at  levels  assuring  substantially  full  employ- 
ment. We  must  expect  the  national  income  to  range 
upward  from  $100-$120  billions  a  year.  There  can 
be  no  question  that  the  magnitudes  with  which  trans- 
portation policy  must  deal  will  be  markedly  increased. 
This  is  of  the  greatest  consequence,  not  only  for  the 
planning  of  a  transportation  system  adequate  in  size 
to  meet  the  new  demands,  but  for  the  differential  de- 
velopment of  the  various  types  of  transportation.  At 
high  levels  of  production  and  consequently  of  trans- 
portation, the  complementary  character  of  the  several 
modes  of  transport  may  become  dominant  over  their 
competitive  features.  In  an  America  enjoying  a  na- 
tional income  of  $120  billions  or  more,  vastly  greater 
transport  capacity  will  be  necessary. 

Transportation  is  closely  related  to  public  invest- 
ment, and  it  seems  clear  that  whatever  set  of  policies 
may  Le  determined  upon  to  secure  a  full-employment 
level  of  production  and  income,  the  public  investment 
ingredient  will  be  greatly  expanded  over  any  previous 
levels,  and  may  conceivably  be  relied  upon  as  the 
major  element  of  general  economic  policy.  Moreover, 
the  expanded  public  works  programs  of  the  next 
decades  may  well  contain  an  even  higher  transpor- 
tation element  than  hitherto,  particularly  in  view  of 
the  accelerated  advances  in  technology. 

Unfortunately,  plans  for  transportation  develop- 
ment are  hampered  by  the  absence  of  approjjriate  ma- 
chinery for  coordinating  the  projects  of  the  different 
transport  agencies;  and  tlie  private  ownership  of  rail- 
road way  and  structures  seriously  restricts  the  oppor- 
tunity for  public  investment.     The   problem  of  rail- 


road modernization,  particularly  in  the  terminal  areas, 
requires  that  attention  be  directed  immediately  to  ways 
and  means  of  including  rail  projects  in  the  post-war 
reconstruction  program.  Thig  action  is  necessary  also 
to  permit  an  over-all  approach  to  plaiming  public 
works  in  transportation,  and  it  appears  logical  to  con- 
clude that  such  matters  are  the  proper  function  of  a 
unified  Transportation  Agency.  For  largely  upon  the 
nature  of  the  post-war  projects  included  on  the  public 
works  shelf,  and  upon  the  wisdom  with  which  they  are 
coordinated,  will  depend  the  realization  of  an  adequate 
transportation  system. 

Policy  Recommendations 

Throughout  this  Summary  Report,  conclusions  have 
been  indicated  implicitly  in  the  nature  of  the  discussion. 
In  order,  however,  that  the  direction  of  the  findings  may 
be  made  explicit,  salient  policy  recommendations  have 
been  outlined  below.  These  recommendations  naturally 
must  be  read  within  the  context  of  the  foregoing  dis- 
cussion : 

I.  A  Unified  Transportation  Agency 

Prohlem. — Though  a  billion  dollars  a  year  is  spent 
by  the  Federal  Government  in  the  provision  of  trans- 
portation facilities,  there  is  no  machinery  for  coordi- 
nating this  activity  to  the  end  of  providing  the  most 
efficient  transport  system  best  adjusted  to  the  needs  of 
the  Nation.  Federal  promotion  of  transportation  op- 
erating through  separate  and  independent  agencies 
which  act  as  special  advocates  of  one  medium  or  another 
is  at  once  the  most  significant  force  in  transport  de- 
velopment and  the  most  poorly  coordinated  pliase  of 
transport  policy.  Integration  of  planning  and  devel- 
opment is  essential  to  an  orderly  guidance  of  the 
Federal  Govermnent's  investment  program. 

Recommendation. — A  National  Transportation 
Agency  should  be  established  to  coordinate  all  Federal 
development  activity  in  transportation  along  the  lines 
of  a  general  and  progressive  plan  under  appropriate 
legislative  directives.  Existing  development  agencies 
would  be  absorbed  as  divisions  of  the  new  Agency. 
Apart  from  the  normal  development  functions  of  these 
agencies,  it  would  be  the  special  responsibility  of  the 
Agency  to  undertake  leadership  in  jjrograms  for  trans- 
port consolidation,  terminal  unification  and  reconstruc- 
tion, coordination  of  tlie  various  transport  media,  and 
encouragement  of  the  development  of  new  forms  of 
transport  within  their  "respective  economic  spheres. 
Active  cooperation  with  the  regulatory  agencies  would 
be  required,  but  tlie  National  Transportation  Agency 
would  be  responsible  for  the  unification  of  the  Fed- 
eral Govei-nment's  planning,  development,  and  admin- 
istrative functions  in  the  field  of  transportation. 


Transportation,  and  National  Policy 


15 


II.  Rebuilding  and  Coordination  of  Terminals 

Prohlem. — Terminals  present  some  of  the  most  diffi- 
cult and  most  neglected  of  transport  problems.  In 
many  urban  areas  they  have  grown  without  plan  and 
without  attention  to  their  effects  upon  land  use  and 
the  general  urban  industrial,  commercial,  and  residential 
development,  and  too  often  they  symbolize  urban  blight. 
Seldom  are  the  facilities  of  the  various  types  of  trans- 
port efficiently  coordinated  to  provide  the  best  and  most 
economical  terminal  service. 

Recommendation. — ^The  planning  and  construction  of 
modern,  unified  terminal  facilities  to  serve  a  coordi- 
nated transport  system  is  a  logical  public  responsibility 
for  which  leadership  should  be  undertaken  by  the  pro- 
posed Transportation  Agency.  Such  modern  terminal 
areas  should  be  provided  by  appropriate  government 
action  as  an  integral  part  of  the  city  plan,  their  facili- 
ties open  on  equal  terms  to  all  suitable  carriers. 

III.  Public  Responsibility  for  Basic  Transport  Facilities 

Prohlem. — The  basic  facilities  for  highway,  water- 
way, and  air  transport  are  publicly  provided.  A  strong, 
insistent,  and  pervasive  public  demand  by  a  transport- 
conscious  people  has  resulted  in  a  great  development 
of  these  facilities  and  their  progressive  improve- 
ment and  modernization  in  keeping  with  technological 
progress.  Although  these  developments  are  necessarily 
brought  to  a  halt  in  the  war  emergency,  it  is  abundantly 
clear  that,  with  the  return  of  peace,  the  shackles  will  be 
broken  and  a  transport -rationed  people  will  demand 
and  secure  a  vastly  enlarged  system  of  highways,  air- 
ways, and,  to  a  lesser  degree,  waterways  that  will 
overshadow  all  the  progress  of  the  past. 

In  sharp  contrast,  the  privately  owned  railway  plant 
is  in  the  main  dependent  for  its  modernization  and  im- 
provement on  access  to  private  investment  markets.  No 
matter  how  antiquated  these  facilities  may  be ;  no  matter 
how  great  the  need  for  modernization,  improvement, 
and  rebuilding;  and  no  matter  how  imperative  may  be 
the  national  economic  need  for  the  resuscitating  in- 
fluence of  these  developments  in  time  of  growing  unem- 
ployment, the  decisions  must  rest  with  managers  and 
investors  who  necessarily  are  confined  to  the  limits  set 
by  private  finance.  In  consequence,  the  railroads  are 
barred  from  participation  in  public  works  and  develop- 
ment programs,  and  likewise,  they  are  excluded  from 
public  plans  embracing  physical  coordination  with  other 
foi'ms  of  transportation. 

Anotlier  condition  stemming  from  the  position  of  the 
privately  owned  railroad  plant  in  a  setting  wherein  all 
other  basic  general  transport  facilities  are  publicly  pro- 
vided is  their  unequal  competitive  position.  In  the  lean 
years  as  well  as  the  fat  years,  the  railroads  must  carry 
a  heavy  biu-den  of  fixed  charges  while  at  the  same  time 


their  competitors  operating  over  public  ways  are  subject 
more  to  variable  costs  which  fluctuate  with  the  volume 
of  traffic.  That  these  burdens  have  for  many  roads  be- 
come unbearable  is  attested  by  the  record  of  railroad 
bankruptcy  and  receivership.  And  even  in  the  lean 
years  public  investment  in  highways,  airways,  and 
waterways  grows  apace,  thus  threatening  the  railroads 
with  ever  more  and  sharper  competition.  The  net  result 
of  this  condition  has  been  increasingly  to  place  railroad 
securities  in  the  speculative  classification.  Under  these 
circumstances  there  can  be  little  assurance  that  capital 
funds  will  be  forthcoming  for  a  program  of  railway 
modernization  and  improvement  commensurate  with  the 
national  need  in  the  post-war  transition  period. 

Recommendation. — Logic  and  necessity  suggest  that 
the  credit  of  the  Federal  Government  must,  by  appro- 
priate fiscal  devices  and  under  appropriate  safeguards, 
be  made  available  to  the  end  that  the  formidable  tasks 
of  railway  modernization  and  improvement  may  be  in- 
cluded in  public  works  programs  aimed  at  upbuilding 
the  country  and  at  sustaining  the  national  economy  in 
the  forthcoming  difficult  years  of  transition  from  war 
to  peace.  It  must  be  a  central  task  for  the  proposed 
Transportation  Agency  to  devise  suitable  means. 

IV.  Railroad  Consolidation 

P  rohle  m. — Well  -  planned  combination  has  been 
thwarted  by  the  opposition  of  a  multitude  of  interested 
groups,  unworkable  provisions  of  the  Act  of  1920,  and 
the  failure  to  provide  authority  to  compel  consolida- 
tion. In  consequence,  wasteful  duplication  of  facilities 
and  competing  services  continue.  Plans  for  coordina- 
tion and  consolidation  in  transportation  which  can  be 
shown  to  result  in  increasing  the  economy  of  operations 
should  be  furthered  despite  opposition  from  investors, 
labor,  management,  or  affected  communities  based  on 
a  narrow  vested  interest  in  existing  economic  relation- 
ships. 

Recommendatio7is.  —  Under  appropriate  legislation 
the  Transportation  Agency  should  be  empowered 
and  directed  to  proceed  at  once  with  developing  and 
carrying  out  plans  for  the  economic  consolidation  of 
operating  railroads.  Consolidation  should  contemplate 
a  limited  number  of  systems  arranged  along  regional 
lines,  but  avoiding  systems  of  excessive  size. 

V.  Highway  Transport 

Prohlem. — The  rubber  shortage  and  the  conversion 
of  automobile  plants  to  war  production  make  inevitable 
a  drastic  curtailment  in  the  use  and  development  of 
highway  transportation  equipment.  At  the  same  time, 
shoi-tages  in  material  and  labor  and  the  loss  of  normal 
sources  of  highway  funds  require  a  similar  reduction 
in  roadbuilding  activities  until  after  the  war. 
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Recommendation. — ^War  conditions  provide  an  ex- 
cellent opportunity  in  the  highway  transportation  in- 
dustry for  the  redesign  of  automotive  equipment  along 
functional  lines ;  and  for  tlie  planning  of  a  modern  in- 
terregional highway  system  and  urban  express  routes 
to  accommodate  the  automobile  of  the  future.  The 
highway  transportation  industry  and  the  Federal  and 
State  governments  should  undertake  now  the  task  of 
assuring  the  restoration  of  motor  transport  after  the 
war  on  a  modern  and  efficient  basis.  Leadership  in  this 
program  should  be  undertaken  by  the  proposed  Trans- 
portation Agency,  with  special  reference  to  the  powers 
inherent  in  the  control  of  Federal  promotional  funds. 

VI.  Urban  Highway  Development 

Prohlem. — -Accidents,  congestion,  delays,  high  operat- 
ing costs,  and  lack  of  accommodations  which  harass 
the  movement  of  city  traffic  provide  striking  demon- 
stration of  the  inadequacy  of  highway  transportation 
in  urban  areas. 

Recommendation.- — Major  emphasis  in  future  high- 
way development  must  be  directed  to  the  provision  of 
express  highways  and  off-street  parking  in  urban  areas. 
Under  the  guidance  of  the  proposed  Transportation 
Agency,  the  Federal-aid  program  and  the  distribu- 
tion of  State  motor  vehicle  revenues  to  municipalities 
should  be  revised  to  cojie  adequately  with  the  magnitude 
of  the  urban  problem. 

VII.  Land  Acquisition 

Prohlem. — Needed  development  of  transport  facili- 
ties is  frequently  restricted  or  prevented  altogether  by 
antiquated  legal  procedure  and  inadequate  financial 
ability  which  beset  the  States  and  localities  in  acquiring 
land  for  public  purposes.  This  situation  constitutes 
a  primary  obstacle  to  preparing  transportation  projects 
for  a  post-war  program  of  public  works. 

Recommendation. — Immediate  authority  should  be 
granted  to  permit  the  Federal  Government  to  acquire 
and  finance  land  acquisitions  at  the  request  of  State 
and  local  governments,  as  well  as  for  Federal  promo- 
tional agencies.  Properties  acquired  for  State  and  local 
governments  would  be  repurchased  from  the  Federal 
Government  on  such  terms  as  the  proposed  Transporta- 
tion Agency  may  determine  to  be  suitable. 

VIII.  Expansion  of  Air  Transport 

Prohlem. — The  impact  of  war  conditions  upon  air 
transport  through  aircraft  development  and  produc- 
tion, pilot  training,  airport  construction  and  other  aids 
promises  a  tremendous  acceleration  of  the  industry  and 
an  enormous  peacetime  capacity  in  the  post-war  period. 

Recommendation. — The  proposed  National  Trans- 
portation Agency  should  be  directed  to  accept  the  un- 


exampled challenge  of  air  transportation  by  planning 
in  the  most  enlightened  manner  for  the  establishment 
of  the  new  medium  as  a  major  and  integral  part  of  our 
future  transiJortation  system.  This  planning  must  com- 
prehend programs  for  conversion  of  the  airplane  indus- 
try from  war  to  peace,  for  location  and  construction 
of  airports  on  a  vastly  expanded  basis,  for  enhanced 
development  of  aids  to  aerial  navigation,  and — above 
all — a  rational  program  for  coordination  of  air  trans- 
port with  other  forms  of  transportation. 

IX.  Regulation 

Prohlem.. — Questions  have  been  raised  regarding  re- 
cent extensions  of  regulatory  controls  in  the  transport 
industry.  It  has  been  suggested  that  differing  economic 
characteristics  of  motor  and  water  transport  make  it  un- 
desirable to  pattern  their  regulation  upon  established 
methods  in  the  railroad  industry.  The  danger  follows 
that  unnecessary  rigidities  and  the  encouragement  of 
rate  agreements  may  lead  to  inferior  service  and  higher 
costs  than  would  prevail  from  unregulated  competition. 
The  problem,  in  essence,  is  that  of  finding  a  balance 
between  competitive  forces  and  public  controls.  Public 
policy  must  insist  on  retention  of  the  maximum  benefits 
of  competition  in  price,  in  service,  and  in  flexibility  con- 
sistent with  the  avoidance  of  chaos. 

Recommendation. — The  extended  regulation  under 
the  Motor  Carrier  Act  of  1935  and  the  Transpoi'tation 
Act  of  1940  is  too  new  to  provide  adequate  experience 
on  which  to  base  a  policy  decision  at  this  time.  The 
proposed  Transportation  Agency  should,  however, 
undertake  continuing  evaluation  of  the  economic  results 
of  present  regulatory  practices,  including  changes  in 
the  rate  level,  quality  of  service,  and  intensity  of  com- 
petition. It  should  examine  regulatory  authority  and 
practice  critically,  in  the  light  of  developments  in 
transport  technology,  with  a  view  to  determining 
whether  the  alternative  of  relaxation  should  be  at- 
tempted ;  and  it  should  make  suitable  recommendations 
to  the  President  and  the  Congress  for  any  legislation 
which  it  may  consider  advisable.  Meanwhile,  regula- 
tory agencies  should  apply  with  caution  the  minimum 
rate  and  right-of-entry  controls  to  avoid  undue  restric- 
tion of  competitive  forces. 

X.  Interterritorlal  Freight  Rate  Controversy 

Prohlem. — No  conceivable  freight  rate  structure  can 
be  free  of  "discrimination."  This  condition  underlies 
charges  of  discrimination  against  particular  regions. 
The  policy  problem  is  that  of  a  careful,  comprehensive, 
and  objective  weighing  of  the  freight  rate  structure 
with  a  view  to  eliminating  unfair  discrimination.  This 
cannot  be  done  in  terms  of  specific  rates  in  isolation  but, 
rather,  must  be  done  with  reference  to  transportation 
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conditions  and  rates  for  similar  hauls  elsewhere.  Al- 
though discrimination  among  localities  has  been  unlaw- 
ful since  1887,  in  the  Transportation  Act  of  1940  the 
Congress  has  specifically  recognized  and  proscribed 
regional  discrimination  in  rates,  directing  the  Inter- 
state Commerce  Conmiission  to  study  the  elements  of 
the  question. 

Recommendation. — The  complexity  of  the  rate  struc- 
ture and  of  the  issues  involved  in  the  present  contro- 
versy and  the  nature  of  the  problem  are  such  that  fur- 
ther legislative  treatment  appears  inadvisable.  It  is 
urged,  however,  that  all  the  interested  groups  lend  their 
cooperation  to  the  Interstate  Commerce  Commission  in 
order  that  a  fair  solution  may  be  sought  in  an  objective 
and  dispassionate  spirit.  Moreover,  it  is  to  be  noted 
that  tile  acuteness  of  this  problem  will  be  alleviated 
with  the  further  development  of  competitive  agencies 
of  transport. 

XI.  Labor 

Problem. — Long-range  considerations  require  greater 
attention  to  the  desirability  of  more  equitable  balance 
among  the  several  transport  agencies  in  collective  bar- 
gaining arrangements,  labor  standards,  and  labor 
legislation. 

Recommendation. — The  logic  of  nation-wide  organiza- 
tion of  transport  employees  requires  a  parallel  organi- 
zation of  emploj'ers  in  each  of  the  several  branches  of 
transportation  for  the  conduct  of  industrial  relations 
on  an  industry-wide  basis.  These  iridustrial  relations 
must  extend  far  beyond  the  normal  limits  of  bargaining 
to  embrace  systematic  cooperation  between  men  and 
management,  not  only  for  their  mutual  benefit  but  to 
serve  the  public  interest  in  transport  efficiency,  service, 
and  safety.  Arrangements  for  negotiation  between  men 
and  management,  however  different  they  may  be  in  the 
various  transport  agencies,  must  be  equally  effective  in 
promoting  the  solution  of  employer-employee  conflicts 
without  interruptions  in  transportation  service.  There 
should  be  a  greater  degi-ee  of  uniformity  of  standards 
in  social  security  legislation  for  the  transportation  in- 


dustry, and  greater  consideration  should  be  given  to  the 
possibility  of  substituting  workmen's  compensation  pro- 
cedure for  the  present  system  of  employer  liability. 
Procedures  of  the  National  Eailroad  Adjustment  Board 
should  be  revised  to  accord  with  the  recommendations 
and  suggestions  of  the  Attorney  General's  Committee  on 
Administrative  Procedure.  Agreement  rules  which 
have  been  interpreted  to  require  a  rigidity  of  jurisdic- 
tional lines  as  between  occupations  should  be  altered 
to  permit  greater  flexibility  in  securing  economy  and 
efficiency  and  in  improving  service  without  sacrificing 
the  interests  of  employees  in  maintaining  labor  stand- 
ards on  a  high  and  equitable  level.  In  the  interpreta- 
tion of  rules  any  attempt  to  substitute  a  narrow 
legalism  for  considerations  of  justice  and  equality 
should  be  rigorously  opposed. 

XII.  Post-War  Investment 

Prohlem. — Inevitable  readjustments  following  the 
present  war  will  require  far-reaching  participation  in 
productive  investment  designed  to  stimulate  and  main- 
tain a  high  level  of  national  income.  Although  billions 
of  dollars  have  been  spent  in  the  past  to  provide  emer- 
gency relief  employment  on  transportation  projects, 
results  have  been  grossly  inadequate  in  the  light  of  what 
might  have  been  attained. 

Recommendation. — The  transportation  industries, 
l^roperly  developed  and  coordinated  as  contemplated  in 
this  report,  offer  some  of  the  most  promising  opportuni- 
ties for  wise  investment.  Public  expenditures  aimed  at 
securing  lasting  enhancement  of  the  national  income, 
however,  must  be  carefully  planned  in  the  field  of  pro- 
ductive enterprise.  Both  the  formulation  and  the  exe- 
cution of  such  plans  must  be  the  special  province  of  the 
proposed  Transportation  Agency,  to  the  end  that  the 
transportation  industries  may  make  their  contribution 
toward  bridging  the  transition  between  war  and  peace 
and  in  order  that  the  Nation  may  build  a  transportation 
system  commensurate  with  our  material  resources,  our 
technological  possibilities,  and  the  resourcefulness  of 
our  people. 
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PART  I  — SECTION  I  — HISTORY  AND  DEVELOPMENT 
1.  DEVELOPMENT  OF  TRANSPORTATION  IN  THE 

UNITED  STATES 

By  Ernest  W.  Williams.  Jr.' 


Ill  the  early  years  of  colonial  development  chief  re- 
liance for  communication  was  placed  upon  the  ocean 
and  the  navigable  inland  watervs-ays.  The  presence  of 
the  Allegheny  Barrier  close  to  the  coastal  margin  placed 
strict  limitations  upon  extensive  westward  movement. 
Consequently  trade  developed  inland  only  where  water- 
ways  were  to  be  had,  and  the  more  important  commer- 
cial relations  were  with  Europe  and  the  West  Indies. 

The  development  of  a  degree  of  colonial  solidarity  in 
the  face  of  British  trade  restrictions  directed  attention 
to  the  scanty  internal  communications  and  the  need  for 
more  rapid  connections  between  the  colonies  than  were 
afforded  by  the  slow  packets.  After  the  Revolution 
nmnerous  stage  lines  began  operations  over  the  indif- 
ferent roads,-  but  practical  land  communication 
awaited  more  suitable  highways.  Capital  was  not  gen- 
erally forthcoming  from  government  sources,  hence  re- 
course was  had  to  turnpike  construction  by  private 
corporations.  The  Philadelphia  and  Lancaster  Pike, 
completed  in  1794,  was  the  first  of  importance.  As  the 
number  of  turnpike  enterprises  grew,  government  sub- 
sidy from  State  and  local  units  was  forthcoming,  and 
by  1806  the  Fedeial  Government  had  begun  work  on 
the  Cumberland  road.^ 

Under  the  pressure  of  population  growth  along  the 
seaboard  and  the  attraction  of  unknown  lands  across 
the  mountains  a  considerable  westward  movement  de- 
veloped, especially  along  the  relatively  easy  route  af- 
forded by  the  Cumberland  Gap.^  However,  when  small 
settlements  were  finally  established  across  the  Alle- 
ghenies,  any  communication  with  the  older  settlements 
was  infrequent,  irregular,  and  extremely  costly.  Since 
the  trans-Appalachian  settlements  needed  the  markets 
and  products  of  the  East  in  order  to  grow  out  of  a 
purely  subsistence  economy,  the  early  history  of  trans- 
port in  the  United  States  is  largely  concerned  with  the 
efforts  to  break  through  the  mountain  barrier  and  es- 
tablish practical  communication  between  the  seaboard 
and  the  Ohio  and  Mississipi>i  Valleys.'' 


Development  of  the  Canal 

First  attention  was  given  to  the  improvement  of  the 
navigable  waterways  and  the  construction  of  canals. 
Whereas  wagon  transport  over  the  Lancaster  Turnpike 
cost  as  much  as  50  cents  a  hundred  pounds  for  the  74- 
mile  haul,  it  was  estimated  that  a  saving  of  $3  a  ton 
could  be  made  by  construction  of  a  canal  over  the  route. 
Mei-chandise  moving  by  road  from  Philadelphia  to 
Pittsburgh  at  $100  per  ton  could  be  boated  10,000  miles 
on  canals  at  that  rate."  Existing  waterways  were  used 
by  canoes,  arks,  rafts,  flatboats,  and  bateaux  for  the 
movement  of  a  large  portion  of  the  internal  commerce, 
but  the  upper  reaches  of  the  streams  were  commonly 
unnavigable  except  for  the  smallest  craft  and  at  great 
risk. 

The  first  important  canal  in  the  United  States,  the 
Erie  Canal,  was  completed  in  1825  from  Troy  on  the 
Hudson  to  Buffalo  on  Lake  Erie,  opening  a  through 
water  route  to  the  growing  west  with  far-flung  natural 
waterway  connections.^  Its  early  effect  was  to  divert 
business  from  the  Mississippi  River  route  and  from  the 
ports  of  Philadelphia  and  Baltimore,  laying  the  foun- 
dations for  the  commercial  greatness  of  New  York. 
Following  the  success  of  this  enterprise  other  States 
undertook  the  construction  of  canal  systems,  and  pri- 
vate corporations  supplied  a  number  of  similar  works, 
especially  for  the  anthracite  coal  trade.* 

Unfortunately,  the  canal,  despite  its  manifest  advan- 
tages over  many  routes,  did  not  provide  a  solution  for 
the  problem  of  surmounting  the  Allegheu}'  Front. 
Although  the  steamboat  had  appeared  on  the  western 
rivers  a  decade  after  the  successful  navigation  of  the 
Hudson  in  1807  by  Fulton's  "Clermont,"  lines  of  com- 
munication with  the  growing  population  across  the 
mountains  remained  tenuous.''  The  trade  of  the  inland 
communities  was  drained  to  New  York  and  New  Or- 


'  Economist.  National  Resoutces  Planning  Board. 

'  Between  principal  cities  in  the  Nortb,  stages  had  indeed  been  begun 
somewhat  earlier,  and  regular  services  were  available  between  New  York 
and  Philadelphia  by  stage  and  ferry.  See  Dunbar,  Seymour,  A  History 
of  Travel  in  America,  new  od.  1037,  pp.   179-191. 

'  Young,  Jeremiah  Simeon,  A  Political  and  Constitutional  Study  of 
the  Cumberland  Road,  chs.  II  and  III. 


*  Dunbar,  op.  cit..  pp.  136-138,  152  Cf. 

^  MacGill,  Caroline  E.,  History  of  Transportation  in  the  U.  S.  before 
1860,  p.  3. 

^American  State  Papers,  Miscellaneous,  I,  pp.  917-919. 

'  See  Su-pplement  to  the  Annual  Report  of  the  State  Engineer  and  Sur- 
veyor of  the  State  of  New  York  for  1905. 

^  See  Jones,  C.  L.,  Kconomio  History  of  the  Anthracite-Titletcater 
Canals;  Bogen,  Jules  I.,  The  Anthracite  Railroads :  Delaware  and  Hud- 
son Co.,  A  Century  of  I'rotjrcss — A  History  of  the  Drlairare  and  Hudson 
Co.;  Annual  Ueport,  Philadelphia  and  Heading  liailroad,  Jan.  14,  1S5C, 
pp.  57-73. 

•  Dixon,  Frank  II.,  Traffic  History  of  the  Mississippi  River,  pp.  15,  28. 
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leans,  and  the  latter  assumed  second  rank  among  the 
ports  of  the  United  States.'" 

Advent  of  the  Railroad 

By  1825,  however,  the  practicality  of  a  new  mode  of 
transport  far  more  flexible  than  the  canal  had  been 
demonstrated.  Its  application  began  immediately.  The 
Baltimore  and  Ohio  Railroad  was  chartered  in  1827  to 
surmount  the  Allegheny  barrier  and  open  a  route  to  the 
Ohio  River  country.  At  about  the  same  time  the  Penn- 
sylvania State  works  were  under  way,  embracing  a 
railroad  from  Philadelphia  to  Columbia,  canal  to  HoUi- 
daysburg,  portage  railroad  to  Johnstown,  and  thence 
another  canal  to  Pittsburgh.'^  They  were  completed  in 
1834  and  were  directed  at  promoting  the  commercial 
interests  of  Philadelphia  in  the  effort  to  keep  them 
abreast  of  competing  ports. 

Horsepower  on  the  railroads  was  soon  superseded  by 
steam  power.  The  success  of  the  steam  locomotive  in 
Great  Britain '-  led  to  the  importation  in  1829  of  the 
"Stourbridge  Lion"'  for  service  on  the  road  of  the  Dela- 
ware and  Hudson  Canal  Co."  The  following  year 
Peter  Cooper  demonstrated  his  "Tom  Thumb"  on  the 
Baltimore  and  Ohio,  and  by  1831  the  AVest  Point  Foun- 
dry of  New  York  City  had  produced  the  "Best  Friend" 
for  the  Charleston  and  Hamburgh."  Thereafter  the 
development  of  steam  power  on  American  rails  was 
rapid. '^  Means  for  speedy,  economical  internal  trans- 
port had  at  last  been  found. 

The  period  from  1830  to  1850  was  one  of  experimen- 
tation in  American  railroading,  both  in  technical 
matters  and  in  the  development  of  financial  and  organ- 
izational arrangements."  The  early  roads  represented 
short,  often  disconnected  segments,  for  the  most  part 
built  to  serve  purely  local  interests.  Nevertheless 
financing  posed  a  difficult  problem  and  necessitated 
resort  to  the  corporate  form  of  organization."  For  a 
brief  period  it  was  assumed  that  railroads  should  be 
public  highways,  open  to  everyone  who  was  ready  to 
provide  proper  rolling  stock  on  payment  of  established 


"  Diion,  op.  cit.,  p.  15;  Bogart,  E.  L.,  The  Economic  History  of  the 
United  States,  3d  efl.,  p.  208. 

"  Pennsylvania  Railroad,  The  Alleyhen!/  Portage  Railroad  j  Bishop, 
A.  L.,  "The  State  Worlis  of  Pennsylvania"  ;  Transactions  of  the  Connecti- 
cut Academy  of  Arts  and  Sciences,  1907. 

"Young,  Robert,  Timothy  Hackworth  and  the  Locomotive,  chs.  I. 
III-VI,  IX-XII  ;  Jackson,  G.  Gibbard,  The  Book  of  Vte  Locomotive, 
chs.  II-IV. 

^'  Delaware  and  Hudson  Company,  op.  cit.,  pp.  43-61. 

"  Derrick.  Samuel  Melanchthon,  Centennial  History  of  the  South  Caro- 
lina Railroad,  pp.  46—51. 

"  See,  for  example,  Warner,  Paul  T..  Motive  Power  Development  upon 
the  Pennsylrania  Railroad  System,  and  Baldwin  Locomotive  Works, 
History  of  the  Baldwin  Locomotive  Works. 

"Moulton,  H.  G.,  The  American  Transportation  Proilem,  p.  5. 

"  Berle,  Adolph  A.,  and  Means,  Gardiner  C,  The  Modern  Corporation 
and  Private  Property,  pp.  12-13  ;  Cleveland,  Frederick  A.,  and  Powell, 
Fred  Wilbur,  Railroad  Finance,  pp.  50-51,  95. 


tolls.  The  impracticability  of  this  arrangement  was 
quickly  demonstrated,  and  the  function  of  carriage  came 
to  be  associated  with  that  of  providing  the  way  and 
structures.'^  By  1850  there  were  9,021  miles  of  rail- 
ways in  operation,  and  through  services  were  available 
between  many  of  the  important  eastern  cities.'" 

The  Railroad  System  Matures 

After  1850  through  rail  routes  began  to  develop  rap- 
idly. In  1852  the  Baltimore  and  Ohio  reached  Wheeling 
and  made  connections  for  the  west,  in  1854  the  Penn- 
sylvania commenced  through  all-rail  service  between 
Philadelphia  and  Pittsburgh,-"  and  at  about  the  same 
time  consolidation  of  the  numerous  short  lines  across 
New  York  State  began  to  form  a  through  route  from 
Albany  to  Buffalo.^'  Through  connections  between  the 
Atlantic  Seaboard  and  Chicago  were  available  after 
1853. 

Once  the  value  of  the  railroad  had  been  demon- 
strated, all  sections  of  the  country  sought  opportunity 
to  utilize  its  potentialities.^-  Since  sufficient  capital  was 
not  at  once  forthcoming  from  private  sources  various 
forms  of  government  aid  were  resorted  to.  Cities,  towns, 
counties,  and  States  subscribed  to  railroad  stock,  guar- 
anteed railroad  bonds,  and  at  times  granted  outright 
donations.-^  Disastrous  results  from  over-extension  on 
the  part  of  State  and  local  governments  eventually  led 
to  constitutional  provisions  against  aid  to  private  cor- 
porations in  many  of  the  States. 

Federal  aid  assumed  greatest  importance  in  the  form 
of  land  grants.  Beginning  with  the  grant  to  the  Illi- 
nois Central  in  1850  -■'  aid  was  extended  to  many  roads 
which  were  building  into  new  territory  ahead  of  traffic. 
The  western  roads,  particularly,  were  the  recipients  of 
liberal  aid.  Attention  was  early  focussed  upon  the 
need  for  a  transcontinental  railroad  and,  under  the 
stimulus  of  the  Civil  War  with  accompanying  recogni- 
tion of  the  role  of  transport  in  promoting  national 
unity,  the  first  transcontinental  line  was  pushed  to  com- 
pletion.    The  rails  of  the  Central  and  Union  Pacific 


^^  Locklin,  D.  Philip,  Economics  of  Transportation,  rev.  ed.,  pp.  45—46. 

"See  Dinsmore,  Curran,  American  Railuay  Guide  1850  for  schedules 
of  early  railroad  service. 

=' Pennsylvania  Railroad,  Annual  Report,  1855.  Rail  connections  via 
the  Portage  Road  were  available  as  early  as  1852. 

^'  See,  for  a  discussion  of  the  early  development  of  the  New  York  Cen- 
tral, Stevens,  Frank  Walker,  The  Beginnings  of  the  Xew  York  Central 
Railroad. 

—  A  ton  of  corn  170  miles  from  market  was  not  worth  moving  over  a 
common  road,  but  when  rail  haulage  was  available  its  value  was  $22.20 
(see  XXV  American  Railroad-'Journal,  705-6,  928-9)  at  the  then  pre- 
vailing prices, 

^  See,  for  example,  Lopata,  Edwin  L.,  Local  Aid  to  Railroads  in  Mis- 
souri; Cleveland  and  Powell,  op.  cit.,  pp.  30-33,  54  :  McVey,  Frank  L., 
"State  Aid  to  New  York  Railways,"  7  Social  Economl<it  101  ;  Ripley, 
W,  Z,  Railroads,  Rates  and  Regulation,  rP-  35-42;  Locklin,  op.  cit., 
pp.  53-63. 

"  Gates,  Paul  Wallace,  The  Illinois  Central  Railroad  and  Its  Coloni- 
sation Work,  pp.  27-43. 
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Railroads  were  joined  at  Promontory  Point,  near  Ogden, 
Utah,  in  1869.^^ 

In  1870  tlie  railroad  had  reached  a  considerable  de- 
gree of  maturity.  Its  52,922  miles  of  lines  covered  most 
of  New  England,  traversed  the  key  States  of  New  York, 
New  Jersey,  and  Pennsylvania,  and  crisscrossed  the 
Middle  West.-*^  The  South  was  less  adequately  served 
and  the  country  beyond  the  Missouri  boasted  little  but 
the  single  transcontinental.  The  railroad  had  super- 
seded the  canal  and  the  turnpike  and  brought  about  the 
rapid  decline  of  the  river  traffic.^'  It  bound  the  country 
together  as  no  other  means  of  transport  had  done,  it 
provided  rapid  interchange  of  goods  and  persons,  and 
it  facilitated  that  extensive  specialization  and  minute 
division  of  labor  which  rapidly  became  a  dominant 
characteristic  of  American  industry. 

Competition 

Simultaneously,  however,  the  growing  transporta- 
tion system  gave  rise  to  a  new  series  of  problems  whose 
solution  eventually  called  for  pronounced  Government 
intervention.  In  1874  the  Baltimore  and  Ohio  reached 
Chicago.  .The  Pennsylvania  and  New  York  Central 
had  already  consolidated  through  lines  to  that  city  and 
the  Grand  Trunk  offered  a  roundabout  but  actively 
competitive  route.  The  panic  of  1873  brought  in  its 
wake  protracted  hard  times  which  put  a  halt  to  rail- 
road expansion  for  a  time  and  created  a  temporary 
traffic  stringency  for  those  lines  already  in  operation. 
As  a  result  fierce  warfare  broke  out  between  the  trunk 
lines.  Both  freight  and  passenger  rates  were  cut  so 
severely  tliat,  at  times,  even  out-of-pocket  labor  charges 
were  not  covered.  The  first-class  rates  between  New 
York  and  Chicago  were  reduced  from  $1.88  to  25  cents 
a  lumdred  pounds  and  commodity  rates  went  as  low  as 
12  cents.=» 

Competition  of  this  extreme  sort  could  not  endure 
indefinitely.  The  Erie  and  Baltimore  and  Ohio  roads 
approached  bankruptcy,  and  safety  was  sought  in  agree- 
ments to  maintain  rates.  Beginning  in  1875  the  large 
shippers  of  livestock  and  petroleum  were  granted  low 
rates  on  condition  that  they  act  as  "eveners,"  dividing 
tlieir  large  pool  of  traffic  among  the  several  competing 


'^  For  detailed  accounts  of  the  building  of  these  roads  see  Trottman, 
Nelson,  History  of  the  Union  Pacific — A  Financial  and  Economic  Sur- 
vey; White,  Henry  Kirke,  History  of  the  Union  I'acitic  Railn-ay;  Dag- 
gett, Stuart,  Chapters  on  the  History  of  tlie  Southirii  I'lici/ic,  chs.  I-V. 

^  See  series  of  maps  In  Johnson,  Emory  R.,  and  Van  Metre,  Thur- 
man  W.,  Principles  of  Railroad  Transportation,  following  p.  12. 

-'  Not  without  opposition,  however.  See  Van  Metre,  Thurman  W.. 
Early  Opposition  to  the  Steam  Railroad. 

^  Moulton,  op.  cit.,  p.  7  ;  Johnson,  Emory  R.,  and  Huebner,  Grover  G., 
Railroad  Traffio  and  Rates,  vol.  I,  pp.  296-297  ;  Ripley,  op.  cit.,  pp.  21- 
27;  Ringwalt,  J.  L.,  Development  of  Transportation  Systems  in  the 
United  States,  d.  251. 


roads  according  to  agi'eed  ratios.^'  Two  years  later  the 
Trunk  Line  Association  was  formed,  with  Mr.  Albert 
Fink  as  its  secretary.  He  had  already  had  highly  suc- 
cessful experience  with  pooling  in  the  Southern  Rail- 
way and  Steamship  Association,^"  and  was  able  to  secure 
excellent  results  with  the  Trunk  Line  pool.  Traffic  asso- 
ciations spread  rapidly  over  the  country  and  had  con- 
siderable influence  in  steadying  rates  and  distributing 
competitive  traffic.  Nevertheless  the  rate  wars  of  the 
seventies  seem  to  have  established  a  definitely  lower  rate 
level.^' 

The  decade  from  1870  to  1880  was  also  notable  for  the 
great  increase  in  the  export  grain  trade.  Following  tlie 
post-war  collapse  of  the  domestic  grain  market  and  the 
rapid  opening  of  new  grain  lands  in  the  Middle  West,  an 
increasing  proportion  of  the  product  was  diverted  to  the 
ports  for  transport  to  Europe.  The  grain  traffic  began 
to  assume  for  the  carriers  some  of  the  importance  hith- 
erto enjoyed  by  the  extensive  livestock  business.  For 
eastbound  business  the  roads  in  Central  Freight  Asso- 
ciation territory  came  to  rely  largely  on  agricultural 
traffic.  The  growth  of  the  grain  belt  brought  into  exist- 
ence, too,  the  so-called  granger  roads  with  their  many 
branches  gridironing  the  fertile  farm  country  of  Mis- 
souri, Illinois,  and  Iowa,  and  later  extending  further 
west.^^ 

Following  the  return  of  general  prosperity  the  rail- 
road net  resmned  its  expansion  at  a  rate  hitherto  un- 
equalled. In  1882  and  1887  occurred  two  veritable  crazes 
of  promotion  and  speculative  activity',  when  11,569  and 
12,983  miles,  respectively,  were  laid  down.  Much  of  this 
building  was  in  the  Southwest  and  in  the  Far  West.  The 
Atchison,  Topeka  &  Santa  Fe  and  the  Southern  Pacific 
roads  wei-e  joined  at  Deming,  N.  Mex.,  in  1881  to  pro- 
vide a  second  transcontinental;'^  the  Northern  Pacific 
reached  the  coast  in  1883,  and  in  the  following  year  the 
Oregon  Short  Line  provided  an  important  competitor  ;'^ 
and  the  Great  Northern  and  the  rival  Canadian  Pacific 
were  working  rapidly  westward  to  reach  completion  in 
the  early  nineties."^  In  the  East  the  important  systems 
were  rounding  out  their  lines  by  branch  construction 
and  extension;  consolidation  of  important  properties 


-'  Johnson  and  Huebner,  op.  cit.,  p.  296. 

^Tor  a  full  discussion  see  "The  Southern  Railway  and  Steamship 
.\ssociation,"  V  Quarterly  Journal  of  Economics,  1891,  PP-  70-94. 

^'  See  the  discussion  in  Ripley,  op.  cit.,  pp.  21-3.1.  444. 

'^  See,  for  example,  Pearson,  Henry  O.,  An  American  Railroad  Builder: 
John  Murray  Forbes:  Reigel,  Robert  E.,  The  Story  of  the  Western  Rail- 
roads; Gephart,  W.  F.,  Transportation  and  Industrial  Development  in 
the  Middle  West. 

=^'  For  details  of  the  expansion  of  the  Santa  Fe  System  see  Bradley. 
Glenn  D.,  'J'ho  Story  of  the  Santa  Fe. 

**  Hedges,  James  Blaine,  Henry  Villard  and  the  RailM'ays  of  the  North- 
west, pp.  18-111. 

==  On  the  Canadian  roads  see  Gibbon,  Jolin  Murray,  Steel  of  Empire; 
Glazebrook,  George  Parkin  de  Twenebmker,  History  of  Transiiortation 
in  Canada. 
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was  proceeding  rai^idly ;  ^^  the  Pocohontas  carriers  were 
tapi^ing  new  areas  f"  and  a  number  of  speculative  par- 
allel roads  were  underway.  For  example,  the  West 
Shore  was  building  out  of  New  York  across  the  Hud- 
son from  the  Xew  York  Central  witli  Buffalo  as  its  ob- 
jective, and  the  Nickel  Plate  was  being  laid  down  close  to 
the  Lake  Shore  on  the  route  from  Buffalo  to  Chicago. 
Both  were  projected  more  with  a  view  to  selling  out  to 
the  companies  already  in  the  field  than  continuing  in 
active  competition. 

Water  competition,  too,  was  a  factor  to  be  reckoned 
with.  Although  the  river  and  canal  traffic  had  dwindled 
to  meagre  proportions,  the  coastwise  trades  and  Great 
Lakes  services  continued  to  grow.  Following  the  open- 
ing of  the  Sault  Ste.  Marie  Canal  in  1855  the  ore  and 
grain  movement  on  the  lakes  began  to  develop  with  far- 
reaching  effects  upon  the  American  industrial  scene. 
Subsequently  a  large  volume  of  water-rail  business  de- 
veloped between  North  Atlantic  Coast  ports  and  points 
in  the  South  and  Southwest.^*  Intercoastal  business  via 
the  Isthmus  of  Panama  and  via  the  Horn  was  always  a 
factor  to  be  taken  into  consideration  by  the  transconti- 
nental roads.  Moreover,  in  the  New  York-Chicago 
business  differential  rail-water  routes  attained  some  im- 
portance in  the  package-freight  trade. 

Regulation 

The  Granger  Movement 

Important  developments  were  underway  in  the  legis- 
lative field,  which  culminated  in  the  passage  of  the  Act 
to  Regulate  Commerce  in  1887.  Some  regulation  had 
been  attempted  by  the  States  prior  to  1870,  both  through 
charter  provisions  and  the  establishment  of  State  regu- 
latory commissions.  However,  the  rate  maxima  estab- 
lished in  charters  were  generally  higher  than  the  car- 
riers found  it  expedient  to  charge,  and  the  early 
commissions  had  little  control  and  scant  power  over 
rates,  though  long-  and  short-haul  clauses  were  enforced 
in  some  of  the  States.^'  In  the  early  seventies  positive 
rate  regulation  by  State  laws  first  appeared  following 
the  Granger  Movement.*"  The  rapid  settlement  of  the 
West,  inflation  during  the  Civil  War,  and  the  depressed 
business  of  the  post-war  years  contributed  to  a  drastic 


»  Transportation  Routes  to  the  Seaboard  (Windoni  Committee),  43d 
Cong.,  1st  sess..  Senate  Report  307,  pt.  1.  pp.  115,  241  (1874).  See  also 
recommendations  of  the  Hepburn  Committee,  State  of  New  York,  Assem- 
bly, Albany  (1879),  vol.  5;  appendix  to  report,  pp.  4-5;  and  Schotter, 
H.  W.,  The  Growth  and  Development  of  the  Pennsylvania  Railroad  Co., 
pp.  125-144. 

"  See  Norfolk  &  Western,  5th  Annual  Report,  1885,  p.  15  :  12th,  1892, 
p.  26  ;  13th,  1893,  p.  25  ;  Chesapeake  and  Ohio,  2d  Annual  Report,  1879, 
p.  10  ;  Goodrich,  Carter,  et  al.,  Migration  and  Economic  Opportunity, 
pp.  94-95. 

»See  G  I.   C.  C.   195,  200-204, 

2»  Locklin,  op.  eit.,  pp.  202-20"  :  Ripley,  op.  cit.,  pp.  453-454. 

"  Locklin,  op.  cit.,  p.  203  ;  Sharfman,  I.  L.,  The  Interstate  Commerce 
Commission,  part  I,  p.  15. 


decline  in  agricultural  prices.  The  farm  groups  came  to 
associate  their  difficulties  with  the  railroads,  and  to  seek 
relief  in  the  form  of  I'educed  rates.*^  It  was  claimed  that 
freight  rates  to  the  East  were  exorbitant ;  that  gross  dis- 
criminations, especially  against  noncompetitive  points, 
were  practiced  by  the  railroads ;  and,  that  through  pref- 
erential rates,  monopolies  were  given  to  individuals  or 
corporations  engaged  in  supplying  coal  and  wood,  and  in 
buying  grain.  At  the  same  time  much  discontent  was 
abroad  resulting  from  the  difficulties  of  local  govern- 
ment units  which  had  overextended  themselves  to  aid 
railroad  construction  and  from  the  widespread  losses 
which  farmers  were  forced  to  take  on  railroad  stock.*- 

Accordingly,  between  1871  and  1874,  regulatory  acts 
were  pushed  through  the  legislatures  of  various 
western  States,  including  Wisconsin,  Minnesota,  Illi- 
nois, and  Iowa.  Some  of  these  acts  named  maximum 
rates  and  fares ;  others  imposed  the  duty  of  determin- 
ing schedules  of  maxima  upon  the  railroad  commis- 
sions which  were  set  up  under  the  acts.  Prorata 
clauses  were  also  included,  resembling  the  modern  long- 
and  short-haul  clauses,  but  much  less  flexible;  an 
attempt  was  made  to  remedy  the  abuse  of  the  free  pass; 
and  combination  of  competing  lines  was  forbidden  in 
an  effort  to  promote  competition.*^ 

The  acts  were  not  long  lived.  Although  the  power 
of  the  States  to  regulate  commerce  was  recognized 
in  the  celebrated  case  of  Munn  v.  lUinois,**  and  in  the 
so-called  Granger  cases,*'^  a  combination  of  circum- 
stances brought  about  the  early  repeal  of  the  regulation. 
The  panic  of  1873,  with  its  long  aftermath,  produced 
unfortunate  effects  for  the  roads  in  Granger  territory 
and  elsewhere.  It  was  easy  to  show,  under  the  circum- 
stances, that  the  plight  of  the  roads  was  a  direct  out- 
come of  regulation.*"  Tlie  Wisconsin  law  was  repealed 
in  1874  after  2  years'  trial.  After  the  middle  of  the 
decade  the  increasing  prosperity  of  the  farmers  diverted 
their  attention  to  other  matters,  and  the  railroads  were 
able  to  secure  either  repeal  or  substantial  modification 
of  the  acts  by  the  legislatures  concerned. 

Movement  for  Federal  Regulation 

Attention  was  given  by  the  Federal  Government  to 
the  same  series  of  problems.    The  Windom  Coimnittee, 


'»Buck-,  S.  J.,  The  Granger  Movement,  pp.  13-14,  21,  24-34;  Adams, 
C.  F..  "The  Grander  Movement."'  120  Xorth  American  Review,  394- 
424  ;  Hadley,  A.  T.,  Railroad  Transportation,  pp.  130-134. 

"Buck.  op.  cit.,  pp.  10-11. 

"  Hadley,  op.  cit.,  pp.  134-135. 

«94  U.  S.  113  (1877). 

'=  Chicago,  Burlington  d  Quinm  It.  R.  Co.  v.  Ir.wa,  94  U.  S.  155  (1877)  ; 
Peik  V.  Chicago  d  North  Wmtrrn  Ry.  Co..  94  V.  S.  164  (1877)  ;  Winona  if 
at.  Peter  R.  R.  Co.  v.  Blake.  94  U.  S.  ISO  (18771. 

**  See,  however,  Hadley,  op.  cit.,  pp.  135—136,  where  it  is  suggested 
that  the  Granger  acts  were  a  violation  of  the  "laws  of  trade,"  and  were 
themselves  chiefly  responsible  for  the  plight  of  the  railroads  and  the 
cessation  of  development,  especially  in  Wisconsin. 
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appointed  hy  the  Senate  in  1872,  rendered  its  report  in 
1874  citing  "insufficient  facilities,  unfair  discriminations, 
and  extortionate  charges."  *"  Tlie  Committee  inves- 
tigated transportation  conditions  carefully,  and  recom- 
mended competition  as  the  chief  means  for  abolishing 
existing  abuses.  Accordingly,  it  suggested  one  or  more 
goverimient-owned  railroads  to  the  seaboard  to  serve  as 
regulators  of  the  private  system  and  the  further  im- 
provement of  inland  waterways.  Subsequent  to  this 
report  great  progress  was  made  by  the  carriers  in  bring- 
ing comiDetition  under  control.  Railroad  i:)ools  and 
traffic  agreements  spread  rapidly  until,  by  1886,  the 
country  was  well  covered  by  them.^'  Moreover,  the 
great  anthracite  combination  was  well  luider  way,  and 
consolidation  was  proceeding  rapidly." 

Distrust  of  monopoly,  as  exemplified  in  the  report  of 
the  AVindom  Committee  and  the  later  Hepburn  Report 
in  New  York  State,  was  but  one  factor  in  a  complex  situ- 
ation which  excited  public  attention  in  the  eighties. 
Discrimination  was  rampant.  In  addition  to  the  place 
discrimination  which  had  been  a  factor  in  arousing  the 
Granger  Movement,  j^ersonal  discrimination  had  become 
widespread.  The  Standard  Oil  Co.,  the  great  steel  com- 
panies, and  the  meat  packers  were  chiefly  involved.  The 
latter  came  to  serve  as  eveners  and  strengthened  their 
jjosition  by  aid  of  the  residting  rebates.  The  Standard 
Oil  practices  were  especially  iniquitous,  involving,  as 
the}-  did,  exclusive  contracts  with  the  great  trunk  lines 
for  the  transport  of  oil  to  the  virtual  exclusion  of  their 
smaller  competitors.^"  It  was  testified  before  the  Hep- 
burn Committee  that  few  shippers  had  ever  seen  printed 
tariti's,  and  that  half  the  New  York  Central  business  out 
of  New  York  and  nine-tenths  of  the  outbound  freight  at 
Syracuse  moved  on  special  rates. ^^ 

Wliile  gross  abuses  had  developed  in  the  traffic  end  of 
the  railway  business,  railroad  financial  affairs  were  also 
permeated  with  rank  speculation  and  fraud.  Though 
a  few  railroads  had  managed  to  steer  clear  of  financial 
manipulation,  speculators  found  ample  scope  for  activ- 
ity. "With  the  connivance  of  the  courts  and  of  the  State 
legislature.  Jay  Gould,  Fisk,  Drew,  and  others  carried 
out  their  spectacular  machinations  in  the  Erie  road;^- 
construction  companies  flourished;  and  stock  watering 
was  in  evidence.'^ 

The  growing  interstate  character  of  the  railroad  busi- 


ness had  become  apparent,'*  and  the  appropriateness — 
indeed,  necessity — of  Federal  action  was  perceived  by 
some  Members  of  Congi-ess.  In  1874  a  bill,  having  as 
its  object  the  accomplishment  of  a  general  reduction 
in  the  rate  level,  passed  the  House.^"  By  1877  a  bill 
had  been  framed,  under  the  leadership  of  Representa- 
tive Reagan,  of  Texas,  which  directed  attention  to  dis- 
crimination.'''  A  series  of  bills  followed  and,  in  1884, 
the  Senate  began  to  take  an  interest.  The  Cullom  Com- 
mittee rendered  its  report  in  1886,  calling  attention  to 
the  railway  situation  and  bringing  in  a  bill  which  pro- 
vided for  a  permanent  administrative  commission. 
Since  the  House  bills  pi-oj^osed  to  leave  the  elimination 
of  abuses  to  the  Federal  courts  a  deadlock  resulted. 

At  this  juncture  the  Supreme  Court  handed  down  its 
decision  in  the  celebrated  case  of  Wabash,  St.  Louis  and 
Pacific  Railway  Co.  v.  Illinois^''  apparently  contradict- 
ing its  views  in  the  Granger  cases  by  holding  that  the 
right  to  regulate  interstate  commerce  was  exclusively  a 
function  of  the  Federal  Government.  In  the  face  of 
this  decision  differences  were  speedily  compromised  in 
conference  committee  and  the  Act  to  Regulate  Com- 
inerce  was  passed  and  became  effective  April  5,  1887. 

Act  to  Regulate  Commerce 

The  Act  applied  to  all  common  carriers  by  railroad 
engaged  in  interstate  or  foreign  commerce  and  to  com- 
mon carriers  partly  by  railroad  and  partly  by  water 
under  common  control,  management,  or  arrangement, 
for  a  continuous  shipment.  It  created  the  Interstate 
Commerce  Commission  consisting  of  five  members  ap- 
pointed by  the  President  with  the  advice  and  consent  of 
the  Senate.  The  Commission  had  the  power  and  duty 
to  inquire  into  the  business  of  common  carriers  and  keep 
itself  informed  of  the  manner  in  which  it  was  con- 
ducted.°'  It  was  to  hear  complaints  for  alleged  viola- 
tions of  the  Act,  investigate  the  matter  in  dispute,  and 
order  the  carriers  to  cease  and  desist  from  unlawful 
practices  if  such  were  found.  Carriers  were  made  liable 
under  the  Act  for  the  full  amount  of  damages,  as  deter- 
mined by  the  Commission,  suffered  by  any  person  as  a 
result  of  violations.  For  enforcement  the  Commission 
might  apply  to  the  Federal  court  for  injunction  or 
mandamus. 

Section  1  of  the  Act  required  all  rates  to  be  just  and 
reasonable;  section  2  prohibited  personal  discrimina- 


"  Tramportaixon,  Routes  to  the  Seaboard,  43d  Congress,  1st  Session, 
Senate  Report  307,  pt.  2,  p.  71  (1874). 

"Ripley,  op.  cit.,  pp.  446-447, 

'•  Bogen,  op.  cit.,  pp.  57-03 ;  Jones,  Eliot,  The  Anthracite  Coal  Com- 
bination in  the  United  States. 

"  See  Tarbell,  Ida  M.,  The  History  of  the  Standard  Oil  Co. 

"  Hudson,  J.  F.,  The  Railways  and  the  Republic,  pp.  55-106. 

"  See  Adams,  Cliarles  Francis,  Chapters  of  Erie. 

^  Cleveland  and  Powell,  op.  cit.,  chs.  II  and  IV. 


'■>  See  Cullom  Committee  Report,  49th  Cong.,  1st  sess.,  Senate  Report 
46,  pt.  1,  pp.  16.  137-166. 

"  Sliarfman,  op.  cit.,  p.  20, 

^' Haney,  Lewis  Henry,  A.  Congressional  History  of  Railways  in  the 
United  States,  mo-S7,  pp.  288-289.  The  text  of  the  net  as  passed  by 
the  House  in  1878  is  given  in  Ilaney,  op.  cit.,  pp.  293-208, 

'-'■  lis  U.  S.  557  (1886). 

"  For  this  purpose  it  was  empowered  to  require  by  subpoena  the  pres- 
ence and  testimony  of  witnesses  and  the  production  of  books  and  papers  ; 
and  to  require  annual  reports  and  prescribe  uniform  accounts. 
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tion; ""  section  3  prohibited  undue  preference  or  preju- 
dice, section  4  contained  the  long-  and  short-haul 
clause  '^°  with  provision  for  exception  by  the  Commis- 
sion in  special  cases;  section  5  jorohibited  pooling;  and 
section  6  required  publication  of  rates  and  fares  and 
provided  that  no  advance  in  rates  or  fares  should  be 
made  without  10  days'  notice  and  that  published  tariffs 
must  be  observed. 

It  is  clear  that  the  Act  was  designed  to  eliminate 
certain  of  the  more  pronounced  abuses  which  had  grown 
up  in  the  railroad  industry,  and  that  it  hoped  to  achieve 
much  by  enforcing  more  effective  competition.  The 
House  opinion  on  pooling  was  retained  as  a  concession 
to  the  majority  opinion  of  the  time,  which  favored  com- 
petition as  the  best  means  of  insuring  a  reasonable  rate 
level  and  efficient  service. 

Although  the  railroads  at  first  manifested  a  coopera- 
tive spirit,"^  it  early  became  apparent  that  serious  diffi- 
culties stood  in  the  way  of  enforcement  of  the  law.  In 
an  effort  to  facilitate  the  elimination  of  vicious  rebating 
practices,  the  Congress  j^assed  the  amendments  of  1889, 
which  made  departures  from  the  published  rates  pun- 
ishable by  imprisonment,  as  well  as  by  fine.  It  proved 
virtually  impossible  to  obtain  testimony,  however,  until 
the  problem  of  immunity  of  witnesses  against  future 
prosecution  was  settled  by  the  Act  of  1893  and  subse- 
quent interpretation  by  the  courts."-  Meanwhile,  pro- 
cedural defects  were  gravely  imperilling  the  functions 
of  the  Commission,  as  the  courts  insisted  on  reviewing 
questions,  not  only  of  law  but  also  of  fact.  The  average 
duration  of  cases  appealed  was  about  four  years."'  Not 
until  1910  was  this  difficulty  fully  overcome,  when  the 
Supreme  Court  itself  held  that  the  courts  must  confine 
their  review  to  questions  of  constitutional  power  and 
right,  and  questions  as  to  whether  the  administrative 
oi'der  was  within  the  delegated  authority  under  which 
it  purported  to  be  made."* 

More  significant  than  these  problems  was  the  early 


^■*  ".  .  .  if  any  common  carrier  subject  to  tlie  pro\  isions  of  this  act 
shall,  directly  or  indirectly,  by  any  special  rate,  rebate,  drawback,  or 
other  device,  charge,  demand,  collect,  or  receive  from  any  person  or  per- 
sons a  greater  or  less  compensation  for  any  service  rendered,  or  to  be 
rendered,  in  the  transportation  of  passengers  or  property,  subject  to  the 
provisions  of  this  act,  than  it  charges,  demands,  collects,  or  receives 
from  any  other  person  or  persons  fur  doing  for  him  or  them  a  like  and 
contemporaneous  service  in  the  transportation  of  a  like  kind  of  traffic 
under  sulistantially  similar  circumstances  and  <'<)niiiti!)ns,  sucli  ciimmoii 
carrier  shall  be  deemed  guilty  of  unjust  discrimination,  which  is  hereby 
prohibited  and  declared  to  be  unlawful." 

^  ".  .  .  it  shall  be  unlawful  for  any  common  carrier  subject  to  the 
provisions  of  this  act  to  charge  or  receive  any  greater  compensation  in 
the  aggregate  for  the  transportation  of  passengers  or  of  like  kind  of 
property,  under  substantially  similar  circumstances  and  conditions,  for 
a  shorter  than  for  a  longer  distance  over  the  same  line,  in  the  same 
direction,  tlie  shorter  being  included  within  tlie  longer  distance." 

"'  See  Itipley,  op.  cit.,  pp.  456-4.-.". 

'-Brown  v.  'WalUer,  161  U.  S.  501  (1.S96). 

"I.  C.  C.  Annual  Report  :S97,  p.  32. 

"215  U.  S.  452,  470  (1910). 


adverse  construction  placed  by  the  courts  upon  the 
fundamental  clauses  which  outlined  the  rate-making 
powers  of  the  Commission.  The  Commission  had 
assumed  that,  in  the  place  of  rates  found  to  be  unjust 
and  unreasonable,  and  therefore  unlawful,  it  could  pre- 
scribe maximum  reasonable  rates  for  the  future.  In 
a  series  of  litigations  carried  to  the  Supreme  Court  the 
Commission  was  deprived  of  this  authority,  and  was 
left  without  adequate  power  to  protect  shippers  from 
unreasonable  rates. "^  Rates  found  to  be  unreasonable 
might  be  replaced  by  rates  making  slight  changes  when 
the  whole  process  of  examination  would  again  be 
required  to  determine  the  lawfulness  of  the  new  rates. 

The  Combination  Movement 

While  this  "emasculation"  of  the  law  was  under  way, 
rapid  developments  were  taking  place  which  gave  rise 
to  additional  problems.  The  traffic  associations  had 
resorted  to  agreements  in  lieu  of  pools  in  order  to  keep 
competition  within  bounds  and  maintain  the  rate  level. 
This  method  of  action  was,  however,  found  to  contra- 
vene the  Sherman  Act.""  Accordingly,  by  the  turn  of 
the  century,  a  period  of  wholesale  railroad  combina- 
tion was  in  progress. 

In  the  East,  interest  centered  around  the  ambitious 
"community  of  interest  plan"  in  Trunk  Line  territory 
and  expansion  of  the  New  Haven  road's  sphere  of 
influence  in  New  England."'  The  Pennsylvania  and 
New  York  Central,  leaders  in  Trunk  Line  territory, 
sought  to  control  all  competitors  and  met  with  a  large 
measure  of  success.  Jointly  they  acquired  control  of 
the  Chesaj^eake  &  Ohio  and  Norfolk  &  Western,  while 
the  Pennsylvania  bought  control  of  the  Baltimore  & 
Ohio  and  through  it  of  the  Reading  and  Central  Rail- 
road of  New  Jersey."'  With  the  cooperation  of  other 
properties,  most  of  which  were  under  Morgan  control, 
harmony  was  assured. 

In  the  West  the  great  Harriman  combination  was 
under  way,  with  the  Union  Pacific,  Southern  Pacific, 
Central  Pacific,  Illinois  Central,  and  other  lines  under 
its  control.""  Shortly  the  great  battle  between  Hill  and 
Harriman  for  control  of  the  Northern  Pacific  began 
and,  as  a  result,  the  Great  Northern  and  Northern 


'^Cincinnati,  New  Orleans  d  Te.ras  Pacific  Ry.  Co.  v.  Interstate  Com- 
merce Commission,  162  U.  S.  184  (1896)  ;  Interstate  Commerce  Commis- 
sion V.  Cincinnati,  New  Orleans  and  Texas  Pacific  Ry.  Co..  167  U.  S.  479 
(1897)  ;  Interstate  Commerce  Commission  v.  Northwestern  Ry.  Co.,  SH 
Fed.  611   (1897). 

"«  United  States  v.  Trans-Mluouri  Freight  AxfrnCiution.  166  U.  S.  200 
(1897)  :  United  States  v.  Joint  Trapic  Association,  171  U.  S.  505  (1898). 

"'See  27  I.  C.  C.  .560  (1913)  ;  31  I.  C.  C.  32  (1914). 

'^Railroad  Combination  in  the  Eastern  Region,  Hep  irt  of  the  Commit- 
tee on  Interstate  Commerce  pursuant  to  S.  Res.  71,  76th  Cong.,  3d  sess.. 
Senate  Report  1182  (1940),  part  ],  pp.  16-26;  Ripley.  W.  Z.,  Railroads: 
Finance  and  Organisation,  pp.  476-484. 

°'  Moody,  John,  The  Railroad  Builders,  ch.  11. 
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Pacific  were  brought  together  by  the  Northern  Securi-. 
ties  Co.  in  1902.""     The  Burlington  Route  was  ah'eady 
under  Hill's  c6ntrol  and,  to  the  South,  the  Gould  System 
was  in  process  of  formation.     Keystone  of  this  combi- 
nation was  the  Missouri  Pacific.'^ 

Early  in  the  present  century  George  Gould  planned 
to  extend  his  already  large  railroad  group  both  east 
and  west  in  an  endeavor  to  create  a  complete  trans- 
continental system.  By  means  of  the  Denver  &  Rio 
Grande  and  Western  Pacific  he  hoped  to  reach  the 
Pacific  Coast,  and  via  the  Wabash-Wheeling  and  Lake 
Erie-Western  Maryland  plus  some  new  construction  he 
hoped  to  bring  his  rails  to  the  Atlantic.  His  attempt 
to  enter  Pittsburgh  brought  him  into  sharp  conflict  with 
the  Pennsylvania  '-  and  the  enormous  cost  of  his  under- 
takings led  to  their  failure  and  the  eventual  dissolution 
of  the  system  in  1907." 

Less  spectacular  combinations  occurred  everywhere 
throughout  the  railroad  industry,  and  it  appeared  that 
competition  over  large  areas  might  shortly  be  elimi- 
nated. The  legality  of  the  larger  combinations,  how- 
ever, was  shortly  tested  in  the  courts  under  the  Sherman 
Act.  The  first  decision  of  the  Supreme  Court  on  the 
matter  forced  the  dissolution  of  the  Northern  Securities 
Co.'*  Following  this  decision  the  Peimsylvania  began 
to  take  steps  to  dispose  of  some  of  its  Baltimore  &  Ohio 
holdings.'^  IVIeanwhile,  the  Union  Pacific-Southern 
Pacific  combination  was  under  scrutiny,  and,  in  1912,  a 
unanimous  decision  was  rendered  against  the  company 
by  the  Supreme  Court.'" 

Strengthening  the  Commission 

At  the  turn  of  the  century  personal  discrimination,  too, 
was  giving  the  carriers  much  concern.  The  Act  of  1887 
had  proved  utterly  inadequate  to  deal  with  the  problem. 
Testimony  before  the  Industrial  Commission  indicated 
that  rebating  in  its  various  forms  continued  to  be  wide- 
spread and  that  the  revenues  of  the  carriers  were  seri- 
ously impaired.''  Accordingly,  the  Elkins  Act  of  1903 
was  passed,  virtually  without  opposition,  making  the 
railroad  corporations  liable  for  prosecution  and  the 
receivers  of  rebates  guilty  of  violating  the  law.  More- 
over, it  prohibited  departures  from  the  published  tariffs, 


'"  See  Meyer,  B.  II.,  .1  History  of  the  Northern  Securities  Case. 

''  Ripley,  Railronds:  Finance  ond  Organization,  pp.  516-524  ;  Spear- 
m.in,  Frank  G.,  The  Strategy  of  (treat  Railroads,  pp.  113-132. 

'^Railroad  Combination  in  the  Eastern  Rcfiion,  Senaie  Report  1182. 
part  1,  pp.  27-50;  Spearman,  op.  cit.,  pp.  93-111. 
',  J        "  Jones,  Eliot,  Principles  of  Railiray  Transportation,  p.  338  ;  Railroad 
Combination  in  the  Eastern  Region,  Senate  Report  11S2,  part  1,  p.  58. 

"193  U.  S.  197  (1001). 

"^^  Railroad  Combination  in  the  Eastern  Region,  Senate  Report  1182, 
part  1    pp.  SS-OO. 

"  226  U.  S.  61. 

^''Report  of  the  Industrial  Commission,  VJOI,  vol.  IV,  pp.  3-7,  129,  132, 
139,  142,  160-132,  159,  273,  279,  286-297,  313-316,  460-462,  470-471, 
490-404,  593-596.  683-684. 


\vhether  or  not  such  departures  constituted  discrimina- 
tion. This  act,  plus  the  concerted  efforts  of  the  carriers 
united  under  tlie  "community  of  interest  plan,"  seems  to 
have  gone  a  long  way  toward  eliminating  personal 
disci'imination  of  the  more  flagrant  types. 

In  order  to  restore  to  the  Commission  adequate  powers 
in  the  control  of  rates,  further  legislation  was  needed. 
In  1906,  therefore,  the  Hepburn  Act  was  passed  as  a  com- 
promise between  House  and  Senate  views  under  pressure 
from  the  President  and  from  a  public  opinion  aroused 
by  recent  railway  scandals  and  the  extensive  combination 
movement.  The  significant  experience  of  the  Interstate 
Commerce  Commission  dates  very  largely  from  this  leg- 
islation.'^ The  act  extended  the  Commission's  jurisdic- 
tion to  express  companies,  sleeping-car  companies,  and 
pipe  lines  (other  than  water  and  gas) .  Privately  owned 
cars  and  numerous  special  services  of  the  carriers  were 
also  brought  under  regulation. 

The  more  important  provisions  of  the  act  were  those 
regarding  rate  making.  In  order  to  overcome  the  re- 
strictions upon  the  Commission's  powers  which  had 
grown  up  through  court  interpretation,  the  Commission 
was  granted  the  power  to  prescribe  a  reasonable  maxi- 
mum rate  for  the  future  in  the  place  of  a  rate  found 
unreasonable  or  otherwise  unlawful.  In  addition  it  was 
given  the  power  to  compel  through  routes  and  prescribe 
joint  rates  and  divisions  where  the  carriers  refused  to 
enter  into  agreement.  Thirty  days'  notice  was  required 
for  all  rate  changes. 

The  now-famous  "commodities  clause"  of  the  Hep- 
burn Act  prohibited  a  carrier  engaged  in  interstate  com- 
merce from  transi^orting  articles  in  interstate  commerce 
which  it  had  produced  or  in  which  it  had  an  interest 
other  than  timber  or  the  products  thereof.'''  At  the 
same  time  the  penalties  for  rebating  and  similar  prac- 
tices were  strengthened  by  subjecting  receivers  of 
rebates  to  imprisonment  and  to  forfeiture  to  the  United 
States  of  three  times  the  amount  of  rebates. 

Following  the  passage  of  this  act  the  Commission  was 
l^rovided  with  mandatory  power  and  the  foundations 
were  laid  for  the  development  of  genuine  administra- 
tive control.^"  The  Commission  therefore  became  in- 
creasingly active  in  removing  the  many  irregularities  in 
rate  relationshiiDS.  It  was  still  left,  however,  with  ex- 
tremely limited  control  under  the  long-  and  short-haul 
clause.    Court  interj^retation  had  shorn  the  clause  of  its 


'»  Sharfman,  op.  cit.,  part  1,  p.  40.  and  foolnotc  40.  p.  41. 

"  Early  interpretation  by  the  conrts  hulieated  that  little  progres.s 
would  be  made  in  securing  an  effective  separation,  particularly  in  the 
anthracite  coal  trade.  See  United  States  v.  Dclauare  and  Hudson  Co., 
213  U.  S.  366  (19091.  In  later  ca.scs.  however,  the  Supreme  Court 
sought  a  more  definite  division  of  railroad  and  mining  inlerests.  See 
United  Stales  v.  f.ehigh  Vullcii  h'.  R.,  220  U.  S.  257  (1911)  ;  United 
States  V.  Delaware,  Lackawanna  a7id  Wcstcrti  R.  R.,  238  U.  S.  516 
(1915)  :  United  States  v.  Reading  Co.,  253  E.  S.  26  (1920). 

"  Sharfman,  op.  cit..  part  1,  pp.  48-49. 
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effectiveness  by  treatinji;  (lie  prc'sciicc  ol'  lailioad  coiii- 
petition  us  creating  substantially  difToi'ent  "circum- 
stances and  conditions"  and  leavin<>;  I  lie  carriers  to  dc- 
tei-inine  in  the  lirst  instance  wliethei'  conditions  were 
essentially  dissimilar."' 

The  Mann-Elkins  Act  of  1910  restored  the  effective- 
ness of  the  Commission's  powers  over  fourth-section 
violations  by  deleting  the  qualifying  clause  "under 
substantially  similar  circumstances  and  conditions." 
lienceroith.  permission  woulil  be  required  by  carriers 
seeking  to  charge  a  lesser  rate  for  a  .shorter  than  for 
a  longer  haul  over  the  same  route  in  (he  same  direction. 
Moreovei-,  the  rail  carriers,  once  they  had  reduced  lates 
to  meet  water  competition,  could  not  thereafter  increase 
them  unless  the  proposed  increase  could  be  rested  upon 
cliauges  in  coiulitiuiis  othei'  than  the  disappearance  of 
watei-  conijici  ilioii. 

Perhajis  equally  significant  was  the  jn'ovision  of  the 
act  conferring  upon  the  Connnission  the  right  to  suspend 
changes  in  rates  foi'  120  days,  either  upon  conqjlaint  or 
upon  its  own  motion.  Moreovei',  the  jieriod  of  suspen- 
sion might  1h'  extended  for  C  months.  The  burden  of 
proof  was  placed  upon  the  cariiers,  and  the  Commission 
was  audioi-ized  to  enter  an  aiqiropi-iafe  oiiler,  in  default 
of  which  the  suspeniled  tariil's  would  become  effect ive.*- 

The  Railroads  in  Wartime 

In  the  period  between  1905  and  the  opening  days  of 
the  A\'nrl(l  AVar  the  railways  fell  upon  <lifficult  times. 
Faceil  with  growing  traffic,  increasing  operating  costs, 
and  a  slowly  declining  rate  level,"-'  they  wei'c  hard 
pi'essed  to  keep  abreast  of  tiatlic  needs.  Though  exten- 
sive and  costly  imi)rovements  were  undertaken,  particu- 
larly in  the  East,  in  both  line  and  terminal  fa  ■ilities.*' 
though  contiiuial  additions  were  made  to  car  and  loco- 
motive e(juipinent.  though  iniprovcnuMits  in  design 
olfered  better  and  more  capacious  rolling  stock,  the  roads 
were  barelj'  able  to  handle  the  peaks.  Traffic  was  sub- 
jected to  vexatious  delays,  yai-ds  were  badly  congested, 
and  at  times  as  uuich  as  '2  weeks  were  consumed  in 
moving  a  car  through  the  Pittsburgh  terminals. 


^^  Interstate  Commerce  Commission  v.  AJabaina  Mitlhind  h'ttiliriiij  Co., 
108  U.  S.  1-14   (1S97). 

"The  net  also  ostnblished  tlio  sliort-livoil  Conirncn'o  Ciiiirl,  which  by 
virtue  of  Its  rostrietod  jurisdiction  was  presumed  to  have  sproial  aliili- 
tics  for  deallns  expoditiously  with  appeals  from  the  ilei'isions  of  tlie 
<'»»minissioii.  However,  tlio  Court  failed  to  restrict  itself  to  questions  of 
law  and  proceeded  to  rejudge  the  tacts.  It  was  aholislied  in  lUl.'l.  In 
addition,  the  act  save  to  shippers  the  right  to  route  tlieir  freight  and 
authorized  the  President  to  appoint  a  special  commission  to  investigate 
tlie  possibility  of  regulating  railroad  tinancial  practices. 

*"  SiH>  Moulton,  op.  clt.,  pp.  112-113.  Freight  rates  reached  an  all- 
time  low  in  1016.     See  I'armelee,  Julius  H.,  The  ilodern  Railirnii,  p.  32H. 

**  For  example,  the  rebuilding  of  the  Erie,  the  low  grade  freight  lines 
of  the  Pennsylvania,  the  new  Intermediate  yard  and  engine  terminal 
facilities  and  the  elimination  of  bridge  and  tunnel  bottlenecks  on  the 
Kalllmore  &  Oliio,  and  the  monumental  New  York  terminals  of  the 
I'cunsylvanla. 


The  period  was  largely  one  of  intensive  growth,  char- 
jicterized  not  so  much  by  extensions  into  new  teiTitory  as 
by  the  construction  of  feeder  and  cross  lines,  and  the 
general  r<junding  out  of  the  railroad  net.  It  was  also 
the  period  of  great  expansion  in  the  interurban  electric 
railway  field,  offering  for  the  first  time  significant  com- 
petition for  the  steam  roads  in  the  passenger  and  fast- 
freight  business.*''  Pipe  lines,  too,  were  increasing  rap- 
idly, having  been  under  way  since  the  early  seventies.'" 
'I'he  early  lines  had  been  in  the  Western  Pennsylvania 
pools  and  had  provided  connections  to  tide  water.  By 
1903  lines  were  being  laid  in  Kansas.  Missouri,  and 
Oklahoma,  and  by  1914  the  Midcontinent  and  Texas 
fields  were  interlaced  with  gathering  and  trunk  lines." 
Hy  1914  there  were  about  10,000  miles  in  operation. 

With  the  outbreak  of  the  Great  War  came  the  de- 
pression of  1914-15  with  attendant  bankruptcies,  de- 
pressed earnings,  and  restricted  expansion  of  physical 
l)lant.  Following  this  brief  period  the  demands  placed 
upon  the  transport  system  changed  abruptly.  As  Amer- 
ica began  to  supply  Europe  with  food  and  munitions 
and  to  take  over  markets  in  South  America,  traffic  in- 
creased rapidly  and  placed  a  heavy  burden  upon  the 
carriers.  Wiien,  in  1916,  traffic  broke  all  previous  rec- 
ords the  railways  were  not  physically  prepared  to  handle 
it.  Following  the  entry  of  the  United  States  into  the 
war,  the  carriers  organized  a  Railroads'  War  Board 
in  an  effort  to  merge  their  iiidi\idual  and  competitive 
efforts  in  the  interest  of  maximum  transportation  out- 
put. Although  lieroic  efforts  were  made,  the  roads  were 
unable  to  take  those  drastic  steps  which  were  needed  to 
meet  the  situation.  The  net  car  shortage  approached 
150,000  in  November  1917,  terminals  were  blocked,  and 
freight  for  eastern  destinations  was  held  under  load 
as  far  west  as  the  Missouri  River  awaiting  the  lifting 
of  embargoes  by  eastern  lines.** 

At  length,  under  presidential  proclamation,  the  rail- 
roads were  taken  over  by  the  Federal  Government  for 
unified  operation  effective  at  noon  December  28,  1917." 
The  administration  was  immediately  able  to  take  steps 
that  had  been  impossible  under  private  operation.  De- 
murrage charges  were  drastically  increased,  service  was 
coordinated  and  additional  passenger  train  mileage 
eliminated,  fuel  shipments  wore  zoned,  and  the  great 


*  Ilealy,  Kent  T.,  The  Economics  of  'I'ransporlation  in  America,  pp. 
16,  113. 

*"  The  earliest  pipe  lines  were  short  gathering  lines  In  the  Venango 
county  section  leading  to  the  rivers  and  to  rail  heads.  In  1863  at  least 
three  such  lines  were  placed  in- operation.  See  Tarbell,  op.  clt.,  vol.  I. 
p.  17. 

^  Moulton,  op.  cit..  pp.  702-700. 

n  See  C3  Railuaii  .!;/<•.  !1]0  ;  61  Itiiilieail  A(/e,  100-110. 

■•On  wartime  control  see  Sharfman,  I.  L.,  The  American  Railroad 
Prohlem,  chs.  t-3  ;  Cunnin-'liam,  W.  .1.,  American  Railroads — OorrnimeHf 
Control  and  Rec<t7istntrtion  I'olines  :  .Tones,  op.  cit..  clis.  XXI,  XXII  ; 
nines,  Walker  D.,  War  History  of  American  Railroads. 
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accumulation  of  priorities  was  cleared  and  a  new  system 
devised.  As  a  war  measure  Federal  control  was  decid- 
edly effective  in  moving  freight. 

Reconstruction 

After  the  Armistice,  however,  the  Railroad  Admin- 
istration found  itself  in  difficult  straits.  During  the 
war  period  it  had  l»en  compelled  to  revise  wage  scales 
upward,  to  liberalize  greatly  the  working  rules,  and  to 
negotiate  national  agreements.  At  the  same  time  the 
cost  of  fuel  and  supplies  had  risen  rapidly.  Only  one 
inadequate  general  rate  increase  of  25  percent  in  class 
rates  and  somewhat  less  in  commodity  rates  had  been 
made.  Consequently  revenues  had  failed  to  keep  pace 
with  expenses  and  the  administration  was  faced  with  a 
serious  deficit.  Moreover  the  public,  while  willing  to 
overlook  inconveniences  and  deficiencies  during  the  war 
period,  began  to  demand  its  accustomed  service  as  soon 
as  the  conflict  was  resolved. 

In  the  face  of  conflicting  suggestions  by  the  carriers, 
railway  labor,  the  Railroad  Administration,  and  other 
groups,  the  Congre^  hesitated  in  returning  the  roads 
to  their  owners.  Moreover  the  discussions  preceding 
action  by  the  Congress  were  of  a  more  comprehensive 
nature  than  at  any  previous  period,^"  and  strongly 
pointed  to  the  desirability  of  a  major  piece  of  legisla- 
tion. The  Act  of  1920,  as  it  finally  emerged  was  designed 
to  deal  with  two  sets  of  problems,  first,  the  immediate 
disposition  of  the  carriers  and,  second,  long  term  provi- 
sions for  ordering  the  relations  of  the  carriers  with  a 
view  to  protecting  a  reasonable  rate  of  earnings  and 
eliminating  competitive  wastes.  It  marked  a  distinct 
point  of  departure  in  the  history  of  American  railway 
regulation  for  it  sought,  not  so  much  to  protect  con- 
sumers of  transportation  as  had  earlier  legislation,  as 
to  insure  adequate  earnings  to  the  carriers  with  a  view 
to  creating  a  transportation  system  sufficiently  pros- 
perous to  offer  adequate  and  efficient  service.'- 

Throwing  aside  the  possibility  of  continuing  the 
experiment  of  government  operation,  the  Congress 
determined  to  return  the  roads  to  their  owners  without 
further  delay. 

The  luisettled  conditions,  coupled  with  the  impossi- 
bilitj'  of  immediate!}'  adequate  readjustments  of  the 
rate  structure,  dictated  the  necessity  of  a  six-months' 
guarantee  period,  which  was  accepted  by  most  of  the 
carriers.  Provisions  were  also  included  for  refunding 
the  large  indebtedness  of  the  railroads  to  the  govern- 
ment arising  out  of  the  improvements  made  during  the 
control  period. 


The  Act  of  1920 

The  long-range  provisions  included  a  rule  of  rate 
making '-  providing  that  the  Commission  should  adjust 
rates  so  that  the  carriers  as  a  whole,  or  in  rate  groups, 
would  earn,  under  honest  and  efficient  management,  an 
annual  net  operating  income  equivalent  to  a  fair  return 
on  the  value  of  the  railway  property  held  for  and  used 
in  transportation.*^  The  Commission  was  to  determine 
from  time  to  time  what  constituted  a  fair  return,  but 
initially  the  Congress  set  5H  percent.  This  section  did 
not,  however,  constitute  a  guarantee  to  the  carriers,  nor 
did  it  apply  to  individual  carriers. 

As  a  logical  part  of  the  rate-making  system  based  on 
■  property  values,  a  recapture  clause  was  included  in  the 
act  designed  to  accumulate  a  portion  of  the  excess  earn- 
ings of  profitable  carriers  for  the  succor  of  the  weak 
roads.  Thus,  one  half  the  earnings  in  excess  of  a  six- 
percent  return  in  any  year  were  to  be  paid  to  the  Inter- 
state Commerce  Commission  to  build  up  a  contingent 
fund  from  which  loans  would  be  made  to  needy  carriers. 
The  other  half  was  to  be  retained  in  a  reserve  fund  to 
meet  fixed  charges  in  years  of  depressed  earnings.'* 

In  line  with  the  effort  to  create  a  more  stable  and 
efficient  transport  system,  sweeping  provisions  regard- 
ing consolidation,  extensions,  and  the  weak-road  prob- 
lem were  incorporated  in  the  act.  The  Commission  was 
directed  to  prepare  and  adopt  a  plan  for  consolidation 
of  the  railways  into  a  limited  number  of  systems  with 
the  important  limitations  that  competition  should  be 
preserved  as  fully  as  possible,  existing  routes  and  chan- 
nels of  commerce  should  be  maintained,  and  the  sys- 
tems should  be  so  constituted  as  to  have  approximately 
equal  earning  power.  The  Conmiission  was  given 
power  to  approve  acquisitions  of  control,  and  carriers 
proposing  new  construction  were  required  to  secure  a 
certificate  of  convenience  and  necessity  from  the  Com- 
mission. 

The  serious  wartime  difficulties  with  railroad  labor 
marked  the  culmination  of  many  years  of  trying  ex- 
perience during  the  period  of  unionization,  and  subse- 
quently of  relationships  with  mature  organizations.  On 
the  eve  of  the  war  the  Congress  had  been  called  upon 
to  deal  with  the  labor  problem  and  did  so  with  the 
passage  of  the  Adamson  8-hour  law.  It  was  evident 
that  permanent  machinery  was  needed  for  dealing  with 


"  Healy.  op.  cit..  p.  402. 

"  See  the  statement  of  the  Chief  Justice  of  the  Supreme  Court  in 
Dayton-Goose  Creek  Ry.  v.  United  States,  263  U.  S.  456,  478  (1924). 


"  Section  15a  of  the  Act. 

"Valuation  by  the  Commission  was  to  utilize,  as  far  as  possible,  the 
results  of  valuation  work  already  accomplished  under  the  Valuation  Act 
of  1913.  which  in  turn  had  been  enacted  to  meet  Commission  recom- 
mendations growing  out  of  the  decision  of  the  Supreme  Court  regarding 
the  general  level  of  railroad  rates.  See  Smyth  r.  Ames,  169  V.  S.  466, 
546.  547  (1S98)  :  also  the  ifinn<'«o«o  Rate  Cases,  230  U.  S.  434  (1913). 
It  is  to  be  observed  that  the  right  of  a  fair  return  could  be  exercised 
only  as  against  regulation. 

••  Sharfman,  op.  dt.,  part  1,  pp.  211-218. 
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labor  disputes.  Accordingly,  a  United  States  Railroad 
Labor  Board  was  created  as  a  board  of  arbitration,  but 
without  the  right  to  issue  binding  decisions.^'' 

Finally  an  important  power  was  granted  the  Commis- 
sion in  connection  with  discrimination  in  rate  making. 
With  regulatory  commissions  in  many  of  the  states  hav- 
ing jurisdiction  over  intrastate  rates,  it  had  frequently 
been  true  that  conflict  arose  between  the  State  com- 
missions and  the  Interstate  Commerce  Commission.  In 
the  Minnesota  Rate  cases  ^^  and  the  Shreveport  cases  ^'' 
the  Supreme  Court  had  ruled  that  the  Commission 
might  remove  discrimination  against  localities  in  adja- 
cent states  resulting  from  control  of  rates  by  a  State 
commission.  In  order  to  reinforce  the  rule  of  rate 
making  incorporated  in  the  act  of  1920  by  protecting 
the  genei'al  rate  level,  a  provision  was  included  granting 
the  Conamission  authority  to  prescribe  intrastate  rates 
when  necessary  to  remove  discrimination  against  inter- 
state commerce.  This  i:)rovision  has  been  broadly  inter- 
preted by  courts."' 

The  Decade  of  the  Twenties 
Return  to  Prosperity 

With  the  help  of  the  guaranty  period  provided  in 
the  Act,  and  the  earlj-  action  of  the  Interstate  Com- 
merce Commission  to  adjust  the  rate  level  to  the  new 
conditions,  the  carriers  managed  to  pass  the  diiRcult 
years  immediately  succeeding  the  war.  The  Commis- 
sion found  that,  considering  the  increases  in  expenses 
during  the  war  period  and  the  award  of  increased 
wage  rates  by  the  Labor  Board,""  increases  of  40  per- 
cent in  the  East,  25  percent  in  the  South,  35  percent 
in  the  West,  and  25  percent  in  the  Mountain  Pacific  area 
were  required  to  insure  the  fair  return  contemplated  by 
the  Act.^  Unfortunately  declining  price  levels  and  de- 
pressed business  activity  forced  reductions  of  rates  on 
various  agricultural  products,  in  part  accomplished  by 
orders  of  the  Commission,-  and  in  part  by  voluntary 
action  of  the  carriers.  At  length  the  Commission  insti- 
tuted a  general  rate  investigation  and  ordered  a  10- 
percent  reduction  on  all  commodities  which  had  not 
already  been  granted  similar  concessions.'' 

With  dwindling  revenues  the  carriers  sought  wage 


*  On  the  Labor  Board  soe  Wolf,  II.  \K,  The  Railroad  Labor  lioanl. 

*'230  U.  S.  352  (1913). 

"23  I.  C.  C.  "1  (1012)  ;  20.J  Fed.  ."SO,  301  (lOi::)  ;  2:;4  T'.  S.  .'Mi 
(inU). 

^Railroad  Coiiimiasion  of  Whconsin  v.  Cliioago,  liiirlint/tnti  d-  Qiiinry 
R.  R.  Co.,  257  U.  S.  563  (1922)  ;  United  States  v.  Louisiana,  200  U.  S.  70 
(1933)  ;  Florida  v.  United  States,  202  U.  S.  1  (1034). 

■*  See  MilliT,  Sidney  L.,  Railiiay  Transportation:  PrindiJlts  and  Point 
of  View,  pp.  S61-S62. 

^Increased  Rates.  1920.  58  I.  C.  C.  220,  246  (1020). 

=  Rates  on  Grain,  Grain  Products,  and  Hay.  64  I.  C.  C.  85  (1921).  In 
this  connection  the  1025  Hoch-Smith  Resolution  .should  also  be  consid- 
ered.    A  concise  discussion  is  in  I.ocklin.  op.  cit.,  pp.  25S-260. 

'^Reduced  Hates,  1922,  68  I.  C.  C.  676  11022). 


decreases,  and  appealed  to  the  Labor  Board  on  the 
grounds  of  inability  of  the  carriers  to  pay  existing 
scales  and  the  declining  cost  of  living.  The  Board 
ordered  a  reduction  of  about  12  percent  in  1921  and,  in 
the  following  year,  ordered  further  reductions  of  some 
13  percent  for  maintenance-of-way  and  shop  laborers 
and  certain  other  groups.  On  July  1  the  abortive  shop- 
mens'  strike  began  under  pressure  by  the  members.  It 
quickly  became  apparent  that  the  struggle  would  be 
lengthy  and  costly.  Violence  flared  at  a  number  of 
points  and  the  carriers  were  hampered  in  the  perform- 
ance of  transportation.  In  the  long  run,  however,  the 
shopmen  lost  the  strike  and  saved  only  the  wreckage 
of  their  organization. 

Tactless  handling  of  the  matter  by  the  Labor  Board,^ 
already  in  the  bad  graces  of  the  unions  by  reason  of 
its  willingness  to  revise  wage  rates  downward,  coupled 
with  an  outbreak  of  bitter  criticism  of  the  majority 
of  the  Board  by  the  labor  members,  paved  the  way 
for  its  later  downfall.^  The  Railway  Labor  Act 
of  1926  set  up  new  machinery  for  the  settlement  of 
disputes  which  continues  substantially  in  force  today." 
During  its  short  life  the  Board  rendered  a  signal  service 
in  facilitating  adjustment  during  a  difficult  period.' 

The  middle  twenties  were  a  period  of  relative  pros- 
perity for  the  railroads.  Traffic  grew  slowly  to  a 
marked  peak  level  in  1926,  fell  off  slightly,  and  again 
reached  high  levels  in  1929.  The  carriers  were  in  better 
condition  than  ever  before  to  handle  traffic  in  volume. 
Lines  had  been  rebuilt,  laid  with  heavier  rail,  bridges 
strengthened,  heavier  motive  power  installed,  and  im- 
proved car  equipment  purchased  in  large  quantities. 
Both  rolling  stock  and  plant  facilities  were  erected  on 
a  more  ample  scale  than  hitherto.  General  car  short- 
ages beoame  a  thing  of  the  past.  And  withal  there 
came  a  pronounced  increase  in  the  physical  efficiency 
of  the  railroad  plant  and  a  decided  improvement  in 
railroad  services. 

Consolidation 

The  consolidation  provisions  of  the  Act  of  1920  re- 
ceived early  and  continuing  attention.  Faced  with 
the  duty  of  preparing  a  plan  for  the  entire  country, 
the  Commission  appointed  Professor  W.  Z.  Ripley,  of 
Harvard  LTniversity,  to  study  the  problem  and  recom- 
mend a  plan  of  consolidation.'     His  report  was  pub- 


*  See  Healy,  op.  cit..  p.  340.  See  also  criticism  of  Chairman  Hooper 
in  Wolf.  op.  cit.,  pp.  375-377. 

^Miller,  op.  cit.,  p.  865. 

'  See  part  II.  section  VII,  of  this  report  tor  full  disicussion. 

'  One  student  of  the  matter  states  that,  though  the  Board  did  not  func- 
tion perfectly,  it  served  a  tremendous  purpose  by  reducini^  labor  conflict 
in  the  railroad  field  to  a  minimum.  He  doubts  that  another  plan  would 
have  succeeded  as  well.     Miller,  op.  cit.,  p.  871. 

'  See  Railroad  Combination  in  the  Eastern  Region,  Senate  Report  1182, 
part  2,  pp.  541-560. 
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lished  by  the  Commission,  which  also  announced  some 
changes  in  presenting  its  own  tentative  i^Ian."  The 
intention  apparently  was  to  stimulate  thinking  and 
discussion  in  prei^aration  for  early  revision. 

The  tentative  plan  ai'oused  a  storm  of  criticism  and 
brought  forth  many  proposals  from  the  carriers  them- 
selves. Kevisions  were  incorporated  and  a  "final  plan" 
announced  in  1929.^"  Subsequently  the  subject  was  re- 
opened at  the  instance  of  carriers  in  eastern  territory 
that  wished  to  have  a  four-system  plan  adopted  in  lieu 
of  the  original  five-system  plan  for  the  East.  This  prin- 
ciple was  accepted  by  the  Conimission  in  a  further  re- 
vision in  1932.'^  The  ditRculties  of  determining  a  plan 
were  such  that  the  Commission  repeatedly  sought  to  be 
relieved  of  the  duty,  but  this  was  not  accomplished  until 
1933. 

Meanwhile  carriers,  in  the  prosperous  twenties,  were 
vigorously  engaged  in  jockeying  for  position.  The  Bal- 
timore and  Ohio  proceeded  to  round  out  its  system  and  to 
secure  working  control  of  certain  properties  tentatively 
assigned  to  it  by  the  Commission.  After  obtaining  stock 
control  of  the  Western  Maryland  it  was  compelled,  how- 
ever, to  trustee  the  stock.  Meanwhile,  the  Delaware  and 
Hudson  had  been  attempting  to  build  a  new  trunk-line 
system,  and  the  Pennsylvania  was  busily  assuring  its 
control  of  the  Wabash  and  the  Lehigh  Valley." 

Of  chief  interest  and  significance  was  the  rise  of  the 
Van  Sweringen  system.  Springing  from  the  Nickel 
Plate,  into  which  the  Clover  Leaf  and  Lake  Erie  &  West- 
ern were  merged,  it  shortly  embraced  the  far-flung 
Chesapeake  &  Ohio,  Erie,  Pere  Marquette,  and  IMissouri 
Pacific  as  well  as  many  lesser  enterprises.  The  whole 
system  was  loosely  held  together  by  the  holding-com- 
pany device  and  was  constructed  with  comparatively 
little  financial  support  and  in  opposition  to  the  plan  of 
the  Commission."  Having  no  control  over  holding  com- 
panies the  latter  was  powerless  to  prevent  the  creation 
of  this  curious  system.  Its  history,  since  the  death  of 
the  Van  Sweringen  brothers,  has  been  one  of  slow 
disintegration. 

New  Competition 

While  the  railroads  were  enjoying  a  measure  of  pros- 
perity other  events  were  foreshadowing  difficult  times 
ahead.  The  development  of  new  competitors  on  the 
highways  and  waterways  was  moving  ahead  rapidlj'  and 
the  rail  carriers  were  not  ready  to  recognize  the  poten- 
tial dangers.     Not  until  the  intense  depression  begin- 


•  Ibid.,  pp.  561-573  ;  03  I.  C,  C.  455,  409  (19i;i). 

"159  I.  C.  C.  522  (1929). 

"1S5  I.  C.  C.  403  (1932). 

"'  Healy,  op.  cit.,  10-20,  :;0:!. 

"  Hearings  Before  Subcommittee  of  the  Committee  on  Interstate  Com- 
merce Pursuant  to  Senate  Resolution  71,  74th  Cong.,  pt.  1,  General 
Detcription  o/  AUeghanu  Svatem,  103(; 


ning  in  1930  did  the  full  force  of  the  new  competition 
become  apparent. 

The  World  War  period  had  seen  the  opening  of  the 
Panama  Canal.  Its  important  advantages  to  ocean 
trade,  arising  from  the  shortening  of  many  heavily  trav- 
eled ocean  routes,  are  well  known.  The  presence  of  the 
canal  also  facilitated  the  intercoastal  business  previ- 
ously carried  on  around  the  Horn  or  by  transfer  to  land 
movement.  A  surplus  of  seagoing  vessels  in  United 
States  ownership  after  the  close  of  the  war  enabled 
numerous  intercoastal  operations  via  the  canal  to  be- 
come established  at  small  capital  cost.  They  were  able 
to  offer  rates  considerably  under  the  rail  rates  and  to 
bid  for  business  over  a  large  hinterland  back  of  the 
ports.  In  this  fashion  a  large  traffic  was  diverted  from 
the  railroads  and  new  business  was  built  up.  The  inter- 
coastal route  quickly  attracted  a  surplus  of  tonnage, 
and  the  maintenance  of  stable  rates  at  a  level  suf- 
ficient to  sustain  the  carriers  has  been  difficult.  Since- 
the  movement  is  predominantly  eastbound,  most  severe 
comjjetition  has  arisen  in  the  attempt  to  secure  west- 
ward cargoes. 

In  the  early  1900's  the  automobile  had  appeared  in  the 
United  States,  and  by  1916  it  was  serving  as  a  public 
carrier  in  the  passenger  business,  threatening  the  street 
railway  with  serious  competition.  During  the  late 
years  of  the  World  War  the  possibility  of  intercity 
freight  transport  by  motor  truck  was  demonstrated. 
Regular  services  between  New  York  and  Philadelphia 
were  begun  and  private  operations  were  conducted 
over  distances  as  great  as  400  miles. 

The  multiplication  of  motor  vehicles  necessitated  the 
rapid  extension  of  good  roads.  In  the  post-war  period 
private  automobile  ownership  and  use  increased  with 
striking  rai^idity,  producing  the  greatest  growth  in 
passenger  transport  ever  experienced.  The  appeal  of 
automobile  transport  has  led  to  the  expenditure  of  as 
much  as  $10,000,000,000  in  a  single  year  on  private 
I^assenger  transjjort,  fi\Q  times  as  much  as  has  ever  been 
spent  annually  on  all  other  types  of  passenger  transport 
combined.  The  growth  of  automobile  ownership  created 
a  vast  amount  of  new  travel.  It  also  made  substantial 
inroads  on  steam  railroad  passenger  service,  produced 
the  speedy  downfall  of  the  interurban  electric  railway, 
and  seriously  affected  urban  transport. 

Truck  and  bus  operations  in  common,  contract,  and 
private  carriage  were  well  under  waj'  by  1926  and,  at 
the  advent  of  the  depression,  had  begun  to  make  their 
effects  felt.  The  flexibility  of  the  motor  vehicle  enabled 
a  speedier,  more  complete,  and  personalized  service, 
which  became  popular  with  many  shippers  and  trav- 
elers. In  the  passenger  business  more  frequent  sched- 
ules were  possible  at  lower  rates  than  the  railroads  were 
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willing  to  offer.  Motor  transportation,  therefore,  grew 
rapidly. 

Increasing  higliway  traffic  produced  a  new  set  of 
problems  requiring  early  solution.  Since  the  construc- 
tion and  maintenance  of  highways  were  largely  at  the 
expense  of  government  units,  it  was  found  necessary  to 
introduce  regulations  of  motor  vehicle  sizes  and  weights. 
The  problem  of  financing  gave  rise  to  the  necessity  of 
devising  systems  for  taxing  motor  vehicles.  Finally, 
agitation  for  regulation  of  motor  carriers  by  the  Federal 
Government  culminated  in  the  Motor  Carrier  Act  of 
1935." 

Aviation  owes  its  commercial  success  to  developments 
following  the  stimulus  of  the  World  War.  The  estab- 
lishment of  air-mail  services  by  the  Government  demon- 
strated the  possibility  of  reliable  day  and  night  service. 
Wlien,  after  1926,  encouragement  was  given  to  private 
operators  the  business  began  to  expand  considerably. 
The  last  decade  has  been  one  of  phenomenal  advances 
in  equipment,  operating  methods,  and  extent  of  opera- 
tions. With  the  stimulus  likely  to  result  from  the  pres- 
ent war,  aviation  apjjears  to  be  on  the  threshold  of  far- 
reaching  developments. 


"These  developments  will  be  explored  at  length  In  later  sections  of 
this  study. 


A  Dynamic  Industry 

The  history  of  the  development  of  transportation 
emphasizes  the  effects  of  important  teclinological  ad- 
vances upon  the  transport  industry  and  upon  the  na- 
tional economy.  Improvement  in  transportation  has 
always  been  closely  associated  with  advances  elsewhere 
in  the  industrial  structure.  Improvements  in  transport 
frequently  arose  from  developments  in  the  industrial 
field,  which  in  turn  were  greatly  stimulated  by  subse- 
quent apjilication  in  transport.  The  multiplicity  of 
recent  developments  gives  assurance  of  even  less  stabil- 
ity in  the  near  future  than  in  the  past,  and  emphasizes 
the  serious  problem  of  effecting  transitions  which  may 
portend  the  displacement  of  considerable  segments  of 
the  transport  industry. 

The  rapid  decline  in  business  activity  plus  the  diver- 
sion of  traffic  to  competing  agencies  had,  by  1932,  cut 
railroad  traffic  in  half.  The  resulting  "railroad  prob- 
lem", temporarily  obscured  by  the  defense  effort,  is  still 
with  us.  Subsequent  sections  will  show  what  efforts 
have  been  made  to  meet  the  problems  existing  in  the 
transportation  field,  what  success  has  been  achieved, 
what  things  remain  undone,  and  what  can  be  done 
toward  the  early  improvement  of  transport  conditions. 
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Transportation  is  performed  in  this  country  by  sev- 
eral types  of  media,  and  services  are  offered  by  common, 
contract,  and  private  carriers.  Facilities  are  provided 
for  movement  by  railway,  waterway,  highway,  airway, 
and  pipe  line.  Tlieir  extent  and  distribution  can  best 
be  appreciated  by  examination  of  the  accompanying 
maps. 

The  distribution  of  traffic  by  the  various  modes  of 
transportation  for  the  years  1916  and  1939  is  presented 
in  table  1.  Figures  3  and  4  illustrate  this  situation  in 
New  England.  A  comparison  of  the  two  years  reveals 
the  especially  rapid  growth  of  highway  and  airway 
ti  ansportation  during  the  intervening  period. 

Railway  Transportation 

Physical  Facilities 

The  vast  network  of  railway  lines  covering  the  United 
States  is  shown  in  figure  1.  The  mileage  of  railways 
reporting  to  the  Interstate  Commerce  Commission  as 
sliown  in  table  2  consists  chiefly  of  lines  operated  by 

Table  1. — Estimated  Inland  Inte>'city  Traffic  iy  Type  of  Carrier, 
1916  and  19S9 


Freight  ton-miles  ' 

Passenger-miles  • 

Type  of  carrier 

1916 
(mU- 
lions) 

Per- 
cent 
of 
total 

1939 
(mU 
lions) 

Per- 
cent 
of 
total 

1916 
(mil- 
lions) 

Per- 
cent 
of 
total 

1939 
(mil- 
lions) 

Per- 
cent 
of 

total 

Railways _ 

367, 267 

77.2 

336, 100 

62.6 

42,045 

98.0 

23.- 669 

8  6 

Steam 

366, 173 
1,084 

'87,833 

> 82. 377 
'5,456 

77.0 
.2 

335,375 
725 

62.5 
.1 

36,220 
» 6. 825 

82.1 
16.9 

22,  713 
956 

8  3 

Electric. 

.3 

Inland  waterways. 

18.4 

96,249 

17.9 

'864 

2.0 

'  1,  486 

.5 

Great  Lakes 

17.3 
1.1 

76,312 
19,  937 

14.2 
3.7 

'377 
'487 

.9 
1.1 

'798 
'688 

3 

Rivers  and  canals... 

.2 

Petroleum    trunk    pipe 
lines          .... 

'21,000 

4.4 

'50,996 

9.5 

Crude 

'21,000 
None 
(') 

4.4 

'47,123 

3,872 

'  53,  400 

"  11 

8.8 

.7 

10.0 

0.0 

Refined 

'(■) 



248.  859 
678 

90  7 

.2 

Total,  all  carriers.. 

476. 090 

100.0 

536,  766 

100.0 

42,909    100.0|274,692 

100.0 

«  Freight  ton-miles  include  estimated  ton-miles  of  private  operators  on  waterway 
and  highways.  Passenger-miles  include  estimated  passenger-miles  in  private  auto 
mobiles  on  highways. 

'  Estimated. 

e  Negligible. 

*  Freight  ton-miles  on  airways  include  mail  and  e.xpress. 

Source:  Railway  figures  based  on  data  obtained  from  the  Interstate  Commerce 
Commission.  Inland  waterways  figures  based  on  data  from  the  Chief  of  Enginetrs 
United  States  Army.  Petroleum  pipe-line  estimates  are  based  on  Interstate  Com 
merce  Commission  data  increased  to  include  pipe  lines  not  reporting  to  the  Commis 
sion.  Highway  estimates  are  based  on  data  from  the  Interstate  Commerce  Com 
mission  and  from  the  Bureau  of  Public  Roads,  Airway  data  were  obtained  from 
the  Civil  Aeronautics  Administration. 


'  Consultants,  National  Resources  Planning  Board.    The  authors  have 
been  assisted  in  the  preparation  of  this  section  by  Doris  L.  Whitnack. 


steam  railroads  but  also  includes  data  for  some  inter- 
urban  electric  railways.  It  does  not  include  mileage  for 
interurban  lines  not  reporting  to  the  Interstate  Com- 
merce Commission  or  for  city  street  railways.  This  rail 
network  was  operated  in  1939  by  852  individual  steam 
and  electric  railway  companies  reporting  to  the  Inter- 
state Commerce  Comjnission.  Of  the  total  number  of 
steam  railroads,  167  were  classified  by  the  Commission 
as  Class  I  roads,-  including  132  line-haul  and  35  switch- 
ing and  terminal  railroads ;  291  were  classified  as  Class 
II  railroads ;  ^  293  were  Class  III ;  *  and  the  remaining 
101  were  unclassified.  Eleven  electric  railways  were 
Class  I  roads.  Further  classification  of  the  operating 
steam  railroads  in  1939  is  shown  in  table  3. 

Included  in  this  steam  and  electric  system  of  intercity 
railways  is  the  Pullman  Company,  which  operates  sleep- 
ing and  parlor  cars  over  all  of  the  large  railroads,  and 
the  Railway  Express  Agency,  Inc.,  which  operates  its 
express  service  chieflj'  in  railroad-owned  cars  over  the 
principal  lines.  Data  relating  to  the  rolling  stock  of 
this  system  on  December  31,  1939,  are  shown  in  table  4. 

Table  2. — Miles  of  Railway  in  the  United  States,  Dec.  31,  1939 


Type  of  railway 

First  main 
track 

Additional 
main  track 

Yard  tracks 
and  sidings 

Total  track 

233,685 
3,951 

35,042 
621 

115,920 
950 

384,547 

Electric  *  . 

5,522 

Total 

237,  536 

35,663 

116,870 

390,069 

«  Excludes  street  railways. 

Source:  Interstate  Commerce  Commission,  Statistics  of  Railuays  in  the  United 
States,  1939.  To  avoid  duplication,  this  table  excludes  miles  operated  under  trackage 
rights  which  are  reported  by  the  owning  railroad. 


Table   3.- 


-Nuniber   of   Steam   Railway    Operating   Companies 
and  Miles  of  Track  Operated,  Dec.  31, 1939 


Type  of  operating 
company 

Line-haul 

Switching  and  ter- 
minal 

Total 
number 
of  com- 
panies 

Total 
miles 
of  all 
track 

Nimiber 
of  com- 
panies 

Miles  of 
aU  track 

Number 
o(  com- 
panies 

Miles  of 
all  track 

All  companies 

Class  I. 

631 
132 
187 
222 
90 

409, 468 

391,  436 

12,  797 

4,118 

1,U8 

221 
35 

104 
71 
11 

7,406 

4,519 

2,624 

312 

51 

852 
167 
291 
293 
101 

416,874 
395, 954 

Class  II- 

15,321 

Class  III  -  . 

4,430 

Not  classified 

1,169 

Source:  Interstate  Commerce  Commission,  ■'Statistics  of  Railways  in  fAe  United 
Slates,  1939.  These  railroads  operated  248,040  miles  of  first  main  track.  If  trackage 
rights  are  excluded  this  figure  is  reduced  to  233, .^85  miles. 


- 1,  e.,    railroads  having  total    revenues    in    excess   of   $1,000,000    per 
annum. 

2  Revenues  between  $1,000,000  and  $100,000  per  annum. 
'Revenues  under  $100,000  per  annum. 
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Table  4. — Rolling  Stock  on  the  Railways,  Dec.  31,  1030 


Tyijc  of  equipment 


Number  of  locomotives,  steam  railways  ' 

Freight-train  cars: 

Steam  railways. 

Private  car  lines. 

Express  companies 

Passenger-train  cars: 

Steam  railways 

Pullman  Company ._- -.. 

Company  service  cars,  steam  railways 


1939 


45, 172 

1,  702,  968 

281, 186 

237 

38. 977 

7,052 

77, 077 


•  Average  tractive  power  of  steam  locomotives  on  line-haul  railways  was  50,395 
pounds. 

Source:  Interstate  Commerce  Commission,  Statistics  of  Railways  in  the  United 
States,  1939. 

As  of  1937  the  value  for  rate-making  purposes  of  this 
system,  exchiding  the  Pullman  Compan}',  was  approxi- 
mately 21  billion  dollars.'  In  addition  the  properties 
of  the  Pullman  Company  were  allowed  a  valuation  of 
150  million  dollars  in  Increased  Pullnmn  Fares  and 
Charges,  1037.^ 

Railway  Traffic 

The  trends  of  railroad  freight  and  passenger  traffic 
during  the  period  1915  to  1939  are  shown  in  figure  2. 
This  chart  is  constructed  on  a  logarithmic  scale  and  em- 
phasizes rates  of  change,  rather  than  absolute  changes. 
It  will  be  observed  that  the  rapid  growth  of  freight 
traffic  ceased  during  the  twenties  and  that,  as  a  result 
of  the  growth  of  private  automobile  use  and  a  back- 
ward rate  policy,  an  early  decline  in  passenger  trans- 
port set  in  which  was  not  reversed  until  1934.  The 
loss  of  short-haul  business  is  indicated  by  the  slightly 
slower  decline  of  ton-miles  than  of  tonnage. 

Freight  service  has  been  substantially  improved  in  an 
effort  to  meet  motor-carrier  competition  and  to  satisfy 
the  needs  of  users  for  inventory  curtailment  by  reliance 
upon  transportation  agencies  for  quick  replacement. 
Schedules  have  been  speeded  up  between  all  important 
points,  universal  pick-up  and  delivery  services  for  less- 
than-carload  freight  are  now  available,  and  special  con- 
tainer and  similar  coordinated  arrangements  are  numer- 
ous. Refrigeration  service  has  been  improved  and  new 
equipment  has  been  devised  to  reduce  loss  and  damage 
in  transit.  Meanwhile  rate  adjustments  have  aided  in 
placing  raih'oad  service  on  a  more  favorable  basis  in 
competition.  Gradual  modernization  of  plant  and  roll- 
ing stock  have  resulted  in  operating  economies  as  well 
as  service  improvement. 

Passenger  service,  too,  has  been  considerably  improved 
during  the  past  10  years,  both  with  respect  to  equipment 
and  to  the  speed  of  many  trains.  The  most  notable  im- 
provements in  equipment  have  been  air-conditioning  of 
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most  through  trains  and  the  construction  of  new,  attrac- 
tive, and  comfortable  day  coaches.  In  addition,  many 
Diesel-jDowered,  streamlined  trains,  operating  at  high 
speeds,  have  been  introduced.  These  improvements,  ac- 
companied by  substantial  rate  reductions,  have  helped 
bring  about  a  reversal  in  the  declining  trend  in  pas- 
senger traffic. 

Traffic  Density 

In  order  to  portray  the  flow  of  traffic  by  the  different 
types  of  transport  facilities,  several  charts  have  been 
prepared  showing  the  relative  flow  of  traffic  on  these 
facilities.  In  these  charts  the  width  of  the  line  over 
the  different  routes  indicates  the  relative  density  of 
liaffic  expressed  in  the  number  of  tons  per  day  for  freight 
tiaffic  and  passengers  jier  day  for  passenger  traffic. 

Figure  3  shows  the  proportions  of  freiglit  traffic  in 
southern  New  England  moving  by  railway,  highway, 
waterway,  and  pipe  line.  Figui'e  4  serves  a  similar 
purpose  for  passenger  traffi?.  For  the  purpose  of  this 
chart  the  freight  traffic  on  the  Boston  and  Albany  and 
the  Boston  and  Maine  between  the  New  York  State 
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Line  and  Boston  marked  by  a  dotted  line  on  figure  3 
has  been  combined  in  one  line.  The  waterway  freight 
traffic  shown  on  figure  3  represents  chiefly  domestic 
coastal  or  intercoastal  traffic  received  and  shipped  at 
New  England  ports  and  passing  through  the  Cape  Cod 
Canal.  The  greater  part  of  this  traffic  was  in-bound 
coal  and  jjetroleum  products. 

These  charts  demonstrate  clearly  that  the  railroads 
still  constitute  the  backbone  of  the  country's  inland 
transportation  system  for  freight,  but  that  there  has 
been  a  tremendous  change  in  the  travel  habits  of  the 
American  people  which  lias  shifted  the  bulk  of  passen- 
ger transportation  from  the  railways  to  the  highways. 
Railroad  commutation  travel  still  is  heavy  to  and  from 
such  large  centers  as  New  York  and  Boston,  although 
even  a  large  part  of  this  travel  has  been  lost  to  the 
private  automobile.  Railroad  througli  travel  between 
large  cities  is  also  still  heavy.  Travel  by  airway,  meas- 
ured by  its  density,  appears  relatively  unimportant 
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but  compared  with  ti'avel  in  railroad  sleeping  and  par- 
lor cars  is  of  growing  significance. 

Figure  5  shows  the  flow  of  railroad  freight  traffic 
in  the  Great  Lakes  region,  one  of  the  principal  centers 
of  industrial  activity  in  the  United  States.  The  source 
uf  these  statistics  was  the  copyrighted  Copeland's  Den- 
sity Charts  and,  in  order  not  to  disclose  the  identity 
of  individual  railroads,  the  flow  of  traffic  was  shown 
Ijy  groups  of  two  or  more  railroads  through  the  principal 
traffic  areas  or  gateways  in  the  territory.  The  chart 
shows  the  flow  of  traffic  in  and  out  of  Chicago  and 
between  Chicago  and  St.  Louis  and  the  eastern  gate- 
ways of  Buff'alo  and  Pittsburgh  and  in  addition  the 
flow  of  traffic  over  the  Canadian  lines  through  Toronto. 
Figure  6  shows  the  flow  of  railroad  traffic  between  the 
Ohio  River  and  the  Lakes  ports,  which  was  too  heavy 
to  .show  on  figure  5.  The  ports  and  the  railroads  serv- 
ing them  have  also  been  grouiDed  on  this  cliart  to  avoid 
disclosing  the  tonnage  of  individual  companies. 


RAILROAD  OWNED   FREIGHT  CAR    SUPPLY    AND  GAR    LOADINGS, 
BY    MONTHS,   JANUARY    1929    TO    SEPTEMBER    1940 
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Present  Utilization  of  the  Railway  System 

111  analyzing  the  capacity  of  the  railways  for  freight 
service  under  present  operating  conditions,  it  is  nec- 
essary to  distinguish  between  line-haul  and  terminal 
operations.  By  line  haul  is  meant  the  movement  be- 
tween the  terminal  at  which  the  car  is  loaded  or  re- 
ceived from  connections  and  the  terminal  at  which 
it  is  unloaded  or  delivered  to  connections.  The  ca- 
pacity of  an  individual  railroad  for  handling 
traffic  usually  is  not  limited  by  line-haul  operating  con- 
ditions but  by  its  terminal  facilities  and  operating 
practices.  When  two  or  more  railroads  handle  a  ship- 
ment, considerable  time  is  lost  in  interchange  and  the 
total  terminal  delay  usually  is  greater  than  when  the 
shipment  is  handled  by  one  railroad  from  origin  to 
destination.  Delays  and  congestion,  except  temporary 
delays  due  to  accidents,  occur  chiefly  at  terminals. 
These  terminal  delays  and  congestion  not  only  absorb 
the  car  supph^  but  cause  reports  of  shortage  and  of 
apparent  inability  of  the  railroads  to  handle  the  traffic. 
It  should  be  noted  that  there  has  been  no  general  car 
shortage  since  1923,  though  scattered  local  shortages 
have  appeared  in  times  of  pressure. 

Table  5. — Average  Distribution  of  Time  of  Typical  Movement  of 
Loaded  Freight  Car  Betioeen  Railroads  and  Shippers,  1933 


Hours 

Percent  of 
total 

Total  railroads    

76 
23 
53 
68 
121 
144 

53 

16 

Terminals,  including  intermediate  yards 

37 

Shippers 

47 

Total  terminals  (railroads  and  sbippers) 

84 

100 

Source:  Federal  Coordinator  of  Transportation,  Freight  Traffic  Report,  appendix 
IV,  p.  U  1936. 

The  relative  importance  of  terminal  delays  in  the 
movement  of  freight  by  rail  was  shown  in  a  study  pre- 
pared by  the  Federal  Coordinator  of  Transportation. 
The  average  distribution  of  the  time  of  a  loaded  freight 
car  from  placement  for  loading  until  release  by  the 
consignee  is  shown  in  table  5.  For  an  average  haul  of 
376  miles  the  train  speed  averaged  16  miles  per  hour. 
Only  16  j^ercent  of  the  time  was  spent  in  line  haul ;  the 
remaining  84  percent  was  spent  in  the  terminals,  includ- 
ing intermediate  yards.  A  large  part  of  the  delay  at 
terminals  was  caused  by  the  tendency  of  many  shippers 
to  use  cars  for  temporary  storage.  Even  if  unnecessary 
delay  on  the  part  of  shippers  in  loading  and  unloading 
cars  could  be  eliminated,  the  time  consumed  by  the  rail- 
roads in  switching  cars  between  the  train  yards  and  the 
shippers'  plants  and  in  making  up  trains  in  the  yards 
IS  often  excessive. 

Allowance  should  be  made  for  terminal  delays  grow- 
ing out  of  present  operating  practices.     In  an  emergency 


these  delays  could  be  reduced  or  eliminated  by  joint 
action  of  the  railroads  themselves  with  a  resultant 
increase  in  the  capacity.  With  this  terminal  situation 
ill  mind,  the  record  of  cars  handled  by  the  railroads  may 
be  examined  in  order  to  determine  what  part  of  total 
capacity  of  the  railroad  plant  is  used  under  present 
operating  methods. 

The  best  statistics  for  this  purpose  are  the  reports 
of  cars  of  revenue  freight  loaded  weekly,  issued  by  the 
Association  of  American  Railroads.  Carloadings  for 
the  years  1929, 1930, 1932,  1937,  1939,  1940,  and  1941  are 
plotted  on  figure  7  and  the  relation  between  these  car 
loadings  and  the  freight  car  supply  for  selected  years 
between  1929  and  1940  is  shown  by  figure  8.  Weeldy 
carloadings  are  not  uniform  throughout  the  year ;  heavi- 
est loadings  occur  in  August,  September,  and  October 
and  these  peaks  are  well  above  secondary  peaks  in  the 
balance  of  the  year.^  The  highest  week  during  the  6 
years  was  that  ending  September  30,  1929,  when  1,203,- 
139  cars  were  loaded.  The  only  week  during  which  this 
record  has  been  exceeded  was  that  ending  October  28, 
1926,  when  1,208,876  cars  were  loaded.  The  peak  week 
for  each  of  the  6  years  is  given  in  table  6. 

Table  6. — Peak  Week  of  Railroad  Car  Loadings  for  Selected 
Years,  1929  to  1940 


Year 

Week  end- 
ing- 

Revenue 
cars  loaded 

Percent 
of  1929 

1929 

Sept.     30 
.Sept.       2 
Oct.       14 
Sept.     30 
Oct.       21 
Oct.       26 
Oct.       18 

1,203,139 
984,  510 
649,690 
843.  861 
856,289 
837. 651 
922,884 

100 

1930       ..     

82 

1932                          

54 

1937 

70 

1939         

71 

1940 

70 

1941          

77 

Source:  Association  of  American  Railroads,  Car  Service  Division,  Weekly  Reports 

on  Carloadings. 

The  peak  week  of  carloading  since  the  bottom  of  the 
depression  in  1932  was  that  ending  October  18,  1941, 
when  922,884  cars  were  loaded.  This  loading,  however, 
was  only  77  percent  of  the  loading  in  the  peak  week  of 
1929.  If  the  question  of  adequate  locomotive  and  car 
equipment  is  temporarily  ignored  the  foregoing  com- 
parison of  the  number  of  cars  loaded  in  the  peak  week 
of  1929  and  the  peak  weeks  of  1937,  1939,  and  1940  in- 
dicates considerable  surplus  capacity  so  far  as  the 
permanent  tracks  and  structures  are  concerned. 

With  respect  to  rolling  stock,  a  comparison  of  the 
number  and  capacity  of  locomotives  and  cars  on  Class  I 
railroads  on  December  31, 1929  and  1939,  and  the  traffic 
requirements  for  those  years  is  given  in  tables  7  and  8. 
Data  in  table  7  indicate  that  the  number  of  locomotives 
and  freight  cars  decreased  from  1929  to  1939  by  about 

'One  of  the  railroads'  prciblems  is  to  put  tlicir  locomotives  and  cars 
iu  shape  during  the  lighter  traffic  months  to  handle  these  peaks. 
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the  same  percent  as  the  traffic  shown  in  table  8.  On  the 
other  hand,  there  has  been  a  substantial  increase  in  the 
average  tractive  effort  of  locomotives  and  average  ca- 
pacity of  cars  through  retirement  of  the  older  and  lighter 
units.  Furthermore,  the  average  haul  per  ton  originated 
on  tlie  railways  taken  as  a  system  has  increased  10.8 
percent.  Although  the  capacity  of  the  railroad  plant  is 
now  below  that  in  1929  on  account  of  a  reduction  in 
rolling  stock,  it  is  somewhat  above  the  peak  require- 
ments of  1939  and  1940.  Additional  cars  were  purchased 
for  1941  delivery  and  a  substantial  reduction  has  been 
made  in  the  number  of  bad  order  cars. 


Table  8. — Trafflo  on  Class  I  Railways,  December  31,  1929  and 

1939 


Table  7. 


-Numbers  and  Capacity  of  Rolling  Stock  on  Class  I 
Railways  December  31,  1929  and  1939 


All  locomotives number. _ 

Steam.. do 

Aggregate    tractive    power, 

thousands  of  pounds 

.\verage    tractive    power, 

pounds 

Other. number.. 

Freight  train  carS- do 

Aggregate  capacity tons.. 

Average  capacity do 

Passenger  train  cars number.. 

Railroad  owned do 

Pullman .. do 


Dec.  31, 

Dec.  31, 

1939 

1929 

42,  511 

57,  511 

41, 117 

56,  936 

2,  072,  110 

2,  550,  813 

60,  395 

44,801 

1,394 

635 

1,  671,  712 

2,306,804 

82,  001,  557 

105, 410,  586 

49.7 

46.3 

45,  479 

61,  728 

38.  427 

52.  259 

7,052 

9,469 

Increase  or  decrease 


Amount      Percent 


-15,000 

-15,819 

--478,703 

4-5,  594 

+759 

-635,  092 

23,  409,  029 

4-3.4 

-16,249 

-13,832 

-2,417 

-26.1 
-27.8 

-18.8 

-1-12.5 
4-119.5 
-27.5 
-22.2 
-1-7.3 
-26.3 
-26.5 
-25.5 


Source:  Compiled  from  Interstate  Commerce  Commission,  Statistics  of  Railways 
in  the  United  States,  1939. 

The  passenger  -traffic  of  the  railways  has  declined  so 
seriously  since  1929  that  there  has  been  little  difficulty 
in  handling  all  traffic  offered.  Although  the  downward 
trend  of  traffic  has  been  reversed  by  business  reco\ery 
and  improved  service,  there  is  no  indication  that  the 
railroads  are  approaching  their  capacity  for  handling 
of  passenger  traffic  except  over  holiday  week  ends.  On 
the  other  hand,  substantial  increases  in  troop  move- 
ments to  and  from  cantonments  and  in  military  maneu- 
vers may  cause  a  sevei'e  shortage  of  passenger  equip- 
ment. Passenger-miles  in  1918  were  23  percent  over 
1916,  while  in  1919  they  were  34  percent  over  1916, 
largely  as  a  result  of  troop  movements. 

Highway  Transportation 
Highway  Facilities 

The  Nation's  highway  facilities  comprise  a  network 
of  about  3,270,000  miles  of  surfaced  and  unsurfaced 
roads,  streets,  and  alleys.  This  total  is  made  up  of 
2,990,000  miles  of  intercity  highways  (including  25,000 
miles  of  transcity  connections  of  intercity  highways) 
and  approximately  279,000  miles  of  local  streets  and 
alleys.  In  table  10  higliways  are  classified  by  control 
agencies  and  types  of  surface  as  of  the  end  of  1940. 

The  backbone  of  intercity  highway  transportation  is 
the  Federal-aid  highway  system.  In  May  1941  it  com- 
prised 231,510  miles.     Figure  9  shows  the  Federal-aid 


Increase  or  decrease 

Dec.  31, 
1939 

Dec.  31, 
1929 

Amount 

Percent 

Freight  traffic: 

Revenue  tons  originated 

thoiisands-. 

901,  669 

1,  339,  091 

-437, 422 

-32.7 

Revenue  tons  carried do 

1,636.215 

2,  451,  601 

-815,  386 

-33.3 

Revenue  ton-miles. -do 

333,  438,  412 

447,  321,  561 

-113,883,149 

-25.5 

.\verage  haul  per  ton  originated 

miles. . 

370 

334 

4-36 

4-10.8 

Average  haul  per  ton  carried 

do.. 

204 

182 

4-22 

4-12.1 

Carloadings weekly  peak.. 

861,<98 

1,  203,  139 

-341,941 

-28.4 

Passenger  traffic: 

Passengers  carried. thousands  ». 

450,  372 

780,  468 

-330.096 

-42.3 

Commutation do 

231.  126 

457,  617 

-226,  491 

-49.5 

Other do.-.. 

219.  913 

321.  449 

-101.536 

-31.6 

Passenger-miles millions". 

22,  651 

31,  074 

-8.423 

-27.1 

Commutation do 

4.012 

6,898 

-2.886 

-41.8 

Other .-.do-... 

18,645 

24,180 

-5,  535 

-22.9 

Average  journey  per  passenger  per 

railroad-. .miles.. 

60.3 

39.8 

4-105 

4-26.4 

Commutation.. .do 

17.4 

15.1 

4-23 

4-15.2 

other.. do 

84.8 

75.2 

4-96 

4-12.8 

"The  total  does  not  exactly  equal  the  sum  of  "commutation"  and  "other"  as  the 
latter  items  are  taken  from  monthly  reports  which  include  some  system  retimis. 

Source:  Compiled  from  Interstate  Commerce  Commission,  Statistics  of  Railways  in 
the  United  States,  1939,  and  .Association  of  .American  Railroads,  Statistics  of  Railways 
of  Class  I.  United  States  (1926-1939). 

highway  system  as  of  January  1,  1939.  It  is  estimated 
that  56  percent  of  the  rural  vehicle-miles  are  made  on 
the  Federal-aid  system.* 

The  progress  in  surfacing  rural  roads  in  the  United 
States  from  1921  to  1940  is  shown  in  table  9.  Whereas 
only  13  percent  of  all  rural  roads  were  surfaced  in  1921. 
45  percent  were  surfaced  in  1940. 

The  estimated  depreciated  investment  in  highway  fa- 
cilities and  vehicles  as  of  January  1,  1940,  is  shown  in 
table  11. 

Table  9. — Prorfress  in  Surfacing  of  Rural  Road  Mileage  in  the 

United  States,  Selected  Years,  1921  to  191,0 

THOUSANDS  OF  MILES 


"1921 

"1931 

M940 

2,925 
203 

203 

3,036 
374 

329 

45 

2,662 

830 

258 

243 

15 

572 

2.965 

539 

Primary  and  secondary  State  high- 

423 

Countv  roads  under  State  control- 

116 

2,722 
387 

84 

84 

2,426 

Surfaced  rural  road  mileage      

1,328 

425 

Primary  and  secondary  State  high- 
ways 

370 

55 

County  and  local  roads 

303 

903 

PERCENTAGES 


Percentage  of  rural  road  mileage  .surfaced... 

Roads  under  State  control  - 

Primary  and  secondary  State  high- 
ways. .   - 

County  roads  under  State  control 

County  and  local  roads.. 


13 

27 

41 

69 

41 

74 

33 

11 

21 

45 
79 

87 
47 
37 


"  In  these  years  special  surveys  of  county  and  local  road  mileage  were  made  cover- 
ing all  counties. 

'  Estimates  based  on  planning  survey  reports  and  other  statistical  data.  See 
table   10. 

«  Reduction  of  county  and  local  road  mileage  shown  for  1937  reflects  influence  of 
planning  survey  road  inventories  in  eliminating  roads  not  actually  in  use. 

Source:  Federal  Works  Agency,  Public  Roads  .Administration. 


«  Hearings  before  the  Committee  on  Roads,  on  H.  R.  7f  91,  1940.  p.  194. 
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Table  10. — Eslnnaled  Mileage  of  Roads,  Streets,  and  Alleys  by  Class  of  Control  and  by  General  Surface  Types,  1940 


Unsurfaced 

Surfaced 

Class  of  control 

Total,  all  types 

Total 

Unimproved 

Graded  and 
drained 

Total 

Nondustless 
surface-treated 
and  mi.xed  bitu- 
minous « 

Dustless  gravel, 
stone,  and  sta- 
bilized soil  ^ 

Paved  ' 

Thou- 
sands of 
miles 

Per- 
cent all 
classes 
of  con- 
trol 

Thou- 
sands of 
miles 

Per- 
cent all 
t>Tes  of 
surface 

Thous- 

sands  of 

miles 

Per- 
cent all 
t>-pes  of 
surface 

Thou- 
sands of 
miles 

Per- 
cent all 
types  of 
surface 

Thou- 
sands of 
miles 

Per- 
cent all 
types  of 
surface 

Thou- 
sands of 
miles 

Per- 
cent all 
types  of 
surface 

Thou- 
sands of 
miles 

Per- 
cent all 
types  of 
surface 

Thou- 
sands of 
miles 

Per- 
cent all 
types  of 
surface 

Rural  roads; -^ 

Roads  under  State  control:  * 

Primary  State  highways 

Secondary  State  highways 

County   roads    under    State 
control 

• 

336 
88 

116 

10.3 
2.7 

3.5 

29 
24 

61 

8 
27 

52 

15 

7 

26 

4 

8 

22 

14 

17 

35 

4 
19 

30 

306 
64 

55 

92 
73 

48 

126 
21 

7 

38 
24 

6 

54 
33 

46 

16 
38 

40 

126 
10 

2 

38 
11 

2 

Total    

539 
2,426 

16.5 
74.2 

114 
1,523 

21 
63 

48 
936 

9 
39 

66 
587 

12 
24 

426 
903 

79 
37 

154 
102 

28 
4 

133 
748 

25 
31 

138 
63 

Cnimty  find  lopal  rnads!  / 

2 

Total  rural  roads  f 

2,965 

90.7 

1,637 

55 

984 

33 

653 

22 

1,328 

45 

266 

9 

881 

30 

191 

6 

City  and  village  streets  and  alleys  : » 
Transcity   connections   of   State 

25 
279 

.8 
8.5 

IC») 
76 

25 
203 

100 
73 

5 
44 

20 
16 

1 
84 

4 
30 

19 
75 

27 

27 

Tn*n,l  (strppts  and  Allpys 

304 

9.3 

76 

25 

228 

76 

49 

16 

85 

28 

94 

31 

Total  roads,  streets,  and  alleys__ 

3,269 

100.0 

1,713 

52 

1,556 

48 

305 

9 

966  1          30 

285 

9 

«  Includes  dustless  surfaces  of  low  and  intermediate  bituminous  types. 

*  Includes  all  nondustless  surfaces. 

'  Includes  bituminous  penetration,  bituminous  concrete,  sheet  asphalt,  Portland  cement  concrete,  brick  and  block  pavements. 

<*  The  estimated  totals  include  national  park  and  forest  roads  and  trails  and  roads  in  Federal  reservations.  Where  not  a  part  of  the  State  highway  systems,  such  roads  are 
classed  as  local. 

«  1940  mileages  estimated  by  applying  to  reported  data  for  end  of  193S  mileage  changes  (construction,  retirement  ,and  transfer)  equal  to  those  which  occurred  during  the  bien- 
nium  1937-38.    See  Pubhc  Roads,  tables  SM-1  to  SM-4  and  SMB-1  to  SMB^,  1938,  for  detail  by  States. 

/  Estimates  based  on  i>lanning  survey  road  inventories  giving  road  mileages  for  period  1936-37  as  follows:  Total  rural-road  mileage,  2,960,000;  surfacedmileage.  1,170,000-1,200,- 
000.  Present  status  of  county  and  local  roads  approximated  by  applying  to  1936-37  data  estimates  of  construction,  retirements,  and  transfer  based  on  recent  (1937-39)  county 
and  local  road  mileage  reports  received  from  9  States  having  a  total  of  425,000  miles  of  county  and  local  roads.  See  Public  Roads,  vol.  21,  No.  8,  Oct.  1940,  "State  of  Improvement 
of  Rural  Roads  in  Rflation  to  Travel  and  Dwt-lling  Service,  as  Revealed  by  Results  of  the  Planning  Surveys." 

»  Ln  the  plaiming  survey  fiscal  studies,  estimates  of  the  mileage,  by  types,  of  city  and  village  streets  and  alleys  were  obtained  from  local  officials.  Classified  totals  for  20  States 
were  expanded  for  the  country  as  a  whole  on  the  basis  of  distribution  by  types  in  each  urban  population  group  (I.OOO  or  less,  1,000-2,500,  2..S01-5.000.  etc.)  and  adjusted  roughly  to 
account  for  increases  in  surfaced  mileage  during  the  period  1936-40.  With  the  exception  of  data  on  transcity  cormections  of  State  highways,  municipal  street  mileages  are  highly 
approximate.    There  w-as  no  segregation  of  unsurfaced  mileage  between  unimproved  and  graded  and  drained. 

*  Less  than  500  miles. 


Source:  Federal  Works  Agency,  Public  Roads  Administration. 

Table  11. — Estimated  Depreciated  Divestment  in  Highivoy 
Facilities  and  Vehicles,  January  1,  1940 


Types  of  facility  or  vehicle 

Estimated 

depreciated 

investment 

CmiUions) 

Roads  and  streets 

$20,000 

11.  7M 

Passenger  automobiles  . 

6,600 

Busses 

8."0 

Taxicabs _      .           

14 

3,800 

For  hire  motortrucks  .. 

600 

Total  highway  facilities  and  vehicles 

31,764 

INDEXES  OF  PASSENGER  AUTOMOBILE    REGISTRATIONS 

AND  MILES  OF   INTERCITY  SURFACED  ROADS 
(,«mo«  1921  TO  1940 


Motor  Vehicle  Registrations. — The  registrations  of 
passenger  automobiles  and  motortrucks  at  the  begin- 
ning of  census  years  (and  1916)  from  1900  to  1940  is 
shown  in  table  12.  The  remarkable  increase  in  the 
ownership  of  passenger  automobiles  in  the  United 
States  is  forcefully  indicated  by  the  comparison  of  the 
number  of  passenger  automobiles  per  1,000  persons. 
The  relationship  between  the  increase  in  registration  of 
passenger  automobiles  and  the  increase  in  miles  of  sur- 
faced highways  since  1921  is  shown  by  figure  10.  The 
chart  indicates  that  up  to  1930  the  increase  in  passenger 
automobile  registrations  proceeded  at  a  faster  rate  than 


INTERCITY    SURFACED 

ROAD  MILAGE  ,                       ^ 

'  /"' — 

,, ->- 

PASSENGER   AUTOMOBILE 
REGISTRATIONS 

/ 

/ 

^^- 

/ 

/ 

--"' 

100 

-^Pr"   . 

, 

. 

, 

Figure  10 

the  increase  in  surfaced  xoads.  Beginning  with  1931, 
however,  the  situation  was  reversed.  Registrations  fell 
off  and  did  not  again  pass  the  1931  figure  until  1935. 
The  public  works  programs  during  the  depression 
years  resulted  in  an  extensive  program  of  highway  im- 
provements which  is  still  mider  way. 
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Table  12. — Motor  Vehicle  Registrations  and  Passenger  Auto- 
mobiles per  1,000  Persons,  Selected  Years  1900  to  19^0 


Table  13.- 


-Local  Transportation  Facilities  of  S,443  Vrhan  Com- 
munities in  the  United  StateSt  1940 


Year  as  of  Jan.  1 

Motortrucks 

Passenger 
automobiles 

Passenger 

automobiles 

per  1,000 

persons 

1900 

3,200 

305,950 

2,  309, 666 

6,771,074 

23,121,589 

26, 201, 395 

0.1 

1910        

6,050 

136.000 

794, 372 

3,379,854 

4, 413, 692 

5  0 

1916. _ 

32.7 

1920 

77.2 

1930 

187  4 

1940 - 

207.3 

Source:  Based  on  data  from  the  Automobile  Manufacturers'  Association. 
Transportation  of  Passengers  by  Highway 

The  private  automobile  has  revolutionized  the  travel 
habits  of  the  American  people.  Long-distance  trans- 
portation of  passengers  by  private  automobile  was  al- 
most negligible  prior  to  the  first  World  War  when  the 
railroads  handled  most  of  the  business.  Facilities  of 
electric  railways  and  waterways  were  of  minor  conse- 
quence in  this  period. 

In  addition  to  its  wide  use  in  long-distance  intercity 
transportation,  the  private  automobile  in  many  com- 
munities has  become  the  sole  means  of  local  transporta- 
tion. A  survey  of  intraurban  transport  conducted  by 
the  Automobile  ^Manuf  acturers  Association  showed  that, 
in  1940,  2,130  ui-ban  centers  with  populations  of  more 
than  2,500,  totaling  11,844,124  pei'sons,  had  no  means  of 
local  transjjortation  except  private  automobiles.  Of 
these  communities,  168  were  of  substantial  size,  having 
populations  between  10,000  and  50,000.  Results  of  the 
survey  are  shown  in  table  13.  Many  cities,  of  course, 
have  streetcar,  trolleybus,  and  motorbus  transporta- 
tion in  addition  to  private  automobile  service.  In  the 
larger  communities,  with  populations  of  500,000  and 
upward,  as  many  as  70  percent  of  the  persons  entering 
the  business  sections  of  the  city  during  the  typical 
business  day  travel  in  private  automobiles.'^  Business 
travel  accomits  for  about  55  percent  of  the  total  pas- 
senger vehicle  mileage.  In  rural  sections,  64  percent 
of  the  travel  is  for  business,  and  36  percent  for  recre- 
ational purposes ;  in  urban  communities  the  proportions 
are  51  percent  and  49  percent,  respectively. 

Motorbus  Transportation 

Classification  of  motoi'busses  is  difficult  to  make  be- 
cause they  are  often  used  interchangeably  in  different 
services.  Estimates  for  1940  indicate  that  the  nmnber 
of  busses  engaged  in  various  services  for  that  year  were 
city,  22,000;  city-suburban,  11,550;  intercity,  18,000;  and 
sightseeing  or  charter-hire,  2,450.  In  1940  there  were 
2.308  companies  engaged  in  intercity  services,  750  in 


Total  cities'in 
U.S.   ■ 

Number  of  cities  having 
mass     transportation 
service  » 

Cities  having 
fno  local  mass 
[transportation 

Size  of  city 

1 

2 

s 

.a 
"3 

1 

*q 
o 

1 

*3 
S 

z 

1 

a 

3 
Z 

a 
o 

o. 

Total  urban.. 

3,442 

74,423,702 

269 

54 

1,193 

702 

1,312^2,130 

11,844,124 

1,000,000  or  more 

5 
32 
55 
107 
212 
292 
375 
2,364 

15.910,866 
14,284,473 
7,  792,  650 
7,343,717 
7, 391,  748 
5,493,012 
4,  504,  103 
11,  703, 133 

5 
31 
24 
44 
37 
36 

1 
2 
5 
8 
6 
6 

5 
32 

54 
105 
199 
264 
213 
321 

'"  i 

30 

55 
172 
228 
174 

42 

5 
32 

55 
107 
207 
274 
230 

, 

250,000  to  1,000,000    --  .  . 

100.000  to  250,000 

50,000  to  100,000 

25.000  to  50,000 

5 
18 

145 

131, 662 

15.000  to  25,000  '. 

295,  440 

10.000  to  15.000  "i 

29        2 
63i     2.'i 

1,  691,  773 

2,500  to  10.000  •  .  . 

402  1.  962 

9,  725,  249 

"  Population  and  number  of  places  from  Bureau  of  the  Census,  1940. 
^  Figures  under  "streetcars,"  "trolleybuses,"  and  "motorbuses"  may  include  a 
combination  of  more  than  one  type. 
'  10  cities,  population  182,217,  estimated  on  basis  of  212  replies. 
''  23  cities,  population  266,797,  estimated  on  basis  of  352  replies. 
■  Estimated  on  basis  of  341  cities  surveyed  in  this  class. 

Source:  Automobile  Manufactiu-ers  Association,  Automobile  Fads  and   Figures, 
1941. 

city  and  city-suburban  services,  and  420  in  sightseeing 
or  charter-hire.  Busses  otherwise  used  in  1940  include 
87,300  employed  in  school-bus  services,  and  approxi- 
mately 1,000  additional  units  in  hotel,  industrial,  and 
miscellaneous  private-carrier  operations. 

The  nmnber  of  bus  operators  engaged  in  interstate 
couxmerce  in  1939  was  estimated  by  the  Bureau  of  Motor 
Carriers  of  the  Interstate  Commerce  Commission  to  be 
1554.  These  carriers  operated  16,259  vehicles,  perform- 
ing 696,593,651  miles  of  bus  service,  and  transporting 
472,592,440  passengers. 

Class  I  interstate  common  carrier  busses  ^^  in  1939  con- 
trolled 66  percent  of  the  total  nimiber  of  vehicles  oper- 
ated. They  earned  84  percent  of  the  total  revenues 
and  accomited  for  84  percent  of  the  total  expenses.  They 
operated  nearly  three  times  as  many  bus-miles  as  Class 
II  ^^  and  Class  III  carriers,  or  73  percent  of  the  total ; 
and  carried  nearly  three  times  the  number  of  passengers, 
or  72  percent  of  the  total  number  of  passengers  carried. 
Table  15  shows  a  composite  of  bus  operations  for  1940. 


Table  14. — Operations  of  Classes  I,  II,  and  III  Passenger  Motor 
Carriers,  1939 


Number  of  carriers. 
Vehicles  operated... 
Bus-miles  operated. 
Passengers  carried . . 


Class  I 


205 

10,058 

511,285,223 

339, 315,  792 


Classes  II 
and  III 


1,349 

5.601 

185,308,428 

133, 276, 648 


Total 


1,554 

16,259 

696, 593, 651 

472. 892, 440 


Source:  Tentative  estimate.  Bureau  of  Motor  Carriers,  Interstate  Commerce 
Commission,  based  upon  returns  of  carriers  and  estimates  made  to  conii^ensate  for 
reports  not  received. 


'Automobile   Manufacturers   Association,  Automobile  Facts,   vol.    Ill 
No.  7,  pp.  1-3,  March  1941. 


">  Earning  an>iu:il  gross  operating  revenues  over  $100,000. 
"  Class  I  carriers  have  operating  revenues  of  $100,000  or  more  ;  Class 
II  have  revenues  of  $25,000  to  $100,000  and  Class  III  under  $25,000. 
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Table  15. — Motwbus  Operations,  lOJjO 


Type  of  service 


Total 

City,    including   city-suburban 
service -. 

Intercity - -. 

Sightseeing  and  charter-hire 


Miles  of 

highway 

route  I 

covered 


343, 300 


28,300 
315,000 


Revenue 

bus-miles  i 

operated 

(thousands) 


1,934,045 

1, 049, 618 

884,084 

343 


Total  reve- 
nue pas- 
sengers 
transported 
(thousands) 


3, 986, 837 

3,  633,  248 

350, 089 

3,500 


Passenger- 
miles  of  i 
service  I 
performed 
(millions) 


9,681 

10, 048 

475 


Source:  Compiled  from  Stocks,  Carl  W.,  "The  Size  and  Growth  of  the  Bus  In- 
dustry," Bus  Transportation^  January  1941,  pp.  48-50,  supplemented  by  estimates 
supplied  by  Mr.  Stocks  to  National  Resources  Planning  Board,  May  21,  1941. 


Table  1G.- 


-Sunimary  Statistics  for  Class  I  and  Classes  II  and 
III  Property  Motor  Carriers,  1939 


Item 

Total 

Class  I 

Classes  II  and 
III 

Percent 
of  total, 
class  I 

Number  of  carriers.  .. 
Vehicles  operated  «-.. 

Miles  operated 

Tons  carried 

26, 169 

135,986 

3,761,444.187 

115,371,429 

1,112 

61, 033 

1,  727,  928,  842 

63,  525,  934 

25,057 

84. 953 

2,036,515.345 

81,845,495 

4.2 

37.6 
45.9 
43  7 

<»  Represents  power  units  (trucks  and  tractors)  only  and  does  not  Include  trailers 
and  semitrailers. 

Source-  Computed  from  estimates  ol  the  Bureau  of  Motor  Carriers,  Interstate 
Commerce  Commission,  March  21,  1941. 

Transportation  of  freight  hy]  highway. — In  table  16 
summary  statistics  are  shown  of  the  operations  of  Class 
I  and  Classes  II  and  III  motor  carriers  of  f i-eight  for 
1939.  Although  Class  I  carriers  represent  only  4.2  per- 
cent of  the  total  they  operated  37.5  percent  of  the 
vehicles. 

The  number  of  Class  I  carriers  of  property  in  each 
district  and  region  and  the  percentage  distribution 
among  districts  and  regions  based  on  the  reports  of 
944  Class  I  motor  carriers  of  property,  are  shown  in 
table  17.  Of  the  total,  62.4  percent  operate  in  the 
eastern  district. 

Domestic  Water  Transportation 

The  domestic  water  transportation  system  of  the 
United  States  comprises  both  natural  and  improved 
waterways.  The  facilities  include  harbors,  ocean  routes, 
rivers,  canalized  rivers,  canals,  and  the  Great  Lakes  and 
connecting  waterways  together  with  such  necessary 
adjuncts  to  navigation  as  lighthouses,  lightships,  radio- 
beacons,  buoys,  weather  information  signals,  and  radio- 
broadcasting facilities.  The  estimated  waterway 
investment  includes  $3,200,000,000  invested  in  waterway 
improvements  ^-  and  $3,500,000,000  in  public  and  private 
terminal  facilities. 

Domestic  water  transportation  may  be  divided  into 
two  broad  groups:  Coastwise  and  intercoastal  and  in- 
land. In  figures  11  and  12  are  shown  the  principal 
routes  and  channels. 
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Table  17. — Geographical  Distribution  of  Class  I  Motor  Carriers 
of  Property 


District  or  region 


Total,  United  States 

Eastern  district 

New  England  region 

Middle  Atlantic  region. 

Central  region 

Southern  district 

^^'estera  district 

Northwestern  region 

Midwestern  region 

Southwestern  region 

Rocky  Mountain  region 
Pacific  region 


Number 
of  opera- 
tors 


944 

589 

96 

237 

256 

73 

282 

37 

60 

70 

13 

102 


Percent  of 
U.  S.  total 


100.0 

62.4 

10.2 

25.1 

27.1 

7.7 

29.9 

3.9 

6.4 

7.4 

1.4 

10.8 


Percent  of 

district 

total 


100.0 
16.3 
40.2 
43.5 
100.0 
100.0 
13.1 
21.3 
24.8 
4.6 
36.2 


Source:  Interstate  Commerce  Commission. 

Table   18. — Coastwise  and  Intercoastal   Trade  of  the   United 
States,  hy  Ports  and  Coasts,  1939 


Coast  and  port 


.\11  Atlantic  ports -  

Fifteen  principal  Atlantic  ports 

New  York  Harbor,  N.  Y..._ 

Philadelphia,  Pa 

Boston,  Mass .__ 

Baltimore,  Md 

Providence,  R.  I 

New  Haven,  Conn 

Hampton  Roads,  Va.  (including  Norfolk  and 

Newport  News) 

Portland,  Maine -- -.- 

Savannah,  Ga. 

Albany,  N.  Y 

Bridgeport,  Conn -. 

Jacksonville,  Fla  -- 

Wilmington,  N.  C__ 

Charleston  Harbor,  S.  C... 

Fall  River,  Mass. 

Gulf  ports - 

Six  principal  Gulf  ports 

New  Orleans,  La... __ 

Houston,  Tex 

Beaumont.  Tex 

Tampa,  Fla 

Texas  City,  Tex 

Port  Arthur,  Tex -. 

Pacific  ports __ 

Five  principal  Pacific  ports 

San  Francisco  Bay,  Calif __. 

Los  Angeles,  Calif 

Portland,  Oreg 

Seattle,  Wash 

Honolulu,  Hawaii 


Receipts 
(Short  tons) 


101, 702,  275 


93,776,841 
34,  818,  500 
17.  193.  431 
12,  824,  967 
5,  603,  446 
4,  613,  916 
3,  176,  587 

2,  993,  509 
2,  292.  587 
1,  734,  027 
1,  669,  695 
1,  649,  378 
1,  532,  737 
1,431,800 
1,  205,  214 
1, 037,  047 


11,487,398 


8, 858, 883 
2,  323, 342 
1,486,596 
1,  350, 849 
1,311,111 
1, 263, 775 
1, 123, 210 


32, 806,  510 


25,  884, 119 
12, 856,  338 
5, 067,  523 
3,  306, 040 
2,  952, 059 
1,  702, 159 


Shipments 
(Short  tons) 


40, 901, 345 


35,  803,  238 
7,  216,  324 
4,377,217 
1.118,266 
2,  031,  018 
569,  806 
709,400 

17,  166,  307 
482,844 
735, 165 
76,  491 
233,  131 
657,  161 
4,701 
209,  618 
225,  889 


79, 148, 114 


56,  592,  380 
3,  220,  854 

15,  395,  672 

15,365,428 
1.  230,  810 
7,  265,  091 

14,114,525 


35,  734,  636 


16,  654, 884 
5,  643,  585 
7,  692,  364 
1,258,631 
1,  290,  375 
869, 929 


Source:  War  Department,  Annual  Report  of  the  Chief  of  Engineers,  U.  S.  Arms/, 1939, 

part  2,  pp.  6-13. 

Coastwise  and  Intercoastal  Tra£Bc 

111  table  18  combined  coastwise  and  intercoastal  re- 
ceipts and  shipments  for  major  ports  are  shown.^^  The 
coastwise  and  intercoastal  trade  is  conducted  through 
259  ports  of  which  150  are  on  the  Atlantic,  30  on  the  Gulf 
of  Mexico,  and  79  on  the  Pacific.  Traffic  was  distributed 
in  1939  among  the  seaboards  as  follows:  Atlantic,  69.6 
percent  of  the  receipts  and  26.3  percent  of  the  shipments ; 
Gulf  of  Mexico,  7.9  percent  of  the  receipts  and  50.8  per- 


"  Estimate  of  Board  of  Engineers,  U.  S.  Army. 


1=  Coastwise  and  intercoastal  traffic,  as  the  terms  are  used  here,  include 

all  traffic  transported  on  the  ocean.  Gulf  of  Meilco,  and  Important  arms 
of  the  ocean  or  Gulf,  exceptin?^  traffic  between  points  on  the  Chesapeake 
Bay  and  Puget  Sound  not  reported  separately.  The  data  include  also 
traffic  to  or  from  ports  in  the  Virgin  Islands.  Puerto  Rico.  Alaska, 
Hawaii,  and  Wake  Island.  The  figures  do  not  include  foreign  Import 
or  export  traffic,  nor  other  domestic,  internal,  intraport  and  local  traffic. 
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cent  of  the  shipments;  and  Pacific,  22.5  percent  of  the 
receijits  and  22.9  pei'cent  of  the  shipments."  At  many 
of  these  ports  the  tonnage  is  small  and  occasional. 
Traffic  is  concentrated  primarily  at  26  ports  through 
■which  88  percent  of  the  receipts  and  70  percent  of  the 
shipments  were  handled  in  1939.  The  15  principal 
Atlantic  Coast  ports  handled  over  92  percent  of  the 
receipts  and  87  percent  of  the  shipments  at  all  At- 
lantic ports.  These  same  ports  handled  more  than  64 
percent  of  the  receipts  and  nearly  23  percent  of  the  ship- 
ments for  the  entire  conntrj\  The  six  principal  Gulf 
of  Mexico  ports  handled  over  77  percent  of  the  receipts 
and  71  percent  of  the  shipments  at  all  Gulf  ports.  Over 
36  percent  of  the  total  United  States  coastwise  and  inter- 


"  Basic   data    from   Annual  Report  of   the  Chief  of  Engineers,   V.   S. 
Army,  part  2,  War  Department,  Corps  of  Engineers,  19J0. 


coastal  shipments  came  from  these  six  ports,  indicating 
the  importance  and  concentration  of  petrolemn  traffic. 
Four  mainland  ports  and  Honolulu  together  handled  79 
percent  of  the  total  receipts  and  46  percent  of  the  ship- 
ments in  the  Pacific  domestic  trade.  Traffic  is  less  con- 
centrated at  major  Pacific  ports  because  lumber  and 
jDetroleum  are  shipped  from  a  number  of  smaller  i^oints. 

Coastwise  Facilities  and  Services 

The  coastwise  transportation  system  of  the  United 
States  consists  of  five  subdivisions:  (1)  Service  among 
North  Atlantic  ports  north  of  Norfolk;  (2)  service 
among  South  Atlantic  ports,  Norfolk  and  south;  (3) 
service  between  North  and  South  Atlantic  ports;  (4) 
trade  between  North  and  South  Atlantic  ports  on  the 
one  hand  and  ports  on  the  Gulf  of  Mexico  on  the  other ; 
and  (5)  service  among  ports  on  the  Pacific  Ocean  and 
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its  tributaries.  The  coastwise  trade  has  increased  ir- 
regularly from  a  little  over  100  million  tons  in  1933  to 
more  than  140  million  tons  in  1939.     (Table  19.) 

Tabm  19. — Coastwise  Traffic  of  the  United  States,  19S3  to  1939 


Year 

Volume  of 
traffic  (thou- 
sands of  short 
tons) 

Year 

Volume  of 
traffic  (thou- 
sands of  short 
tons) 

1933  ..     . 

1934 - --. 

19.3.';...    -_ ._. 

I93S -    -       

101.826 
103. 724 
107,376 
124,842 

1937 ..-    

193S .        

1939 __    

141,ri85 
131, 92S 
112,  318 

Source:  United  States  Maritime  Commission,  .Section  of  Special  Studies.  Derived 
liy  deducting  intercoastal  traffic  as  shown  in  monthly  reports  of  the  Panama  Canal 
from  the  annual  figures  reported  in  the  Annual  Report  of  the  Chief  of  Engineers,  U.  S. 
Army,  part  2,  War  Department,  Office  of  the  Corps  of  Engineers. 

Employed  in  coastwise  commerce  is  a  fleet  of  629 
ships  consisting  of  dry-cargo  vessels  and  tankers.  The 
dry-cargo  vessels  on  December  31, 1940,  included  59  com- 
bination passenger  and  freight  and  271  freight  vessels,  a 
total  of  330  vessels,  of  which  286  were  in  active  service. 
All  299  tankers  wei'e  in  active  service.  The  number 
and  tonnage  of  vessels  of  United  States  registry  em- 
ployed in  the  coastwi.se  trade  as  of  December  31,  1940, 
are  shown  in  table  20.  The  286  active  dry-cargo  vessels, 
with  an  aggregate  of  1,173,519  gross  registered  tons, 
averaged  4,103  gross  registered  tons  each,  whereas  the 
44  laid-up  vessels,  with  an  aggregate  of  153,625  gross 
registered  tons,  averaged  3,491  gross  registered  tons. 
These  figures  show  a  tendency  to  keep  the  larger  vessels 
in  service. 

A  comparison  of  the  vessels  in  service  at  the  end  of 
1940  with  those  in  service  in  September,  1938,  shows  a 
decrease  of  nearly  100  vessels  in  the  coastwise  trade. 
The  total  number  of  dry-cargo  vessels  decreased  from 
432  to  330  whereas  the  total  number  of  tankers  increa.sed 
fiom  293  to  299.  The  number  of  laid-up  dry-cargo  ves- 
sels decreased  sharply  due  to  the  demand  for  vessels  for 
defense  purposes  and  sales  to  foreign  buyers.  The  rela- 
tively large  average  gross  registered  tonnage  of  the 
tankers  in  1940  is  explained  by  the  fact  that  many  of 
tliese  are  relatiAely  new,  and  indicates  the  trend  toward 
larger  size  vessels. 

The  intercoastal  trade  is  served  by  combination  pas- 
senger-freight vessels,  general  dry-cargo  freight  vessels, 
specialized  dry-cargo  freight  vessels  and  tankers. 
These  vessels  are  operated  by:  (1)  Common  carrier 
steamship  lines  over  regular  routes;  (2)  tramp  or  con- 
tract carrier  vessels  in  irregular  services;  (3)  private 
operators  which  transport  the  goods  of  the  proprietary 
industries;  (4)  operators  which  transport  both  goods 
owned  by  the  proprietary  industries  and  goods  shipped 
by  outsiders;  and  (5)  operators  which  are  engaged  ex- 
clusively in  one  direction  in  the  transportation  of  goods 
of  proprietary  industries  as  private  operators  and  in  the 
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reverse  direction  are  engaged  in  regular-line  common 
carrier  transportation  services. 

Intercoastal  Facilities  and  Services 

The  intercoastal  trade  takes  place  between  ports  on 
the  Atlantic  Ocean  or  Gulf  of  Mexico  and  ports  on  the 
Pacific  coast.  Because  of  slides  in  the  Panama  Canal 
shortly  after  it  was  opened  to  traific  and  because  of  the 
diversion  of  intercoastal  vessels  to  other  services  during 
the  World  War,  the  importance  of  this  route  was  con- 
siderably diminished  until  after  the  close  of  the  war. 
Despite  the  availability  of  the  all-water  route  via  the 
Panama  Canal,  some  traffic  continues  to  move  over  other 
routes,  particularly  by  way  of  the  combination  of  coast- 
vv'ise  steamship  and  rail  services  through  Gulf  ports. 

Table  20. — Dry-cargo  and  Tank  Vessels  of  1,000  Gross  Regis- 
tered Tons  or  More  in  Coastwise  Service,  Dec.  31,  1940 

DRY-CARGO  VESSELS 


Type  and  status 


CombinatiOD. 

Acti^'c 

I,aid-up-_ 

Freight 

Active 

Laid-up.. 


Number 


69 
37 
22 
271 
249 
22 


Gross  registered  tons 


Aggregate     Average 


300. 842 

207.012 

93, 830 

1,026.302 

966.  .)07 

69,  795 


5,09i 
5.505 
4.2u5 
3.787 
3,SS2 
2.71S 


TANKERS 

Total               .              - 

299 
299 

2,152,615 
2,152,615 

7.199 

7,199 

TOTAL  DEY-CARQO  AND  TANK  VESSELS 

Total                                   _                -         -      

629 
585 
44 

3,479,759 

3,  326. 134 

153,025 

5.532 

5.  686 

Laid-up 

L<,49! 

Source:  U.  S.  Maritime  CommL'isioii,  Section  of  Special  Studios. 

The  intercoastal  trade  has  two  principal  subdivisions, 
the  one  connecting  the  ports  on  the  North  and  South 
Atlantic  with  Pacific  coast  ports,  and  the  other  connect- 
ing Gulf  ports  with  the  Pacific  coast  ports.  Representa- 
tive distances  via  sea  and  rail  routes  are  shown  in 
table  21. 

Table  21. — Intercoastal  Distances  by  Rail  and  by  Steamship 


Approximate  distance  in  statute 
miles 

Ratio  rail- 
road to 

Ports 

By  inter- 
coastal 
steamship 

By  rail- 
road 

Difference 

steamship 

miles 
(percent) 

Now  York  to  San  Francisco 

New  Orleans  to  San  Francisco 

6,051 
5,392 
6,  262 
6,944 

3.116 
2,  352 
3,219 
2,889 

2.935 
3,040 
3.043 
4,055 

51.5 
43.6 
51.4 

New  York  to  Seattle - 

41.6 

Source:  Based  on  data  supplied  by  the  Interstate  Commerce  Commission. 

The  volume  of  intercoastal  freight  traffic  can  be  meas- 
ured by  transits  through  the  Panama  Canal.    Tlie  an- 
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niial  domestic  intercoastal  traffic  through  the  Panama 
Canal  is  shown  in  table  22  for  selected  fiscal  years  from 
1925  to  1940.  This  table  indicates  that  the  preponder- 
ance of  traffic  is  east-bound  but  the  percentage  of  west- 
bound to  east-bound  traffic  has  been  increasing,  partic- 
ularly during  the  past  5  years,  chiefly  because  of  a 
substantial  reduction  in  the  east-bound  movement 
while  the  west -bound  movement  was  increasing  slightly. 

Table  22. — Intercoastal  Traffic  Through,  the  Panama  Canal  for 
Selected  Fiscal  Tears,  1925  to  19J,0 

[Thousands  of  short  tons] 


Table  23. — Miles  of  Channel  9  feet  or  More  in  Depth  and  Ton- 
miles  of  Traffic  on  Inland  Waterioays  and  the  Great  Lakes, 
J9S9 


Fiscal  year 

Total 

Atlantic 

to 
Pacific 

Pacific 

to 
Atlantic 

Ratio  of 
west-bound 
to  east- 
hound 
(percent! 

1925 

10,636 
11,748 
8,918 
8,640 

11,929 
8,400 

2.479 
?,,  541 
2,421 
3,132 

3,028 
2,556 

8,157 
S,207 
6,497 
5,508 

8,901 
6,844 

30.4 

1930            -    

43.1 

1935                                   

37.3 

1940        -   

56.9 

Annual  average: 

1924-35 

34.0 

1936-40      

43.7 

Source:  Annua!  Peport  of  the  Governor  of  the  Panama  Canal,  fiscal  years  1924  and 
through  1940. 

The  number  of  vessels  engaged  in  intercoastal  service 
has  changed  radically  since  September  1938.  At  that 
time,  there  were  6  (5  active  and  1  inactive)  combination 
passenger  and  dry-cargo  freight  vessels  aggregating 
47,567  gross  registered  tons,  engaged  in  the  intercoastal 
Irade.  In  addition  to  the  vessels  with  combination 
freight  and  passenger  facilities  there  were  140  dry- 
cargo  freight  vessels  aggregating  812,997  gross  regis- 
tered tons.  Six  tankers  aggregating  47,660  gross 
registered  tons  were  also  in  the  intercoastal  trade,  all  in 
active  service.  At  the  close  of  1940,  there  were  no 
combination  passenger-freight  dry-cargo  vessels  in  the 
intercoastal  trade,  but  113  dry-cargo  freighters  with 
an  aggregate  tonnage  of  652,097  gross  registered  tons 
remained  in  service.  The  tanker  fleet,  however,  had 
increased  to  12  vessels,  aggregating  93,169  gross  reg- 
istered tons. 

Inland  Water  Transportation 

Inland  water  transportation  is  divided  into  two  sec- 
tions, the  Great  Lakes  and  their  connecting  channels; 
and  the  rivers,  canals,  and  intracoastal  waterways.  The 
location  of  the  Gi'eat  Lakes  and  inland  waterways  is 
channels  with  depth  of  9  feet  or  more  and  the  ton-miles 
shown  in  figure  11.  Table  23  shows  the  miles  of  chan- 
nels with  depth  of  9  feet  or  more  and  the  ton-miles  of 
traffic  in  1939. 

Great  Lakes  Transportation 

The  Great  Lakes  have  an  area  of  more  than  95,000 
square  miles  and  8,300  miles  of  shore  line.  These  inland 
seas  form  the  arteries  for  a  very  large  movement  of 


Waterway 

MUes  of 

channel  9 

feet  or  more 

in  depth 

Percent 
of  total 

Ton-miles 
(thousands) 

Percent 
of  total 

Great  Lakes 

1,641 
9,228 

14.3 
85.7 

-76,334,894 
19.914,6,9 

79  3 

20.7 

Total 

10,769 

100.0 

96,  2  9, 443 

100.0 

»  Includes  22,950,000  ton-miles  reclassified  as  Great  Lakes  instead  ol  inland  water 
ways. 

Source:  War  Department,  Chief  of  Engineers,  U.  S.  Army. 

traffic  between  the  Midwest  and  the  Atlantic  seaboard 
of  the  United  States  and  Canada,  as  well  as  some  for- 
eign import  and  export  commerce.  From  the  head  of 
deep-draft  ocean  navigation  on  the  St.  Lawrence  River 
at  Montreal  to  the  head  of  navigation  at  the  western 
end  of  Lake  Superior  and  to  the  southern  end  of  Lake 
Michigan,  the  distances  are  1,340  and  1,260  miles,  re- 
spectively, including  approximately  1,000  miles  of  opeij- 
lake  navigation,  60  miles  through  improved  natural 
waterways  and  27  miles  through  connecting  canals.  In 
addition  to  the  St.  Lawrence  outlet  from  the  Great 
Lakes,  the  New  York  State  Barge  Canal  system  also 
connects  with  the  Atlantic  seaboard. 

Domestic  traffic  on  the  Great  Lakes  moves  primarily 
between  lake  ports,  but  also  moves  to  and  from  the 
Atlantic  seaboard.  The  volume  of  this  commerce  for 
several  years  is  shown  in  Table  24.  In  addition  there 
is  a  large  volume  of  trade  between  United  States  and 
Canadian  ports  and  a  smaller  vohune  to  and  from  other 
nations. 

Table   24. — Commerce  at   Ports  on  the  Great  Lakes,  Selected 
Years  1920  to  1939 

[Thousands  of  short  tons] 


Gross  total - 

Net   total   eliminating   duplica 

tions 

Lake  Superior 

Lake  Michigan 

Lake  Huron 

Black  and  St.  Clair  Rivers  » 

Detroit  River  *> 

Lake  Erie 

Niagara  River 

Lake  Ontario 

St.  Lawrence  River 


1929 

1932 

1937 

297,  366 

94,  494 

296, 494 

161,  344 

54,913 

161, 095 

84,353 

13,171 

82,622 

66,414 

23.  778 

62, 303 

15,  7S9 

4,578 

14,038 

879 

528 

734 

13.992 

7,508 

14,919 

111,479 

42, 742 

118,792 

752 

78 

578 

3,039 

1,807 

1,726 

1,309 

831 

781 

254, 048 

141,677 

60, 345 

59, 916 

11,649 

399 

16,020 

101,  564 

669 

2,734 

762 


»  Port  Huron,  Mich.,  on  the  Black  and  St.  Clair  Rivers. 

*  Detroit,  River  Rouge,  Wyandotte,  Riverview,  and  Trenton,  Mich. 

Source:  Compiled  from  Transportation  on  the  Great  Lakes,  Corps  of  Engineers, 
U.  S.  Army,  War  Department  Transportation  Series  No.  1  (revised  1937),  supple- 
mented by  data  from  records  of  the  Board  of  Engineers  for  Rivers  and  Harbors. 

Traffic  on  the  Great  Lakes  consists  principally  of  bulk 
movements  of  such  commodities  as  grain,  iron  ore,  iron 
and  steel  products,  coal,  stone,  sand  and  gravel,  cement, 
petroleum,  and  forest  products.  Bulk  commodities  are 
transported  chiefly  by  vessels  specially  constructed  to 
handle  them.     Small  quantity  movements  of  bulk  traffic 
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and  miscellaneous  merchandise  are  transported  chiefly 
by  the  merchandise  or  package  freight  lines  which 
operate  over  regular  routes  between  lake  ports.  Al- 
though the  bulk  carriers  in  the  Great  Lakes  trade  are 
engaged  chiefly  in  the  transportation  of  solid  shipload 
lots  of  traffic,  they  diifer  from  the  steamships  operating 
in  contract  carrier  or  tramp  trade  in  other  parts  of  the 
world  in  that  they  operate  over  fairly  well  defined  routes. 
Passenger  traffic  is  performed  by  steamship  lines  oper- 
ating in  regular  route  services  between  ports,  by  excur- 
sion steamships,  and  by  ferryboats.  The  number  of 
passengers  carried  on  the  Great  Lakes  in  1939  is  shown 
in  table  25. 

Table  25. — Passenger  Traffic  on  the  Great  Lakes,  19S9 


Types  of  service 


Total 

Regular... 

Ferry 

Excursion 


Number  of 
passengers 


10,033,956 


2,  567.  448 
4, 622,  339 
2,  844, 169 


Source  :  War  Department,  Corps  of  Engineers.  Commercuil  StatisticSt 
Water-borne  Commerce  of  the  United  States,  1940. 

The  vessels  engaged  in  Great  Lakes  service  comprise 
a  large  percentage  of  the  total  merchant  marine  of  the 
United  States.  The  number  decreased  from  3,016  ves- 
sels of  3,233,469  gi'oss  registered  tons  in  1920  to  2,342 
vessels  of  3,819,106  gross  registered  tons  in  1938.  The 
vessels  other  than  Government  vessels  operating  on  the 
Great  Lakes  fall  into  eight  classes :  Freighters,  passenger 
and  merchandise  or  package  freight  vessels,  railroad  car 
ferries,  passenger  vessels,  sand  and  gravel  boats,  tugs  and 
towboats,  fishing  craft,  and  yachts  and  pleasure  craft. 
There  has  been  a  tendency  to  construct  large  vessels  for 
the  transi^ortation  of  bulk  traffic,  j^articularly  ore,  grain, 
stone,  and  coal  and  to  equip  such  bulk  freighters  as  self- 
unloading  vessels  or  for  carrying  special  commodities. 
Many  of  the  recently  constructed  lake  freighters  have  a 
gross  registered  tonnage  exceeding  8,000  tons  and  cargo 
capacity  of  over  11,000  tons. 

Inland  Waterways 

The  inland  waterways  system  of  the  country,  exclud- 
ing the  Great  Lakes  and  connecting  channels,  consists 
of  25,392  miles  of  improved  waterways,  of  which  14,327 
miles  or  54  percent  are  6  feet  or  moi'e  in  depth  and  9,228 
miles  or  35  2')ercent  are  9  feet  or  more.  (See  table  26.) 
For  economical  inland  transportation'  a  9-foot  control- 
ling depth  is  generally  set  as  the  standard  channel.  The 
12,065  miles  under  6  feet  include  many  waterways  on 
which  imjiroveinents  consist  of  little  more  than  the  pe- 
riodic removal  of  snags  or  provision  for  seasonal  navi- 
gation of  flatboats  and  rafts.  The  Gulf  coast  section  is 
by  far  the  most  important  as  measured  by  mileage  and 


traffic.  In  1939,  the  rivers,  canals  and  intracoastal 
waterways  in  that  section  had  5,630  miles  of  waterway 
9  feet  or  more  in  depth,  or  61  percent  of  the  total  of 
9,228  miles,  and  handled  more  than  15  billion  ton-miles 
or  76.3  percent  of  the  total  traffic. 

The  volume  of  commerce  transported  over  the  inland 
waterways  has  been  increasing  substantially  in  recent 
years.  It  amounted  to  nearly  20  billion  ton-miles  in 
1939,  an  increase  of  49  percent  in  5  years.  In  spite  of 
this  expansion  it  still  constitutes  less  than  4  percent  of 
the  total  ton-miles  of  inland  intercity  freight  traffic. 
In  table  26  are  shown  the  ton-miles  of  freight  trans- 
ported over  the  various  groups  of  inland  waterways 
in  1939. 


Table  26. — Miles  of  Inland  Watenvays  Excluding  Great  Lakes, 
and  Traffic  Thereon  bit  Territories,  1939 


Location 


Total  inland  waterways  (excluding  Great 
Lakes) _ 

.Atlantic  coast  territory _. 

Rivers  and  canals 

Intracoastal  waterways 

Gulf  coast  territory 

M  ississippi  Valley  rivers  and  canals 

other  Gulf  coast  rivers  and  canals 

Intracoastal  waterways 

Pacific  coast  territory 

Rivers  and  canals 

All  other  waterways 


Under  9 
feet 


17,164 

3,931 

3,496 

435 

11,375 
8,036 
3,339 


1,858 

1,059 

799 


)  feet  and 
over 


Traffic 
(thousands 
of  ton-miles) 


9,228 

3,279 

2,338 

941 

5,630 

4,037 

661 

932 

319 

319 

0 

'■19,914,649 
3,506,798 

15,186.436 

1,221,315 

•  Excludes  22,950,000  ton-miles  reclassified  as  Great  Lakes  tonnage. 

Source:  War  Department  Anvual  Report  of  the  Cliief  of  Engineers,  V.  S.  Army,  1940, 
part  2,  tables  7,  S,  and  10. 

Table  27. — Ton-Miles  of  Freight  Transported  on  the  Inland 
Watericays,  by  Systems,  and  Percentage  Distribution  of  this 
Traffic,  1939 


System 

MUlions  of 
ton-miles 

Percent  Of  total 

19,937 

1,923 

593 

1,209 

12,369 
3,843 

100.0 

Atlantic  coast  rivers       -.      .. -  .  . 

9.6 

3.0 

Pacific  coast  rivers        

6.1 

Mi^issippi    River   system,   including    Ohio 

62.0 

Intracoastal  and  other  waterways. 

19.3 

Source:  Based  on  data  contained  in  the  Annual  Report  of  Itie  Chief  of  Engineers 
V.  S.  Army,  1940,  part  2,  War  Department. 

The  major  portion  of  traffic  on  the  inland  waterways 
consists  of  bulk  commodities  in  raw  or  semimanufac- 
tured form.  From  1935  to  1939  this  traffic  averaged  92 
percent  of  the  total.  Most  of  the  commodities  move  in 
lieav)'  or  bulky  loads  and  do  not  require  as  fast  delivery 
as  finished  products.  They  are  generally  of  low  value 
and  require  a  cheap  form  of  transport.  Moreover,  the 
nature  of  the  commodities  is  such  that  they  are  not 
readily  suspectible  to  damage  or  deterioration  from  han- 
dling, delay  in  transit,  or  from  adverse  weather  condi- 
tions. The  greater  proportion  of  them  is  not  dependent 
on  raih'oad  stand-by  service,  for  they  can  be  trans- 
ported on  the  waterwaj's  during  open  seasons  and  stored 
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during  closed  seasons.  The  principal  commodities 
transported  on  the  various  inland  waterways  are  coal 
and  coke,  i^etroleum  and  its  products,  sand  and  gravel, 
and  iron  and  steel.  The  passenger  traffic  is  relatively 
unimportant.  The  principal  services  offered  include 
regular  scheduled  trips,  fei-ry  service,  and  excursions. 
In  1939  there  were  17,929,  630  passengers  carried  on  the 
rivers,  canals,  and  connecting  channels,  not  including 
passengers  on  river  ferries  that  make  no  use  of  channels 
in  crossing. 

Private  carriers  transport  the  traffic  of  the  industry 
or  business  enterprise  owning  the  facilities.  The  most 
prominent  private  carriers  on  inland  waterways  are 
those  owned  by  the  steel,  coal,  cement,  and  petroleum 
companies.  Private  carriers  transporting  sand  and 
gravel  are  also  numerous,  but  they  do  not  rank  in  im- 
portance with  the  first-mentioned  private  carriers,  be- 
cause the  movement  of  sand  and  gravel  involves  only 
short  hauls  and  is  apt  to  be  localized.  Private  carriers 
usually  transport  such  commodities  as  petroleum  and 
petroleum  products,  coal,  iron  and  steel,  scrap  iron,  mo- 
lasses, lumber  and  logs,  sulphur,  stone,  asphalt,  coke, 
pig  iron,  chemicals,  and  building  materials.  These  com- 
modities are  generally  carried  in  full  barge-load  lots. 
These  services  are  operated  irregularly  because  the 
equipment  is  not  ordinarily  moved  to  destinations  until 
fully  loaded. 

Barges  owned  by  private  carriers  are  also  engaged  at 
times  in  contract  transportation,  operating  in  some  in- 
stances as  private  carriers  in  one  direction  and  as  com- 
mon carriers  in  another.  The  private  carriers,  in  such 
cases,  leave  their  roles  as  private  operators  and  func- 
tion as  contract  or  common  water  carriers,  but  it  can 
safely  be  said  that  most  of  their  traffic  is  of  a  proprietary 
nature. 

Contract  carriers  reassumed  a  position  of  importance 
following  the  close  of  the  World  War.  They  are  now 
engaged  primarily  in  bulk  movements  of  minimum  cargo 
quantities  which  are  usually  much  in  excess  of  railroad 
carload  lots.  They  generally  maintain  no  scheduled 
services,  and  do  not  operate  between  fixed  termini. 
They  do  not  particiisate  in  joint  rates  or  interchange  ar- 
rangements with  rail  carriers  and  provide  for  no  ab- 
sorption of  switching  or  handling  charges  at  terminal 
ports. 

Common  carriers  on  inland  waterways  operate  over 
regular  routes  and  between  fixed  termini,  interchange 
freight  with  rail  lines,  and  operate  under  joint  rates. 
Traffic  carried  by  the  common  carriers  consists  princi- 
pally of  merchandise  or  package  freight,  and  their  serv- 
ice corresponds  more  closely  to  rail  service  than  that  of 
other  water  carriers. 

There  were  7,910  commercial  vessels  operating  on  the 
inland  waterways  at  the  beginning  of  1939  (table  28). 


Floating  equipment  on  the  inland  waterways  is  rela- 
tively new.  Of  the  vessels  operating  in  1939,  26.5  per- 
cent were  under  10  years  old,  55  percent  were  under  15 
years,  and  74  percent  were  under  20  years.  The  number 
of  commercial  vessels  increased  64  percent  during  the 
10  years  preceding  1939.  This  expansion  was  caused 
mainly  by  a  129  percent  increase  in  towboats  and  a  166 
percent  increase  in  steel  barges.  At  the  same  time  the 
proportions  of  self-propelled  freight  vessels  and  wooden 
barges  decreased  substantially. 

Table    28. — Commercial    Vessels    on    the    Inland    Waterways, 
Excluding  the  Oreat  Lakes,  January  1,  1939 


Type  of  vessel 


.Ml  commercial  vessels 

Total,  self-propelled  vessels  <»- 

Tug-tow _ 

Freight _ 

Freight-passenger 

Passenger 

Tanker.... 

Total,  non-propelled  vessels.. 

Total 

Dry-cargo,  steel 

Dry-cargo,  wood 

Total.. 

Liquid-cargo,  steel  ^-. 
Liquid-cargo,  wood  '. 


All 

Missis- 

Gulf 

Atlantic 

regions 

VaUey 

coast 

coast 

7,910 

4,063 

726 

2,366 

1,331 

398 

126 

639 

1,010 

389 

115 

308 

85 

5 

4 

54 

69 
48 

3 

1 

47 
35 

1 

119 

6 

95 

6,679 

3,665 

600 

1,827 

6,533 

3,294 

295 

1,529 

4,118 

2,660 

181 

1,009 

1,415 

634 

114 

520 

1,046 

371 

305 

298 

902 

339 

260 

269 

144 

32 

55 

29 

P!!Cil]C 

coast 


755 

268 

198 

22 

19 

11 

IS 

487 

415 

268 

147 

72 

44 

28 


"  These  vessels  include  tugs  and  towing  vessels  of  100  I.  H.  P.  or  more;  freight, 
passenger,  and  tanker  vessels  of  100  g.  r.  t.  or  more;  and  cargo  barges  having  a  capacity 
of  100  short  tons  or  more. 

6  Nonpropelled  liquid-cargo  vessels  include  barges  specially  designed  to  carry 
both  dry-cargo  and  petroleum  or  other  liquid  cargo  but  are  classified  as  tank  barges 
by  the  Bureau  of  Marine  Inspection  and  Navigation,  U.  S.  Department  of  Com- 
merce. 

Solirce:  V.  S.  Maritime  Commission,  Section  of  Special  .Studies. 

The  largest  common  carrier  on  the  inland  waterways 
is  the  Government-owned  Inland  Waterways  Corpora- 
tion. It  operates  fleets  of  tow  boats  and  barges  on  the 
Mississippi,  Illinois,  Missouri,  and  Warrior  river  sys- 
tems. Its  equipment  includes  25  tow  boats,  one  line 
tug,  one  harbor  tug,  and  292  all  steel  barges  ranging  in 
capacity  from  500  to  3,000  tons.  In  1940  it  transported 
2,287,154  tons  of  freight,  the  ton-mileage  being  1,892,- 
825,754.  In  1939  it  handled  61.4  percent  of  all  the 
freight  carried  by  the  three  largest  common  carriers  op- 
erating on  the  Mississippi  River  and  its  tributaries. 
Its  business  is  not  confined  to  freight  originating  at  or 
consigned  to  destinations  located  directly  on  the  river 
banks;  in  1940  over  66  percent  of  its  total  traffic  con- 
sisted of  freight  interchanged  with  the  railroads. 

Air  Transportation 

Airway  Facilities 

An  airway  is  an  air  route  connecting  air  traffic  centers 
or  airports,  supplied  with  intermediate  landing  fields  at 
suitable  intervals,  and  equipped  with  aids  to  air  navi- 
gation. The  Federal  Government  constructs,  main- 
tains, and  operates  76  percent  of  the  domestic  mileage 
over  which  scheduled  air  services  are  operated.  Facil- 
ities consist  principally  of  radio  marker  and  range  bea- 
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cons,  radio  broadcast  stations,  teletype  service,  weather 
reporting  stations,  and  intermediate  and  auxiliary  land- 
ing fields. 

In  January  1941,  the  airway  system  consisted  of  94,- 
079  miles  of  which  41,054  were  domestic  routes  and 
53,025  were  foreign  and  territorial  services.  This  rep- 
resents an  increase  of  65  percent  over  1929  for  the  do- 
mestic routes  and  363  percent  for  foreign  and  territorial 
routes  sei'ved  by  American  companies.  Table  29  shows 
the  mileage  of  airways  within  the  United  States  and 
abroad  served  by  American  companies  for  the  years 
1929  to  1939.1^  The  Federal  Airways  System,  which 
includes  all  air  routes  receiving  Federal  aid,  covered 
30,480  liglited  operating  miles  in  the  continental  United 
States  on  December  31,  1940,  and  there  were  496  addi- 
tional miles  inider  construction. 

TABLE  29.— Miies   of  Airway  Served   bp  Scheduled   V.   S.  Air 
Carriers,  1929,  1934,  and  1939 


Year 

Total 

Domestic 

Foreign  and 
territorial 

1929 _. 

36,330 
50,801 
80,109 

24, 874 
28,084 
36,581 

11,456 

1934 

22,  717 

1939 

43,  628 

Source;  Civil  Aeronautics  Administration. 

Table  30  shows  the  progress  of  communication  and 
airway  lighting  aids  from  1930  to  1940. 

Table  30. — Airicay  Communication  and  Lighting  Facilities  for 
1930,  1935,  and  1940 


Type  of  facility 

1930 

1935 

1940 

Communication: 

45 

33 

6 

143 

8,400 

209 

1,290 

362 

140 

347 

15.258 

74 
137 
57 

203 

13,  260 

191 

1,657 

211 

330 

282 

22,012 

111 

Radio  range  beacon  stations 

281 

42 

Weather  reporting   airway    and    airport 

376 

Miles  of  teletypewriter  service  ^ 

Weather  bureau,  first  order  stations  ' 

Airway  lighting: 

40,312 
146 

2,045 

Flashing  beacons 

216 

Beacons,  privately  owned  and  certified^,. 
Intermediate  landing  fields  Ughted 

720 

289 

30, 480 

»  Weather  Bureau  and  C.  A.  A.  operated,  equipped  with  long-line  teletypewriter 
service. 

fr  Includes  weather  reporting  and  traffic  control  teletypewriter  service. 
«  Not  including  airport  stations. 

Source:  Civil  Aeronautics  Administration. 

Airports 

Airports  can  be  classified  as  terminal  airports,^"  inter- 
mediate landing  fields  where  areas  are  provided  for 
landing  and  take-off  along  the  air  routes  to  promote  the 
safety  of  air  commerce,  and  auxiliary  landing  fields  for 
emergency  landings.     Between  1925  and  1932  the  num- 


^'  A  map  showing  the  system  of  scheduled  air  lines  in  the  United  States 
appears  in  figure  16. 

"The  term,  terminal  airport,  is  used  here  to  designate  a  large  air- 
port where  major  airlines  terminate  or  connect  with  other  major  lines. 
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ber  of  airports  more  than  doubled,  but  since  then  increase 
in  numbers  has  not  been  so  great.  The  number  of  air- 
ports on  January  1,  1941,  exceeded  that  of  December 
1932,  by  only  10  percent,  but  the  composition  of  the 
total  changed  so  that  private  and  commercial  airports 
now  constitute  a  much  smaller  proportion  than  formerly. 
As  of  June  1,  1941,  there  were  2,550  airports,  only  64 
percent  of  the  number  which  the  Civil  Aeronautics  Ad- 
ministration has  estimated  will  be  necessary  by  1945 
to  accommodate  the  greatly  increasing  air  commerce 
and  the  needs  of  national  defense.  Table  31  shows  the 
numlier  of  airports  existing  in  selected  years  fx'om  1930 
to  1940.       - 

Table  Sl.~Number   of   Airports,   hy   Types,   1930,   1935,   1940 


Type  of  airport  " 


Total  number  of  airports. 

Terminal  airports 

Commercial- 

Municipal _ 

Mihtary,  naval,  and  miscellaneous. 

Intermediate  landing  fields. 

Lighted 

TJnlighted _ 

Auxiliary  landing  fields,  marked. 


1930 


1935 


2,368 
1,447 
552 
739 
156 
291 
282 
9 
630 


1940 


2,331 
1,535 
496 
788 
261 
289 
289 
0 
507 


"  Does  not  include  any  seaplane  landing  facilities. 
Source:  Civil  Aeronautics  .administration. 

At  present  there  is  a  shortage  of  well-equipped  air- 
ports. Many  of  the  existing  landing  facilities  are  poorly 
located,  inadequately  drained,  deficient  in  storage  and 
repair  facilities,  lacking  in  lighting  or  radio  communica- 
tion systems,  and  provided  with  inadequate  or  unsur- 
faced  runways.  In  1939,  the  latest  year  for  which  de- 
tailed data  are  available,  53  percent  of  the  airports  had 
very  limited  facilities  or  none  at  all;  33  percent  had 
minimum  facilities  for  day  flying  only ;  7  percent  had 
minimum  requirements  for  day  and  night  operations; 
and  only  7  percent  had  complete  and  adequate  facili- 
ties for  all  types  of  operation. 

Seaplane  bases  and  anchorages  on  January  1,  1941, 
totaled  325,  of  which  only  5  percent  were  partially  or 
fully  lighted.  Anchorages  provide  tie-up  and  fueling 
facilities  only,  whereas  bases  are  equipped  for  servicing 
including  hangar,  ramp,  beach  repairs,  aviation  fuel, 
etc.  As  of  January,  1941,  there  were  53  civil  bases,  243 
anchorages,  and  29  military  or  coast  guard  bases. 

The  boom  in  airport  construction  from  1926  to  1931 
represented  almost  exclusively  investments  by  municipal 
and  private  capital  in  approximately  equal  proportions. 
Since  1933,  however,  about  three  quarters  of  all  funds 
for  airport  construction  have  been  provided  by  the  Fed- 
eral Government.  Private  airports,  as  a  rule,  have  not 
been  financially  successful.  In  1940  approximately  half 
the  civil  airports,  excluding  intermediate  landing  fields, 
were  publicly  owned,  and  about  60  percent  were  publicly 
operated. 
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Scheduled  Air  Carrier  Services 

American  companies  provide  both  domestic  and  for- 
eign scheduled  air  services.  In  1940  there  were  22 
sclieduled  air  carriers  serving  94,079  miles  of  route.  Of 
these,  16  companies  operated  41,054  miles  of  route  -within 
the  United  States  and  offered  211  services"  of  which 
210  included  passengers,  165  mail,  and  211  express. 
Eight  companies  offered  50  foreign  and  territorial  serv- 
ices over  53,025  miles  of  routes.  Since  1930  the  number 
cf  operators  has  decreased  over  50  percent,  a  decrease 
accounted  for  entirely  by  domestic  companies.  The  total 
miles  of  route,  however,  have  grown  90  percent,  and 
the  number  of  services  offered  has  increased  73  percent. 
The  number  of  revenue  miles  flown  amiually  over  do- 
mestic routes  has  increased  from  31,992,634  in  1930  to 
108,800,436  in  1940;  for  foreign  and  territorial  routes  the 
rise  was  from  4,952,569  to  10,716,827  in  the  same  period. 

The  number  of  planes  in  service  and  reserve  on  do- 
mestic scheduled  air  lines  has  decreased  from  497  in 
1930  to  358  in  1940.  This  decrease  in  planes  has  been 
oft'set  by  the  great  increase  in  the  average  number  of  seats 
per  plane  which  rose  fom  6.6  in  1932  to  16.5  in  1940. 
Planes  on  domestic  routes  flew  an  average  of  303,140 
miles  in  1940.  Planes  on  foreign  routes  flew  10,716,- 
827  revenue  miles  in  1940,  averaging  130,693  miles  per 
plane. 

Passenger  Traffic 

Transportation  of  mail  was  formerly  the  principal 
source  of  revenue  for  air  carriers,  but  since  1935  passen- 
ger business  has  contributed  a  larger  proportion  of  the 
revenue.  In  1935,  663,261  revenue  passengers  in  domes- 
tic services,  were  carried  279,375,902  passenger-miles,  an 
average  distance  of  421  miles ;  in  1940,  2,727,820  revenue 
passengers  traveled  1,041,173,558  passenger-miles,  an 
average  distance  of  382  miles.    A  survey  made  by  the 

Table  32.Selected  Passenger  Traffic  Staiistirs  of  Scheduled 
Air  Carriers,  1930,  193ii,  and  19^ 


1930 

1935 

1940 

Passenger  mileage  of  domestic,  foreign,  and 

36, 136 

374,  935 
42,  570 

84, 015 
19,733 

52,  387 

746, 946 
127, 170 

313,906 
48, 465 

672,  547 

48.80 

Number  of  passengers,  revenue,  and  non- 
revenue: 

2,969,480 
225  798 

Passenger-miles    flown,    revenue    and    non- 
reveuue: 

Foreign  and  territorial  (thousands) 

Passenger  seat-miles  flown,  domestic  routes 
(thousands) 

117,719 
1  797  329 

Revenue    passenger   load   factor,    domestic 

57  93 

«  Ratio  of  revenue  passenger-miles  to  seat-miles  flown. 

Source:  Civil  Aeronautics  Administration.  Domestic  air  carriers  are  American 
companies  operating  within  the  continental  United  States.  Foreign  and  territorial 
carriers  are  American  companies  operating  in  United  States  territories  and  in  foreign 
countries. 


Civil  Aeronautics  Authority  in  November  1939  showed 
that  approximately  70  percent  of  the  passengers  traveled 
distances  under  500  miles  and  accounted  for  about  40 
percent  of  all  passenger -miles.  The  domestic  revenue 
passenger  load  factor  has  increased  irregularly  from  48.8 
in  1935  to  57.9  in  1940  at  the  same  time  that  the  number 
of  seats  per  plane  increased  approximately  60  percent. 
Seat-miles  flown  rose  214  percent  from  572,546,530  in 
1935  to  1,797,329,431  in  1940.  In  table  32  selected  pas- 
senger traffic  statistics  are  shown  for  the  years  1930. 
1935,  and  1940. 

Although  passenger  schedules  include  all  the  large 
cities  of  the  country,  the  great  bulk  of  the  business  is 
concentrated  in  the  industrial  section  of  the  East  in  the 
area  between  Boston,  New  York,  Washington,  and 
Chicago.  Mail  and  express  services,  on  the  other  hand, 
show  a  much  wider  dispersion  of  traffic  over  the  country. 

The  great  increases  in  passengers  transported  and  pas- 
senger-miles of  service  rendered  in  the  last  decade  have 
resulted  from  a  number  of  technological  developments 
which  have  increased  the  safety,  speed,  and  comfort  of 
planes.  Safety  is  probably  the  most  important  factor 
in  air  travel  growth.  Passenger  fatalities  on  domestic 
lines  decreased  from  28.6  per  100  million  passenger-miles 
flown  in  1930  to  1.2  in  1939  and  3.0  in  1940.  Although 
no  fatalities  were  recorded  in  1940,  foreign  and  terri- 
torial carriers  had  a  somewhat  higher  rate  in  previous 
years.  Operations  are  no  longer  so  severely  limited  by 
weather  conditions,  hence  the  seasonal  traffic  pattern  has 
been  considerably  smoothed.  The  decrease  in  rates  from 
about  12  cents  i^er  mile  in  1929  to  about  5.5  cents  in  1941 
greatly  increased  the  demand  for  passenger  space  by 
putting  air  travel  in  the  same  price  range  with  first-class 
railroad  service. 

Air  Mail  Service 

In  1940  air  lines  served  more  than  90,000  miles  of  do- 
mestic, foreign,  and  territorial  mail  routes,  nearly  three 
and  one-half  times  the  mileage  covered  in  1929.  Domes- 
tic routes  serve  the  entire  country  with  stops  at  243 
stations.  Mail  traffic  is  more  evenly  distributed  geo- 
graphically than  passenger  traffic.  In  1940  domestic 
air  lines  carried  10,500,000  ton-miles  of  mail,^^  almost 
four  times  tlie  volume  carried  in  1930.  Airplanes  car- 
ried 9.7  percent  of  the  domestic,  first-class,  nonlocal  mail 
in  the  fiscal  year  1940  over  an  average  distance  of  1,440 
miles."  Foreign  mail  amounted  to  only  one-tenth  of 
all  air  mail  in  1940  although  ton-miles  transported  have 
increased  more  than  fivefold  in  the  past  5  years.  In 
table  33  is  shown  the  volume  of  foreign  and  domestic  air 
mail  carried  by  American  companies,  1929  to  1940. 


"  The  term  "air-line  service"  as  used  by  the  Civil  Aeronautics  Admin- 
istration is  ei|uivalent  to  a  published  air-line  schedule  or  service,  tor  ex- 
ample, the  scheduled  service  between  New  York  and  Chicago. 


"  Includes  mail  for  toreisn  countries  and  United  States  territories 
carried  within  the  continental  United  States. 

""  United  States  Post  Office  Department,  Division  of  Cost  Ascertain- 
ment. 
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Table  33. — Mail  Traffic  of  United  States  Air  Lines,  1929  to  19-',0 


Year 

Ton-miles, 
domestic 

Pounds, 
domestic 

Pounds, 
foreign 

1929                    

7, 099, 681 

7,986,010 

9,097,411 

7, 393,  257 

7,362,180 

7,411,004 

13.  268,  730 

17,  706,  159 

19,605,786 

22. 922,  691 

26. 943. 420 

32, 753,  502 

672,  433 

1930 

528  666 

1931               .   .       - 

545,  iW. 

1932                                                  

515,466 

1933 

173  828 

1934                                                  -           ...   . 

2,461,411 
4, 132,  708 
5,  741,  436 
6,698,230 
7,  422,  860 
8,684.891 
10, 033, 480 

206,  606 

1935   .               

252,  244 

1936                                                  

328,  295 

1937 

426,261 

1938 

484,712 

1939 

675,  422 

1940 

1,  045.  376 

Source:  Civil  Aeronautics  Administration. 

Ill  1940  mail  payments  accounted  for  only  29  pei'cent 
of  the  air  carriers'  revenue  as  contrasted  with  92  percent 
in  1931.  Although  mail  paj'ments  by  the  Government 
have  been  decreased  by  about  half  in  the  last  decade, 
on  a  net  weight  basis  they  still  average  almost  five  times 
tlie  equivalent  passenger  rate.  In  the  fiscal  year  1940, 
payments  to  air  carriers  for  transporting  mail  were 
$18,678,921. 

Express  and  Freight  Service 

In  addition  to  passengers  and  mail,  scheduled  air  lines 
also  transport  a  small  volume  of  express  and  freight.  In 
table  34  the  mileage  of  air  express  routes,  pounds  car- 
lied,  and  ton-miles  transported  by  American  compa- 
nies for  the  years  1930,  1935,  and  1940  are  shown. 

Table  34. — Miles  of  Express  Route  and  Volume  of  Air  Freight 
and  Express  Transported  tiy  V.  S.  Air  Carriers,  1930,  19S-''i. 
and  1940 


1930 

1935 

1940 

MilfS  of  route:  domestic,  foreign,  and  fcrritori.il 
Pounds  carried: 

20,  445 

359,  523 
109,048 

60, 377 

3,822,397 
1, 742,  740 
1, 089, 802 

94.  079 
12,  506.  000 

Foreign  and  territorial 

1,  682,  002 

3, 469,  485 

Source:  Civil  Aeronautics  Administration. 

A  survey  of  traffic  in  1939  indicates  that  the  average 
weight  of  air  express  packages  was  6  pounds  and  the  av- 
erage haul  was  1,047  miles.-"  The  most  important  com- 
modities shipped  include  machinery  and  hardware, 
printed  matter,  store  merchandise,  moving-picture  iilms, 
electros,  valuable  papers,  flowers,  news  photos,  drugs, 
phonograph  records,  and  freight  manifests.  The  ton- 
nage of  all  commodities  shipped  by  air  in  1940  was  less 
than  0.001  percent  of  tiie  express  tonnage  on  the  rail- 
roads. A  large  potential  market  exists  in  the  traffic  now 
carried  by  railway  express,  parcel  post,  less-than-carload 
freight,  motortruck,  and  freight-forwarder  service  by 
rail  and  truck.  Relatively  high  rates  on  air  express  have 
tlius  far  prevented  the  development  of  a  large  volume 
of  commodity  traffic. 
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Private  and  Nonscheduled  Flying 

Nonscheduled  civil  flying  has  increased  rapidly  from 
71  million  miles  flown  in  1933  to  264  million  miles  in 
1940.  In  miles  flown  by  certificated  aircraft,  the  great- 
est increase  during  1940  occurred  incident  to  pilot  train- 
ing. Mileage  of  other  nonsclieduled  flying  was :  Pleas- 
ure, 79  million ;  commercial,  37  million ;  and  business,  21 
million.  In  January,  1941,  there  were  17,488  planes  in 
use  for  nonscheduled  flying.  The  avei'age  distance 
flown  per  plane  in  1940  was  apj^roximately  15,619  miles. 
In  1940,  1,600,000  passengers  were  carried.  Although 
the  number  of  accidents  in  nonscheduled  flying  in- 
creased 58  i^ercent  over  1939  and  the  nimiber  of  fatali- 
ties increased  from  314  to  330,  the  number  of  miles  flown 
per  fatal  accident  was  91  percent  above  the  average  for 
the  preceding  5  years. 

Petroleum  Pipe-Line  Transport 
Pipe-Line  Facilities 

The  petroleum  pipe-line  system  consists  of  pipe  lines, 
power  plants,  pumping  stations,  storage  tanks,  com- 
munication facilities,  and  control  offices.  In  1939  there 
were  approximately  61,000  miles  of  crude-oil  trunk 
lines,  6,750  miles  of  gasoline  lines,  and  about  5,500  miles 
of  gathering  lines.^^ 

The  crude  trimk  lines,  which  account  for  49.7  percent 
of  the  total  mileage,  transport  petroleum  from  gatlier- 
ing  tank  farms  to  refineries  or  ports.  Gasoline  trunk 
lines  extend  from  refineries  or  ports  to  distributing 
points  and  represent  5.5  percent  of  total  mileage.  Gath- 
ering lines,  comprising  44.8  percent  of  total  pipe-line 
mileage,  carry  petroleum  from  the  wells  to  tank  farms, 
ti'unk  pipe  lines,  or  railroad  loading  racks.  In  table  35 
pipe-line  mileage  is  shown  for  the  j'ears  1926  and  1939. 

Table  35.— Petroleum  Pipe-Line  Mileage,  1926  and  1939 


Type  of  line 

1926 

1939 

All  lines 

90,170 

Crude  trunk 

44,470 
48,700 

Crude  gathering 

55,000 
6,750 

Gasoline  - _ 

.Sourc?:  Data  for  1926  puWishcd  in  Pdnkum  Fads  avd  Figures,  1939.    Figures 
tor  1939  estimates  by  American  Petroleum  Institute. 

The  growth  of  the  pipe-line  network  lias  been  ^ery 
rapid  since  1920.  Prior  to  this  time  the  principal  move- 
ment of  crude  was  from  the  midcontinent  district  to  tlie 
Atlantic  seaboard  by  pipe  line.  Since  1920,  as  tlie 
result  of  the  rapid  development  of  transportation  by 
tanker  from  California  and  Gulf  of  INIexico  ports  to 
eastern  refineries,  the  direct  movement  of  crude  by  pipe 
line  from  the  midcontinent  has  declined  to  a  relatively 
.small  volume.     A  number  of  pipe  lines  in  the  East  were 


'"  RniUoav  Express  Agency  Analyxis  of  Air  Express  Tra0c,  A'prit  A'W, 
vol.  3.  "Commodities.'  Weight.?,  and  Distance  Scales." 


-'  Estimates  of  the  -American  Petroleum  Institute, 
and  gisoline  linos  are  figures  42  and  43. 
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abandoned  or  \Tere  adapted  to  west-bound  movements 
from  the  coast,  several  were  converted  to  natural-gas 
lines,  and  one  was  converted  to  a  products  line.  Expan- 
sion of  refining  facilities  in  the  Central  States,  however, 
necessitated  construction  of  several  new  pipe  lines  and 
the  looping  of  most  of  the  others  in  order  to  increase 
their  carrying  capacity. 

Storage  Facilities 

Working  storage  facilities  are  provided  to  control  the 
flow  of  oil  through  the  lines.  Other  storage  is  required 
at  points  of  origin  to  accommodate  petroleimi  await- 
ing movement  or  sale  or  at  destinations  while  awaiting 
refining  or  further  movement.  These  facilities  are  lo- 
cated in  the  oil  fields,  at  junction  points,  at  points  of 
transshipment,  and  at  refining  centers.  Net  stocks  in 
tanks  totalled  278,997,000  barrels  and  pipe-line  fill  was 
21,553,000  barrels."  Storage  capacity  in  1936  is  shown 
in  table  36. 

Table  36. — Crude  Petroleum  Storage  Facilities.  June  30,  1936 


Location  of  facilities 

Number  of 
tanks 

Capacity 
(thousands 
of  barrels) 

15.094 

583, 478 

3,390 
8.621 
3,083 

56.  078 

423, 136 

104, 264 

Source:  United  States  Bureau  of  Mines,  Survey  of  Crude  Oil  in  Storage,  1936, 1937 

Pipe-Line  Traffic 

Petroleum  pipe  lines  transported  9.5  percent  of  the 
total  ton-miles  of  mtercity  freight  traffic  in  1939  (ex- 
cluding coastwise  and  intercoastal  traffic).  Pipe  lines 
delivered  75  percent  of  the  domestic  crude  oil  received 
at  refineries  and  carried  6  ]3ercent  of  the  total  movement 
of  refined  products.  The  movement  of  crude  and  re- 
fined petroleum  by  pijje  line  for  the  years  1931, 1935,  and 
1939  is  shown  in  table  37. 

Table  37. — Movement  of  Crude  and  Refined  Petroleum  by  Inter- 
state Pipe  Lines  Reporting  to  the  Interstate  Commerce 
Commission,  1931,  1935,  and  1939 


years 

Million  of  barrels 

Average 
haul  in 
miles 

Total 
transported 

Originated 

CRUDE 

1931                   

1,128 
1,005 
1,133 

489 
723 
803 

1935                                                          

-296 

1939 

"330 

REFINED 

1931 - 

16 
44 
70 

1936                        

54 
95 

394 

1939- - -- - 

348 

«  Estimated. 

Source:  Interstate  Commerce  Commission,  Statistics  of  Oil  Pipe-Line  Companies, 
1939. 


Express  Service 

Those  goods  which  demand  fast  service  or  special 
handling  are  usually  transported  in  express  cars  on 
regular  passenger  trains.  Express  rate  levels  reflect  the 
extra  service  provided.  Although  the  express  business 
originated  with  a  number  of  independent  concerns,  it 
is  now  concentrated  in  the  hands  of  the  Railway  Ex- 
press Agency,  which  is  owned  by  the  principal  railroads 
in  projiortion  to  the  volume  of  their  express  business. 

The  volume  of  express  traffic  in  the  United  Stateo 
has  shown  a  declining  trend  for  nearly  two  decades. 
Express  transportation  revenue  in  1923  exceeded  $317,- 
000,000  whereas  in  1939  the  corresponding  figure  was 
only  $167,000,000.  This  shrinkage  in  earnings  presum- 
ably reflects  the  vulnerability  of  express  traffic  to  compe- 
tition from  other  media.  In  1923  more  than  182,000,000 
exjjress  shij^ments  were  handled  by  express  companies. 
In  1939,  despite  vigorous  advertising  and  solicitation, 
the  number  of  shij^ments  had  only  increased  to  about 
140.000,000  from  the  low  of  89,000^000  in  1933." 

Although  express  traffic  is  predominantly  less  than 
carload,  in  1937  more  than  12,000  carload  shipments  were 
made.  Tlieso  accounted  for  little  more  than  3  percent  of 
the  entire  express  revenue.  Anaong  the  commodities 
moving  in  carload  lots  are  fruits  and  vegetables,  dairy 
products,  fisli,  meat,  horses,  and  cattle. 

Freight  Forwarding  Services 

Another  type  of  service  is  offered  by  companies  en- 
gaged in  the  consolidation  of  small  lots  of  freight,  the 
forwarding  of  these  lots  in  larger  shipments,  and  the 
distribution  of  the  goods  at  the  destination  to  individual 
consignees.  The  consolidated  lots  are  forwarded  by 
railroad,  steamship,  and  motor  carrier. 

A  variety  of  types  of  business  enterprise  are  engaged 
in  forwarding  activities.  Some  serve  groups  of  affiliated 
shippers  such  as  associations  of  agricultural  producers 
or  dairymen's  cooperatives.  Some  warehouse  operators 
perform  consolidating  operations  for  manufacturers, 
producers,  or  distributors  who  use  the  warehouse  facil- 
ities. Other  companies  perform  these  services  for  any 
shippers  and  consignees  who  ship  or  receive  the  types 
of  goods  which  the  forwarding  or  consolidating  com- 
panies handle. 

There  are  several  varieties  of  forwarding  companies. 
One  type  concentrates  small  lot  export  shipments  in 
order  to  obtain  the  superior  steamship  service  available 
to  large  lot  shipments  and  to  avoid  the  relatively  higli 
charges  on  small  shipments.  Arrangements  are  made 
for  clearance  of  export  shipments,  insurance,  and  otlier 
necessary  details.  These  companies  often  receive  large 
lots  of  imported  goods  at  United  States  ports,  arrange 


^  U.  S.  Bureau  of  Mines,  Survey  of  Crude  Oil  in  Storage,  19S6,  1937. 


=2 These  figures  exclude  Southeastern  Express  whiih  was  merged  with 
the  Railway  Express  Agency  in  1938. 
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for  clearance  thi'ough  customs,  and  forward  the  goods 
in  smaller  lots  to  individual  consignees.  A  second  type 
consolidates  individual  less-than-carload  or  less-than- 
truckload  shipments  into  railroad  containers  or  motor- 
truck load  lots,  in  order  to  take  advantage  of  the  "mix- 
ture rules"  of  the  railroad,  steamship,  or  motor-carrier 
classifications  or  tariffs.-^  The  forwarding  companies 
receive  payments  from  the  shippers  at  the  less-than- 
carload  or  less-than-truckload  rates  or  less  and  paj'  to 
the  carriers  the  carload  or  truckload  rates.  A  third  type, 
known  as  the  fast  freight  or  premium  package  for- 
warder, consolidates  small  less-than-carload  or  less-than- 
liuckload  lots  of  fi-eight  into  large  less-than-carload  or 
less-than-truckload  shipments  so  as  to  give  the  shippers 
the  advantages  of  faster  transportation,  and  collection 
and  delivery  services. 

No  complete  data  are  available  to  show  the  total  traffic 
of  freight  forwarding  companies.  Of  the  20  freight 
forwarding  companies  engaged  principally  in  domestic 
service,  13  are  located  in  eastern  territory,  one  in  south- 
ern territory,  and  6  in  the  territories  west  of  the  Missis- 
sippi River.  The  1939  freight  traffic  statistics  for  Class 
I  railroads  show  that  freight  forwarder  traffic  included 
in  the  carload  shipments  of  manufactures  and  miscel- 
laneous commodities  comprised  230,461  carloads,  or 
2,796,906  tons  of  revenue  freight  originated.  This 
traffic  yielded  the  carriers  $44,758,386  in  revenue. 

Compared  with  total  carload  traffic,  freight  forwarder 
traffic  is  small,  but  in  comparison  to  railroad  less-than- 
carload  traffic  the  amount  is  sigiiificant,  approximating 
19  percent  of  the  tonnage  and  18  percent  of  the  revenues 
from  less-than-carload  as  is  shown  in  table  38.  Tliese 
data  indicate  the  importance  of  freight  forwarder  traffic 
by  railroad,  but  are  incomplete  in  that  they  do  not 
show  the  forwarder  less-than-carload  traffic  nor  the  for- 
warder traffic  transported  by  steamships  or  motor 
carriers. 

The  Advent  of  the  Private  Operator 

Since  1920  rapid  development  of  hard-surfaced  high- 
v.ays  and  improvement  of  inland  waterways  has  made 
convenient  transport  facilities  available  to  private  indi- 
viduals or  companies  which  can  supply  rolling  stock  or 
floating  equipment.  Development  of  these  facilities  has 
promoted  the  growth  of  private  operators  (including 
the  contract  carriers  owned  or  controlled  by  the  ship- 
pers) so  tliat  their  relationship  to  the  common  and  con- 
tract carrier  performing  transportation  for  hire  has 
become  one  of  the  most  important  and  perplexing  prob- 
lems in  the  development  of  transportation  policy. 


Table  3S. — Revenue  Freight  Originated  and  Total  Traffic  Clas- 
sified as  Carload  and  Less-Than-Carload  Railroad  Trafflc 
and  Freight  Forwarded  Trafflc,  1939 


Type  of  traffic 

Revenue  freight 
originated 

Total  freight  traffic  in- 
cluding duplications 

Thousands 
of  carloads 

Thousands 
of  tons 

Thousands 
of  carloads 

Thousands 
of  tons 

24, 119 

886,794 
14.875 
2,797 

46,628 

1, 607, 9W 

All  less-than-carload  freight 

28,275 

230 

415 

5,054 

■*  Such  "mixture  rules"  are  found  in  Rule  10  of  the  Consolidated 
Freight  Classification  No.  li,  and  in  Rule  13  of  the  yational  Motor 
Freight  Classification  A'o.  5,  and  in  the  carriers'  exceptions  to  these  and 
other  classifications. 


Sotu'ce:  Compiled  from  Freight  Commodity  Statistics,  Interstate  Commerce  Com- 
mission, Bureau  o   Statistics,  statement  No.  40,100,  1939. 

In  the  20  years  following  the  passage  of  the  Trans- 
portation Act  of  1920  transportation  conditions  in  the 
United  States  have  radically  changed.  Improvements 
to  highways  have  been  made  on  a  large  scale  at  public 
expense.  These  facilities  are  used  in  common  by  private 
operators  and  by  common  and  contract  carriers. 
Neither  the  private  operators  nor  carriers  for  hire  are 
required  to  maintain  individual  permanent  roadway  or 
structures,  as  must  the  operators  of  rail  or  pipe-line  fa- 
cilities. The  investment  in  vehicular  equipment  by 
private  operators  is  roughly  comparable  to  the  equip- 
ment investment  of  motor  carriers  for  hire ;  competitive 
conditions  between  them  are,  therefore,  f airlj'  equalized. 
Operators  of  motor  vehicles,  however,  have  a  distinct 
advantage  over  the  railroads  since  they  need  not  assume 
the  financial  burden  of  large  fixed  investments  in  perma- 
nent structures.  The  capital  risk  of  motor  carrier 
operators  is  limited  primarily  to  the  relatively  small 
unit  investment  in  trucks.  Under  these  circumstances 
tliere  has  been  a  very  rapid  development  of  private  mo- 
tor carriers  in  competition  with  all  types  of  for-hire 
carriers.  The  use  of  the  highways  for  intercity  freight 
transportation  by  private  operators  and  by  carriers  for 
hire  is  about  equal.  Intercity  passenger  transportation 
by  private  automobiles,  however,  greatly  exceeds  that 
by  busses  and  other  carriers  of  persons  for  hire. 

Since  1920  the  Government  has  spent  more  than  half 
a  billion  dollars  in  developing  the  principal  channels 
of  the  Mississippi  River  system  to  a  9-foot  depth.  These 
facilities  can  be  used  by  any  shipper  furnishing  his  own 
floatmg  equipment,  without  toll  or  tax  to  pay  for  main- 
tenance and  operation  of  the  permanent  structure  or  for 
capital  charges  on  these  structures.  The  large  public 
investment  in  navigation  facilities  has  likewise  been 
used  by  private  operators  of  coastwise  and  intercoastal 
vessels,  particularly  by  oil,  coal,  and  lumber  companies. 

These  great  private  transportation  systems  have 
grown  up  in  competition  with  common  carrier  systems 
because  large  shippers  of  freight  found  that  they  could 
perform  the  transportation  service  more  economically 
or  more  efficiently  than  the  common  carriers,  or  because 
t  he  common  or  contract  rates  on  the  commodities  which 
they  handled  made  carrier  operation  profitable  in  itself. 
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Any  attempt  to  forecast  developments  in  the  trans- 
portation industry  faces  a  number  of  unknown  factors. 
Prognostication  must  be  based,  in  large  measure,  on  pres- 
ent problems  and  the  tools  at  present  available,  or  in  ad- 
vanced stages  of  experimentation,  to  meet  them.  It 
should  be  noted  at  the  outset  that  the  tranpoi't  picture 
at  any  future  period  must  be  largely  dependent  upon 
Government  regulatory,  promotion,  and  taxation 
policies;  technological  and  economic  developments  in 
the  large  traffic  producing  industries  (particularly 
the  fuel  industries) ;  population  growth  and  shifts;  and 
similar  far-reaching  adjustments  in  the  economy.  It  is 
possible,  however,  to  state  certain  possibilities  on  the 
basis  of  present  and  immediately  prospective  techno- 
logical developments,  providing  certain  assumptions  are 
made  regarding  Government  policy  and  economic 
change.  Moreover,  it  is  readily  possible  to  suggest  a 
number  of  desirable  develoj^ments  which  are  within  the 
range  of  possibility  and  toward  which  suitable  steps 
can  be  taken  in  the  near  future.  Consideration  will  be 
confined  mainly  to  common  and  contract  carriage. 

It  appears  feasible  to  effect  a  reduction  of  transport 
cost  relative  to  prices  in  other  fields  if  advantage  is  to  be 
taken  of  the  possibilities  opened  by  technical  develop- 
ments in  the  transport  industries,  and  if  the  opera- 
tions of  the  various  carriers  can  be  confined  to  the 
types  of  business  for  which  they  are  best  adapted.  As  a 
result  volume  of  transport  maj'  be  somewhat  stimulated 
if  rate  levels  follow  cost.  However,  declining  popula- 
tion must  place  serious  strictures  on  growth.  With  no 
tendency  to  rapid  growth  in  volume,  attention  must  be 
paid  to  adjustment  of  facilities  and  service  to  insure 
efficient  movement.  This  gives  some  indication  of  the 
possible  place  of  each  mode  of  transport  in  the  system 
within  the  next  decade  or  so.  The  dominant  role  of  the 
railroad  in  internal  heavy  freight  movement,  supple- 
mented by  pipe  lines  and,  to  a  limited  extent  by  water- 
ways, is  evident.  The  more  valuable  freight  adjusts 
itself  to  railroad  movement  on  the  longer  hauls,  and 
to  the  truck  on  short  hauls,  the  dividing  point  depend- 
ing largely  upon  terminal  conditions  and  terminal  costs, 
and  density  of  traffic  available.  No  arbitrary  limits 
can  be  set,  either  as  to  type  of  traffic  or  length  of  liaul. 
Merchandi.se  business  appears  ill  adapted  to  rail  haul- 
er      age,  except  in  the  middle  distance  field  if  service  can 


be  rearranged,  and  may  gravitate  largely  to  air  and 
motor  carriers.  In  the  light  density  areas  and  on 
branch  routes  the  railroad  has  serious  disabilities,  and 
motor  carrier  operations  may  be  substituted  in  large 
measure.  In  the  passenger  business  the  ti-end  to  air 
travel  on  the  long  routes  may  be  accelerated,  with  the 
bus  securing  much  of  the  short-haul  business.  The 
railroad  appears  to  have  a  field  in  commutation,  over- 
night sleeping  car,  and  long  daylight  operations  where 
.service  can  be  given  superior  to  that  available  by  bus. 

The  Need  for  Economy  of  Cost 

Since  the  last  war  transportation  costs  have  shown 
large  increases  which  have  been,  for  the  most  part,  re- 
flected in  horizontal  rate  increases.  Even  during  the 
depression  years  the  tendency  of  the  railroads  was  to 
seek  increases  in  an  effort  to  offset  the  declines  in  net 
income  which  were  produced  by  rapid  reduction  in  traf- 
fic volume.  Despite  two  general  rate  increases  since  1930, 
tlie  tendency  has  been  for  average  rail  revenue  per  ton- 
mile  to  decline  slowly  as  a  result  of  reductions  in  specific 
rates  to  meet  competition  and  to  encourage  movement  of 
certain  types  of  traffic,  and  as  a  result  of  shifts  in  the 
composition  of  traffic  and  a  lengthening  of  tlie  average 
liaul.  Nevertheless,  there  is  considerable  reason  to  sup- 
pose that  transportation  has  been  discouraged  by  a  rate 
structure  which  fails  to  respond  quickly  to  changes  in 
economic  conditions  and  a  rate  level  which  may  be  out 
of  line  with  the  market  possibilities  of  many  commodi- 
ties. Concern  is  being  shown  in  some  quarters  that  a 
more  or  less  permanent  reduction  in  total  traffic  vohnne 
may  result.^ 

In  view  of  the  rapid  expansion  of  many  types  of  trans- 
port facilities  in  recent  years,  any  reduction  in  total 
traffic  available  under  present  rate  structures  must  be 
viewed  with  some  alarm  by  the  various  transport  agen- 
cies. The  railroads,  particularly,  have  been  suffering 
acutely  from  lack  of  traffic  and  the  temporary  giowth 
incident  to  the  defense  effort  cannot  be  considered  a  per- 
manent solution  of  the  difficulty.  While  considerable 
traffic  has  undoubtedly  been  lost  by  the  railroads  to 
other  forms  of  carriage,,  it  also  appears  that  much 
traffic  may  have  been  lost  as  a  result  of  technologi- 
cal change  in  the  power  industries,  including  increas- 


'  Economist,  National  Resources  Planning  Board. 
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=  See,  for  example,  S.  R.  Truesdell,  "Basic  Factors  in  the  Plight  of  the 
Railroads,"  8  Civil  Engineering,  804-807. 


Transportation  and  National  Policy 


59 


ing  efficiency  in  fuel  consumption,  and  as  a  result  of 
relocation  of  industry  and  other  related  factors.  De- 
velopments of  this  sort  destroy  traffic  of  the  type  for 
which  railroads  are  particularly  suited.  From  the  point 
of  view  of  the  carriers  it  would  seem  essential  to  make 
every  effort  at  reducing  the  cost  of  carriage  and  reflect- 
ing this  reduction  in  the  rate  structure.  Many  develop- 
ments of  a  type  calculated  to  reduce  or  eliminate  trans- 
portation may  appear  profitable  at  the  present  rate  level, 
Init  may  be  viewed  in  an  entirely  different  light  when 
the  cost  of  carriage  is  reduced. 

Entirely  aside  from  the  possible  effects  of  a  decline 
in  traffic  upon  the  prosperity  of  the  transport  system, 
it  is  clearly  evident  that  national  policy  must  concern 
itself  with  securing  the  most  economical  transportation 
sei-vice  possible  by  whatever  means,  or  combination  of 
means,  best  fits  each  class  of  traffic.  Only  such  a  trans- 
port policy  is  consistent  with  the  ideal  of  promoting  tlie 
most  efficient  economy  within  the  Nation,  an  economy 
which  will  produce  at  lowest  cost  and  in  sufficient  quan- 
tity the  goods  and  services  desired  by  the  population. 

Moreover,  in  the  present  period  of  emergency,  special 
attention  must  be  given  to  the  requirements  of  post-war 
conditions.  Regardless  of  the  outcome  of  the  present 
struggle,  we  may  expect  to  face  a  world  in  which  pro- 
ductive capacity  for  many  types  of  industrial  goods  has 
outstripped  the  demands  of  the  several  national  econo- 
mies, a  world  in  which  the  abundant  labor  of  poverty- 
stricken  nations  can  be  expected  to  be  used  on  a  low- 
wage  basis  in  production,  and  a  world  which  must  seek 
markets  for  its  goods  outside  the  producing  countries.^ 
Moreover,  it  is  probable  that  we  shall  face  a  world  that 
is  much  poorer  than  it  has  been  for  many  generations, 
and  that  foreign  countries  will  not  be  able  to  pay  the 
accustomed  prices  for  raw  materials.''  Consequently, 
reductions  in  transport  costs  must  be  considered  highly 
desirable  to  strengthen  the  competitive  position  of 
American  producers  in  the  world  market,  and  to  pro- 
mote expansion  of  domestic  consumption. 

Since  transport  cost  in  the  aggregate  embraces  a  con- 
siderable portion  of  the  delivered  cost  of  a  majority  of 
commodities,  success  in  reducing  commodity  prices  must 
depend  in  considerable  measure  upon  greater  transpor- 
tation efficiency  which  reflects  itself  in  a  declining  rate 
level.  The  need  for  economy  of  transport  cost  is  obvi- 
ous. A  little  investigation  discloses  that  a  variety  of 
means  are  ready  at  hand  and  await  only  the  clearing 
away  of  certain  obstacles,  the  clarification  and  unifica- 
tion of  policy,  and  in  some  cases  further  refinements  of 
techniques  and  design. 


3  See  report  of  Committee  on  Co-Operatlve  Relations  -with  Universities, 
42d  A.  R.  E.  A.  Convention. 

*Beatt.v.  E.  W..  "Year  End  Statement"  quoted  in  110  Railway  Xur..  49 
(1941). 


Causes  of  Excessive  Transport  Cost 

The  most  notable  opportunities  for  transport  econ- 
omy arise  from  the  fact  that  each  mode  of  transport  is 
trying  to  compete  for  business  which  other  types  of 
carrier  could  handle  more  economically.  Undoubtedly 
a  substantial  part  of  this  business  is  handled  at  a  loss, 
but  the  difficulty  of  securing  accurate  cost  figures  ap- 
plicable to  any  particular  class  of  traffic  precludes  the 
possibility  of  mtiking  a  decisive  showing.  On  the  rail- 
roads, however,' it  is  clearly  evident  that  much  of  the 
less-than-carload  business  is  handled  at  substantial  loss 
to  the  carriers.  The  unprofitable  nature  of  this  traffic 
was  admitted  by  railway  officials  early  in  the  present 
century,  but  the  case  for  the  L.  C.  L.  service  has  become 
progressively  more  dubious  since  that  time.  Not  only 
have  the  costs  been  increased  by  the  necessity  of  faster 
service  and  the  provision  of  pick-up  and  delivery  serv- 
ice, but  the  traffic  has  been  greatly  diluted  by  the 
inroads  of  motor  competitors,  forwarders,  and  other 
types  of  carrier.  In  consequence,  the  unit  losses  have 
doubtless  increased.  Much  of  the  railroad  passenger 
business  falls  in  the  same  class. 

At  the  same  time  many  other  carriers  have  been  ex- 
panding into  business  which  they  are  probably  handling 
at  less  than  full  costs.  Again  the  difficulty  of  accurate 
allocation  makes  a  clear  showing  impossible,  but  there 
is  strong  ground  for  supposing,  and  it  is  admitted  by 
some  motor  carriers,  that  extension  of  common  carriers 
into  the  long-haul  field  is  subject  to  serious  cost  limita- 
tions. Certainly  it  is  evident  from  recent  cases  before 
the  Interstate  Commerce  Commission,  that  motor  car- 
riers are  handling  much  traffic  which  could  move  more 
economically  by  rail  if  rates  were  adjusted  to  reflect  the 
cost  of  rail  operations.  This  has  been  especially  true 
of  long-haul  and  bulk- freight  operations. 

The  multiplication  of  overlapping  services  in  fields 
of  doubtful  economy  must,  in  the  aggregate,  account 
for  a  considerable  inflation  of  transport  cost  above  what 
would  be  possible  from  a  more  economic  division  of  the 
traffic.  The  declaration  of  policy  in  the  Transportation 
Act  of  1940,  taken  in  connection  with  the  announced 
obligations  of  the  Board  of  Research  which  the  act 
establishes,  appears  to  indicate  that  increasing  attention 
will  be  given  to  this  problem.  Moreover,  an  increasing 
number  of  rate  cases  before  the  Interstate  Commerce 
Commission  opens  the  possibility  of  gradual  adjustment 
through  the  channel  of  rate  relationships.  Estimates 
of  economies  which  might  result  from  the  elimination 
of  services  which  now  operate  at  a  loss  are,  of  course, 
impossible,  but  it  seems  reasonably  clear  that  they  would 
be  substantial. 

It  must  also  be  recognized  that,  in  addition  to  econo- 
mies tliat  may  be  expected  from  better  utilization  witliin 
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the  existing  transport  framework,  changes  in  the  frame- 
•work  itself  may  be  expected  to  aid  in  economizing 
transport  cost.  For  example,  the  light-traffic  branch 
lines  and  the  numerous  competitive  feeders  of  railroad 
companies  often  have  little  excuse  for  further  existence. 
No  possibilities  exist  for  making  them  profitable  in 
operation.  Wliere  branches  come  in  this  category  they 
should  be,  and  probably  vrill  be,  abandoned.  Railroads 
must  be  permitted  to  substitute  their  own  highway 
service,  however,  lest  they  lose  the  main-line  haul  on 
business  which  can  profitably  move  by  rail  for  a  part  of 
its  route.  Otherwise,  many  branch  lines,  unprofitable 
in  themselves,  will  be  continued  in  operation  as  feeders. 

Development  of  Railroad  Technology 

Although  public  attention  has  been  focused  princi- 
pally upon  the  outstanding  technological  developments 
in  the  newer  types  of  transport,  uiiportant  advances 
have  been  made  on  the  railroads  which  hold  out  the  pos- 
sibility of  continuing  imjjrovements  in  service  and  in- 
creased economy  in  operation.  Outstanding  among 
these  have  been  developments  in  motive  power  which 
are  only  beginning  to  find  application. 

Locomotives 

Despite  the  restricted  market  for  locomotives  whicli 
characterized  the  depression  years,  research  went  for- 
ward and  many  refinements  were  developed.  Higher 
pressures  were  utilized,  many  new  auxiliaries  developed, 
cast  ste«l  locomotive  beds  came  into  general  use,  and 
new  efficiencies  were  realized.  Simultaneously,  the 
demands  of  competition  and  of  an  economy  that  was 
beginning  to  depend  upon  swift  transport  to  replace 
inventories,  necessitated  a  general  speed-up  of  road 
freight  service.  Modern  locomotives  were  designed 
to  meet  the  new  requirements  and  the  high-wheeled, 
big-boilered  freight  engine  for  high-speed  work  fea- 
tured most  of  the  meager  orders  for  locomotives.  The 
middle  thirties  marked  the  advent  of  an  essentially  new 
type  of  locomotive  with  great  possibilities,  the  single 
expansion  articulated  locomotive  for  high-speed  work. 

The  effects  of  these  recent  developments  have  only 
begun  to  be  felt.  The  locomotive  inventory  has  become 
progressively  more  aged  because  of  the  small  purchases 
of  recent  years.  Sufficient  new  locomotives  have,  how- 
ever, been  placed  in  service  to  demonstrate  the  excellent 
possibilities  for  economy  under  certain  types  of  condi- 
tions. New  locomotives  are  showing  directly  calculable 
savings  ranging  from  10  to  20  percent  per  annum  on 
the  investment,  although  locomotive  prices  continue 
high  and  orders  are,  for  the  most  part,  small.'^     The 
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savings  proceed  from:  (1)  the  more  intensive  utiliza- 
tion that  is  possible  from  the  modern  steam  locomotive ; 

(2)  the  greatly  reduced  maintenance  costs  on  new  power 
arising    from    outstanding    developments    in    design; 

(3)  greatly  reduced  fuel  consumption;  and  (4)  greater 
hauling  capacity  at  high  speeds.'^ 

In  practice,  many  considerations  which  must  enter 
into  a  decision  to  choose  new  motive  power  will  effect 
the  ultimate  economies  resulting  from  its  use.  Ca- 
pacity of  bridges,  weight  of  rail,  curvature,  and  similar 
items  must  be  considered.  The  use  of  heavier  power 
frequently  requires  substantial  rebuilding  of  way  and 
structures.  Moreover,  the  capacity  of  the  shops  to  deal 
with  the  new  equipment  must  be  considered,  engine- 
house  stalls  and  turntables  lengthened,  and  water  col- 
umns of  greater  capacity  installed.  Hence  it  is  only 
\\hen  sufficient  traffic  is  available  to  insure  good  utili- 
zation that  the  large  modern  locomotive  will  produce 
the  indicated  economies.  Substantial  improvement 
elsewhere  is,  however,  possible  from  the  modernization 
of  existing  power. 

Economies  are  particularly  evident  wherever  fre- 
quent heavy  trains  can  be  made  up  for  long,  uninter- 
rupted runs.  On  light-traffic  lines,  however,  consider- 
able possibilities  also  are  available.  The  general  policy 
in  the  United  States  has  been  to  employ  on  branch  and 
secondary  lines  the  older  and  lighter  locomotives  for- 
merly used  upon  main  lines.  To  a  considerable  degree 
this  is  necessary  and  economical  for  working  out  the 
late  years  of  a  unit's  economic  life.  However,  much  of 
this  power  is  patently  ill-adapted  to  the  requirements 
of  light-traffic  lines,  and  suitably  designed  modern  units 
of  light  capacity  should  demonstrate  the  possibilities  of 
better  service  at  substantial  economy.  In  this  field 
Diesel  and  gasoline  powered  units  seem  to  have  great 
possibilities. 

In  late  years  many  roads  have  placed  in  service 
Diesel-electric  switching  locomotives  which  enable  sub- 
stantial economies  in  fuel,  servicing,  and  maintenance 
expenses;  achieve  a  higher  degree  of  availability  than 
equivalent  steam  power,  and  have  a  flexibility  in  opera- 
tion that  permits  more  rapid  accomplishment  of  many 
types  of  switching  work.  To  a  large  extent,  standard 
designs  have  been  developed  by  the  various  builders, 
each  of  which  is  used  on  a  number  of  roads.     This 


'  Indeed,  a  purchase  of  heavy  steam-passenger  locomotives  replacing 
power  purchased  in  1922  is  reported  to  have  produced  net  annual  sav- 
ings of  50.21  percent  in  directly  calculable  oiierating  and  maintenance 


expenses  on  the  I'nion  Pacific.  These  large  savings  resulted  primarily 
from  the  peculiarities  of  the  service  which  enabled  substantial  reductions 
in  both  train  mileage  and  double  Ireading. 

•On  the  Norfolk  &  Western,  for  example,  fuel  consumption  has  de- 
clined from  147  pounds  per  1,000  gross  ton-miles  in  1925  to  89  pounds 
in  1940.  Meanwhile,  repair  costs  of  steam  locomotives  per  million  trac- 
tive-force pound-miles  have  decreased  from  $7.35  to  $4.99.  On  the  South- 
ern Pacific  fuel  consumption  declined  in  the  same  period  from  133  to 
97.7  pounds.  The  cost  of  repairs  per  1.000  pounds  tractive-force  miles 
declined  from  $1.22  in  1920  to  $0.63  in  1040.  Ill  Railway  Age  26-28, 
1941. 
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points  to  the  eventual  possibility  of  mass  production  of 
locomotives  for  switching  and  light  branch  and  local 
main-line  services. 

As  yet,  the  use  of  Diesel  power  has  scarcely  made  a 
dent  in  the  extensive  switching  operations  of  the  car- 
liers,  but  the  number  of  units  in  sei*vice  is  rapidly 
increasing  and,  in  i^assenger  yard  operations,  about  one- 
fifth  of  the  yard  engine  service  hours  were  performed 
by  Diesels  in  the  first  10  months  of  1940J  The 
Diesel  locomotive  lias  not  yet  proved  its  economy  for 
freight  and  passenger  road  service,  except  in  a  few 
limited  fields.  It  may  be  expected,  however,  that  the 
Diesel  will  preempt  most  of  the  long  fast  runs,^  and 
that  it  may  prove  very  useful  in  local  service  requiring 
frequent  stops  wherever  sufficient  utilization  can  be 
secured.  Early  developments  may  sufficiently  reduce 
the  first  cost  of  Diesel  power  to  permit  its  economical 
use  over  a  much  wider  sjjhere  of  service.  Indeed,  dur- 
ing the  past  year,  the  varices  of  Diesel  locomotives  have 
been  placed  on  a  much  more  favorable  comparative 
basis  than  hitherto,  but  partly  because  of  rising  prices 
of  steam  power."  Meanwhile,  further  refinements  of 
steam  locomotive  design  may  be  expected,  and  whatever 
type  of  power  eventually  proves  to  be  best  adapted  to 
the  various  services,  substantial  economies  in  operating 
cost  may  be  anticipated. 

Car  Equipment 

Despite  the  increase  in  average  car  capacity  in  the 
last  two  decades,  car  performance  has  been  discourag- 
ing. The  proportion  of  deadweight  to  revenue  freight 
carried  has  increased  substantially.  Recent  develop- 
ments in  car  construction,  including  the  use  of  various 
lightweight  materials  and  new  methods  of  assembly, 
point  to  the  possibility  of  materially  reducing  the 
tare  weight  of  cars  of  a  given  capacity."  More- 
over the  use  of  these  types  of  construction  enables 
increases  in  the  weight-carrying  capacity  of  cars.  For- 
tunately, the  cost  of  lightweight  cars  has  been  rapidly 
reduced  and,  when  substantial  orders  materialize,  will 
undoubtedly  be  no  higher  than  the  cost  of  construction 
of  conventional  cars.  Significant  economies  may  result 
from  better  train  and  car  loading.  It  is  pertinent  to 
note,  however,  that  the  seasonal  pattern  of  traffic  permits 
full  utilization  of  only  a  portion  of  the  rolling  stock. 


'  I.  C.  C.  Bureau  of  Statistics,  Statement  No.  M-215,  October  1940. 

'  Few  experiments  have  as  yet  been  made  in  freiglit  service,  but  the 
Diesel  would  seem  to  offer  advantages  over  steam  power  in  through  fast- 
freight  service  on  runs  which  will  enable  a  large  daily  mllenge  from  each 
locomotive  unit.  Recent  orders  for  Diesel  road-freight  locomotives, 
mostly  of  5,400  hp.,  indicate  the  expectation  of  the  carriers  that  better 
and  more  economical  service  may  be  afforded  by  Diesel  power. 

»  110  Railway  Age  70  (1941). 

"Reductions  in  tare  weight  of  as  much  as  30  percent  have  been 
achieved. 


Yard  and  Line  Improvements 

Closely  related  to  motive  power  and  cars  in  operation 
are  the  characteristics  of  the  lines  over  which  trans- 
portation is  performed.  In  earlier  years  large  econ- 
omies resulted  from  heavy  investments  in  grade  reduc- 
tion and  improvement  of  alignment,  intermediate  yards, 
and  other  facilities.  Quite  naturally  the  depression 
halted  this  type  of  improvement,  and  permanent  de- 
clines in  traffic  may  render  many  projects  uneconomi- 
cal.'^ Important  opportunities  are,  however,  available 
for  the  fuller  utilization  of  existing  low-grade  lines. 
Some  use  of  this  sort  has  been  made  on  a  cooperative 
basis,  but  widespread  improvement  must  apparently 
await  the  accomplishment  of  consolidation  on  a  broad 
scale.  The  requirements  of  speed  in  modern  transport 
service  have  necessitated  important  adjustments  in 
schedules  and  operating  methods.  Wherever  possible, 
freight  trains  are  now  run  past  intermediate  yards  for 
long  distances,  and  classification  is  concentrated  at 
strategic  jjoints.  This  adjustment,  in  addition  to 
changes  in  traffic  volume  and  characteristics,  has  altered 
the  distribution  of  yard  service  loads.  Many  yards 
have  been  substantially  abandoned,  while  others  have 
increased  in  importance. 

The  economies  resulting  from  classification  along  this 
sj'stem  may  be  substantial,  but  best  results  are  realized 
when  the  work  is  accomplished  in  modern  yards,  well 
laid  out  and  adapted  to  traffic  needs.  Hump  yards 
equipped  with  power  switches,  car  retarders,  and  other 
devices  show  great  economies  where  sufficient  traffic  is 
available  for  steady  operation.  Many  opportunities  for 
economy  through  the  modernization  of  these  large 
yards  are  available,'-  but  it  must  be  remembered  that 
they  constitute  a  small  portion  of  the  total.  It  may  be 
that  an  even  greater  source  of  economy  will  be  found 
in  remaking  the  many  smaller  yards  to  serve  better 
the  new  requirements.  Rearrangement  of  trackage, 
switching  leads,  and  grades  may  often  be  accomplished 
at  small  cost  to  effect  improvements  in  operation. 

Movements  over  the  road  have  been  considerably 
expedited  by  modern  signal  devices,  telephone  dispatch- 
ing, centralized  traffic  control,  and  modern  interlocking 
machines.  The  use  of  multiple  aspect  signaling  and  cab 
signals  enables  trains  to  keep  on  the  move  at  maximum 
safe  speeds,  alleviating  many  delays  that  resulted  from 
the  older  methods.     Centralized  traffic  control  installa- 


"  In  1932,  however,  the  Del.iware  and  Hudson  published  the  results  of 
exhaustive  surveys  on  the  possibilities  of  grade  reduction  and  estimated 
annual  savings  up  to  11.1  percent  on  the  required  Investment.  See 
"Conditions — Delaware  and  Hudson  Railroad,"  address  of  L.  F.  Loree, 
September  1932. 

"  On  16  car-retarder  installations  an  average  annual  saving  of  26 
cents  per  car  handled  was  effected,  and  the  average  annual  return  on 
investment  was  42.8  percent. 
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tions  have  been  particularly  valuable  as  a  means  of  re- 
ducing expenses  and  getting  trains  over  the  road.  In 
many  instances  the  use  of  this  type  of  equipment  has 
enabled  a  single-track  line  to  do  the  work  of  a  double 
track. 

Maintenance 

Transportation  expenses  represent  only  a  part  of 
the  operating  expenses  of  the  railroads.  The  other 
important  categories  are  maintenance  of  way  and 
maintenance  of  equipment.  We  have  already  pointed 
out  that  substantial  economies  in  the  latter  field  may 
result  from  the  adoption  of  modern  rolling  stock.  The 
modernization  of  shop  equipment  and  facilities  at 
the  more  important  terminals  and  repair  points  also  pre- 
sents possibilities.  The  raisid  extension  of  locomotive 
runs  has  rendered  many  engine  terminals  obsolete,  and 
both  heavy  and  running  repairs  are  being  concentrated 
at  principal  points.  This  simplifies  the  problem  of  mod- 
einizing  shop  facilities,  but  as  yet  little  has  been  done. 
The  majority  of  railroad  shops  were  designed  and 
equipped  at  least  two  decades  ago.  In  the  meantime, 
locomotives  have  grown  larger  and  heavier  and  the  char- 
acter of  the  work  is  somewhat  altered.  Large  economies 
are  available  from  the  introduction  of  new  equipment  at 
the  larger  repair  points,  where  good  utilization  for  spe- 
cialized machinery  can  be  obtained.  Further  rearrange- 
ment of  engine  assignments  may  permit  enhanced  con- 
centration of  heavy  work  at  those  facilities  best  equipped 
to  handle  it.^' 

Commendable  progress  has  been  made  in  mainte- 
nance-of-way  work  in  recent  years.  The  rapid  intro- 
duction of  treated  ties  and  heavy  rails,  the  use  of  new 
techniques  for  building  up  rail  ends,  the  rapid  adoption 
of  mechanized  equipment,  and  the  organization  of  sys- 
tem rail-laying  gangs  are  indicative  of  the  tyjDC  of 
development  that  is  under  way.  Particular  emphasis 
has  been  placed  upon  mobile  equipment  which  is  not 
confined  to  the  rails  and  hence  offers  minimum  inter- 
ference to  traffic.'*  Unfortunately,  the  carriers  have 
not  found  it  possible  to  adopt  these  methods  on  a  uni- 
versal scale.  This  is  particularly  true  of  routine  track 
work.  Many  roads  continue  to  employ  very  ancient 
equipment  in  rail-laying  operations,  to  do  large  amounts 
of  ballast  cleaning  by  hand,  and  to  handle  tie  renewals, 
surfacing,  and  tamping  with  small  section  gangs  with- 
out power  equipment.  Here  additional  opportunities 
are  available.  Moreover,  the  effects  of  increased  use  of 
heavier  rail  sections  and  of  treated  ties  will  continue 
to  be  felt  in  reduced  renewal  requirements. 

Tlie  most  significant  recent  advance  in  permanent 


way  has  been  the  development  of  the  welded  rail. 
Early  experience  on  the  Bessemer  &  Lake  Erie  and  on 
the  Delaware  and  Hudson  with  continuous  welded  rail 
in  lengths  as  great  as  one  mile  appear  highly  successful. 
The  elimination  of  rail  joints  through  welding  avoids 
end  batter  and  gi'eatly  reduces  maintenance  costs.  The 
railroads  have  been  slow,  however,  to  adopt  continuous 
welded  rail  because  it  marks  a  sharp  break  with  con- 
ventional practice.  Test  sections  are  in  use  on  several 
additional  roads,  and  more  extended  application  may 
be  expected. 

Subgrade  drainage  has  always  been  a  serious  problem, 
as  heavy  traffic  over  sections  of  the  line  where  drainage 
is  poor  brings  continuous  difficulty  for  track  forces 
attempting  to  keep  the  track  in  line.  Better  drainage 
through  the  use  of  systems  of  perforated  pipe  has  been 
found  useful  in  many  situations,  but  the  development 
of  greatest  promise  appears  to  be  the  concrete  slab  under 
ballast,  which  distributes  the  load  more  evenly  and 
preserves  track  alignment.  A  number  of  installations 
of  this  sort  have  been  placed  in  service  in  recent  years. 

Terminal  Improvements 

These  economies  are  available  to  individual  roads 
without  cooperative  measures.  The  important  possi- 
bilities which  might  be  expected  to  proceed  from  exten- 
sive coordination  and  consolidation  have  been  exhaus- 
tively explored  and  estimated  on  many  occasions.^' 
Although  the  accuracy  of  the  estimates  is  not  convinc- 
ing, there  can  be  no  question  of  the  magnitude  of  the 
savings  involved.  However,  extensive  developments  in 
this  direction  require  a  high  degree  of  cooperative  plan- 
ning and  extended  negotiations  for  the  equitable  treat- 
ment of  the  various  special  interests  involved.  Exten- 
sive consolidation  along  the  most  efficient  lines  probably 
will  not  be  effected  except  as  a  result  of  Government 
particijiation  in  the  planning  and  in  the  consummation 
of  the  adjustment.'" 

However,  important  economies  can  be  effected  under 
the  present  system  of  operation  by  cooperative  action  of 
the  carriers.  Terminal  unification  may  be  expected  to 
proceed,  though  at  a  slow  pace,  when  economies  which 
are  available  are  estimated  with  sufficient  definiteness, 
and  adequate  safeguards  for  the  interests  of  individual 
carriers  ai-e  devised.  Duplication  of  facilities  and  serv- 
ices within  terminals,  cumbersome  and  costly  inter- 
change methods,  circuitous  hauling  in  terminal  areas, 
and  other  inefficient  practices  can  be  largely  revised  by 
cooperative  action.     Unfortunately,  there  are  serious 


='  The  Florida  East  Coast  reports  notable  success  in  this  direction. 
"  And,  incidentally,  does  not  require  train  crews. 


'°  See  part  I.  section  IV,  2  of  this  report. 

'°  In  the  past,  consolidations  have  largely  been  motivated  by  strategic 
and  traffic  considerations  rather  than  by  the  desire  to  promote  the  maxi- 
mum efficiency  in  transportation.  See,  for  ex.imple,  Grodinsky,  .Julius, 
Raili'oad  ConsoJidation, 
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difficulties  in  the  way  of  securing  such  action,  and  exter- 
nal stimulus  often  seems  essential. 

Great  improvements  in  service  to  the  public,  better 
utilization  of  land  and  air  rights  in  large  urban  centers, 
and  the  removal  of  many  existing  blighted  areas  would 
result  from  the  substantial  reconstruction  of  terminal 
facilities.  The  objective  would  be,  of  course,  to  fit  into 
the  most  desirable  pattern  of  urban  development  a 
series  of  coordinated  terminals  serving  all  types  of  trans- 
port and  open  on  equal  terms  to  all  carriers  serving  the 
area. 

Terminals  planned  to  meet  the  requirements  of  devel- 
oped centers  would  replace  the  multiplicity  of  scattered 
facilities  which  have  grown  in  and  around  most  of  our 
large  cities  in  a  more  or  less  haphazard  fashion.  These 
terminals  would  handle  rail,  motor,  water,  and  air  trans- 
port within  the  framework  of  a  single  plan  in  order  to 
eliminate  much  of  the  wasteful  transfer  and  hauling 
which  occurs  under  existing  arrangements  and  to  avoid 
the  marked  loss  of  time  which  results  from  the  use  of 
scattered  facilities  under  diverse  ownership.  They 
would  be  connected  with  all  parts  of  the  urban  area  to 
be  served  by  belt  rail  lines  and  trucking  facilities. 

An  approach  to  such  arrangements  has  been  secured 
in  St.  Louis  by  use  of  the  Terminal  Railroad  Associa- 
tion. Intercity  motor  carriers,  water  lines,  and  air 
facilities  are  not  included,  however.  Nonetheless,  the 
advantages  of  the  system  are  readily  apparent,  despite 
the  fact  that  much  use  was  necessarily  made  of  existing 
facilities  which  proved  difficult  to  integrate  into  the 
whole. 

Substantial  obstacles  stand  in  the  way  of  the  type 
of  terminal  development  suggested  here.  The  inter- 
ests of  individual  carriers  are  often  best  served  by  exist- 
ing facilities.  Local  drayage  and  other  interests  which 
stand  to  lose  by  more  efficient  arrangement  may  erect 
formidable  oi^position.  Finally,  much  new  investment 
«ould  be  required  for  the  construction  of  the  most 
efficient  coordinated  facilities.  It  is  clear  that  if  such 
developments  are  undertaken  in  the  near  future  on  the 
broad  scale  that  seems  most  desirable  from  the  public 
viewpoint,  they  must  be  done  by  government.  Con- 
struction and  ownership  of  terminals  by  government 
units  is  not  incompatible  with  privately  owned  and 
operated  line-haul  facilities,  and  privately  operated 
terminals.  All  facilities  must,  however,  be  open  on 
equal  terms  to  all  carriers  entering  the  terminal  area. 

Line-IIauI  Services 

The  economy  of  the  Nation  suffers  considerably  from 
uneconomical  line-haul  as  well  as  terminal  operations. 
Parallel  facilities  erected  for  competitive  service  fre- 
quently provide  much  excess  capacity,  while  parallel 
train  schedules  are  operated  between  many  points  by 


a  number  of  competing  roads,  despite  a  lack  of  sufficient 
business  to  enable  economical  loading.  Moreover,  the 
universal  maintenance  of  the  open  gateway  and  the 
shippers'  privilege  of  routing  traffic,  together  with 
fairly  liberal  use  of  Fourth  Section  relief  to  enable 
circuitous  routes  to  share  in  through  business,  produces 
much  waste  in  transportation.  The  average  rail  car- 
load moves  about  11  percent  farther  than  would  be 
necessary  were  a  direct-line  route  in  common  use 
emjiloyed  for  the  movement."  Wastes  of  this  sort  are 
not  easily  eliminated  save  by  outright  consolidation  on 
a  plan  directed  toward  the  accomplishment  of  maximum 
economies  in  operation. 

In  revising  the  less-than-carload  and  merchandise 
business  and  placing  it  on  a  profitable  basis  cooperative 
action  is  essential  not  only  among  railroads  but  also 
between  rail  and  motor  carriers.  If  this  type  of  busi- 
ness is  to  be  held  to  the  rails  on  the  long  hauls,  the  cost 
of  transport  must  be  greatly  reduced  and  the  service 
materially  improved.  Merchandise  traffic  in  the  sliort 
distance  field  is  definitely  unprofitable  to  the  rail  carrier 
at  competitive  rates,  and  may  be  expected  to  move  more 
economically  by  motortruck.  On  the  longer  hauls,  how- 
ever, the  railroads  may  hope  to  share  in  merchandise 
traffic  providing  suitable  adjustments  in  service  and 
rates  are  forthcoming.  The  train  is  a  poor  unit  for  mov- 
ing this  type  of  traffic,  since  the  average  car  provides 
much  moi-e  capacity  than  is  needed  and  also  a  high  ratio 
of  tare  weight  to  revenue  load.  The  business  requires 
frequent  and  rapid  service,  but  cannot  readily  be  con- 
centrated for  movement  in  large  units.  The  present 
organization  comprising  pick-up  and  delivery  service 
to  and  from  rail  freight  stations,  loading  in  ordinary 
box  cars,  and  transfer  of  lading  at  one  or  more  inter- 
mediate transfer  houses  until  enough  freight  is  gathered 
to  load  a  full  package  car  results  in  very  low  average 
carloads  and  excessive  terminal  and  handling  costs. 
Much  merchandise  moves  via  express  and  parcel-post 
services,  and  large  quantities  of  merchandise  and  less- 
than-carload  shipments  are  at  present  concentrated  and 
dispatched  by  freight  forwarders. 

The  duplication  of  Nation-wide  services  for  this  type 
of  traffic,  when  considered  in  connection  with  the  uneco- 
nomical methods  used  in  handling  the  business,  indi- 
cates considerable  waste  in  this  transportation.  Many 
methods  are  available,  however,  for  improving  the  serv- 
ice and  materially  reducing  its  cost.  The  major  items 
of  expense  are  encountered  in  terminal  and  transfer 
operations  and  in  the  attempt  to  assemble  sufficient  ton- 
nage to  utilize  standard  railway  equipment  efficiently. 
On  comparatively  short  hauls  most  of  these  difficulties 


"Turney,  John  R.,  "The  Price  of  Open  Gateways,"  1S7  Anyials  of  the 
American  Academy  of  Political  and  Social  Science  25. 
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are  minimized  by  utilizing  motortruck  service  for  the 
complete  haul.  On  long  hauls,  however,  advantage  may 
be  taken  of  low  railway  line-haul  costs  in  conjunction 
with  a  revision  of  terminal  and  concentration  methods.^* 

Some  railroads  have  already  made  substantial  prog- 
ress in  adapting  their  less-than-carload  services  to  the 
needs  of  the  traffic.  The  use  of  the  zone  system,  under 
which  tonnage  is  brought  to  on-line  concentration 
points  by  an  extensive  network  of  motor  lines  which 
perform  pick-up  work  and  replace  local  freight  trains 
in  gathering  freight  from  way  stations  along  the  lines, 
enables  concentration  of  a  considerable  volume  of 
freight  at  the  zone  station,  permitting  the  loading  of 
through  cars  to  more  important  stations  and,  to  that 
extent,  eliminating  transfers  en  route.  In  connection 
with  this  type  of  operation  the  container  is  very  useful. 
At  least  one  large  railroad  has  adopted  it  extensively  in 
less-than-carload  freight  service  since  it  is  possible  to 
load  a  single  container  between  many  stations  where 
insufficient  traffic  exists  for  a  through  car.  Moreover, 
transfer  of  containers  from  car  to  car  can  be  econom- 
ically accomplished  by  gantry  crane. 

The  container  and  such  similar  arrangements  as  the 
demountable  car  body,  the  Portakold  or  refrigerated 
container,  and  the  transportation  of  conventional  semi- 
trailers by  flat  car,  offer  great  possibilities  for  econ- 
omizing terminal  cost  and  speeding  service.  In  addi- 
tion, they  gi'eatly  enhance  the  flexibility  of  operation 
and  permit  considerable  relaxation  of  packing  require- 
ments. In  effect  the  use  of  the  container  enables  the 
employment  of  the  motor  truck  in  the  terminal  service 
for  which  it  is  so  admirably  fitted,  while  retaining  the 
train  as  the  unit  for  line-haul  operations.  It  does  not, 
however,  offer  a  means  for  competing  on  the  short  hauls. 

Although  many  branch  lines  carry  so  little  traffic  as 
to  require  early  abandonment,  others  contribute  enough 
to  main-line  revenues  to  permit  their  continued  opera- 
tion providing  economies  can  be  effected.  Numerous 
types  of  light  motive  power  and  self-propelled  units 
have  been  developed  for  branch  line  work  which  should 
enable  a  low  cost  service  more  in  keeping  with  the 
needs.  Wliere  the  substitution  of  such  service  will  not 
enable  the  restoration  of  profitable  operations,  branches 
will  likely  be  abandoned  and  substitute  highway  service 
offered. 

Deterrents  to  Rapid  Progress 

Before  proceeding  to  mention  changes  which  may  be 
expected  in  other  fields  of  transport,  it  may  be  instruc- 
tive to  explore  some  of  the  factors  which  are,  or  may  be 
expected  to  become,  influential  in  delaying  the  possible 


developments  in  the  railroad  industry.  During  the 
early  years  of  the  depression  difficulties  in  the  way  of 
financing  improvements  were  undoubtedly  of  impor- 
tance in  delaying  the  purchase  of  modern  power  and 
maintenance  equipment.  In  the  face  of  acute  financial 
difficulties  it  must  have  appeared  undesirable  to  the 
managements  of  many  companies  to  increase  their  out- 
standing debt.  The  availability  of  large  reserves  of 
stored  equipment  and  the  possibility  of  handling  a  large 
portion  of  the  business  with  the  most  modern  units 
removed  most  of  the  incentives  for  such  development. 

At  present,  however,  conditions  seem  favorable  for 
considerable  expansion  in  equipment  purchases  if  con- 
struction capacity  can  be  found.  The  problem  of  financ- 
ing is  no  longer  a  salient  one,  since  equipment  trust 
money  appears  to  be  readily  available  at  low  rates  of 
interest.  Moreover,  considerable  purchases  of  equip- 
ment are  patently  needed  to  insure  adequate  capacity 
and  to  arrest  the  continuing  obsolescence  of  the  rail- 
road plant.  Aside  from  the  possibility  of  difficulty  in 
securing  deliveries,  high  equipment  prices  and  the  un- 
certainty regarding  future  developments  are  the  major 
deterrents  at  the  present  time.  The  possibility  that 
fiu'ther  uncertainties  may  be  introduced  into  the  situa- 
tion by  the  reappearance  in  the  Congress  of  such  pro- 
posals as  the  limiting  of  train  lengths,  makes  it  utterly 
impossible  to  predict  what  size  and  type  of  equipment 
should  be  acquired  in  order  to  effect  maximum  econ- 
omy.^^ 

Important  changes  in  alignment  and  in  yard  and 
terminal  facilities  have,  of  course,  been  difficult  to 
finance.  However,  a  more  serious  deterrent  has  been 
the  widely  fluctuating  volume  of  traffic  which  made 
estimates  of  needs  and  of  possible  economies  extremely 
difficult.  The  higher  levels  of  traffic  obtaining  in  recent 
years,  coupled  with  good  prospects  for  the  immediate 
future,  may  be  expected  to  influence  more  rapid  devel- 
opments in  modernizing  this  group  of  facilities. 

The  large  economies  which  should  proceed  from  ter- 
minal unification  and  consolidation  under  private 
auspices  may  not  be  looked  for  in  the  near  f  utiire.  The 
obstacles  to  large-scale  developments  of  this  sort  pro- 
ceed from  the  independent  and  competitive  attitude  of 
the  carriers  and  their  solicitude  for  existing  "strategic 
advantages,"  the  opposition  of  labor  groups,  the  fears 
of  shipper  groups  and  of  communities  likely  to  be 
affected,  and  the  lack  of  any  definite  and  obviously 
superior  plan  for  consoliclation.     Moreover,  any  read- 


"  It  appears  that  aU-truek  movement  to  points  up  to  400  miles  distant 
from  the  shipper  may  l)e  more  economical  than  rail  service,  but  this  rela- 
tionship may  change  with  developments  in  equipment  and  methods. 


"  It  is  perhaps  needless  to  point  out  here  that  substantial  increases  in 
operating  cost  would  result  from  such  a  proposal  and  that  it  would  be 
entirely  inconsistent  with  the  objective  of  maximum  economy  of  trans- 
port cost,  particularly  in  the  important  field  of  bulk  commodity  trans- 
port. Recent  gains  in  locomotive  capacity  might  be  expected  to  be 
almost  entirely  nullified  and  the  large  investment  in  facilities  for  utiliz- 
ing those  gains  rendered  unproductive. 
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jiistment  of  the  present  rail  plant  for  consolidated  oper- 
ation would  require  heavy  investment  in  new  facilities 
to  provide  for  a  changed  flow  of  traffic.  Lesser  meas- 
ures of  coordination,  such  as  the  adoption  of  containers 
in  merchandise  services,  may  be  expected  to  proceed 
slowly  if  current  difficulties  can  be  overcome.  Maxi- 
mum results  can  only  be  secured  through  the  inter- 
change of  equipment  and  operation  under  joint  rates. 
The  development  of  numerous  types  of  equipment,  few 
of  which  are  interchangeable  with  other  types,  con- 
flicting patents,  and  the  difficulties  of  agreeing  on  tariff 
provisions  seem  to  be  the  outstanding  deterrents.  The 
problem  of  financing  can  doubtless  be  overcome. 

The  light  traffic  branch  line  has  for  many  years  sapped 
the  vitality  of  the  carriers.  Nevertheless,  little  progress 
has  been  made  toward  lessening  this  drain  upon  carrier 
revenues,  although  abandonments  have  been  proceed- 
ing at  an  accelerating  pace.  The  principal  obstacle  in 
the  way  of  adjusting  branch-line  services  to  traffic  needs 
is  the  inflexibility  of  working  rules  and  wage  agi-ee- 
ments,  supplemented  by  full-crew  laws  in  certain  of  the 
States.  Traffic  on  most  branch  lines  is  not  sufficient  to 
permit  the  operation  of  large  train  units,  and  the  at- 
tempt to  use  this  type  of  unit  with  the  usual  crew  pro- 
hibits the  rendering  of  an  effective,  frequent  service 
designed  to  secure  and  hold  traffic.  Unless  the  new 
types  of  light  units,  with  crews  to  match,  can  be  oper- 
ated under  suitable  working  rules,  a  large  proportion  of 
branch-line  mileage  must  be  completely  abandoned. 
Indeed,  a  considerable  portion  of  the  branch  lines  has  so 
little  traffic  as  to  render  any  experiment  designed  to  keep 
it  in  operation  unwarranted. 

Motor  Carriers 

The  last  two  decades  have  witnessed  a  phenomenal 
growth  of  motor-carrier  operations,  both  for  common- 
carrier  service  and  for  private  use.  Nation-wide  truck 
and  bus  services  are  now  available,  and  an  increasing 
proportion  of  freight  and  passenger  traffic  seems  to  be 
gravitating  to  the  highways.  Recent  developments  may 
be  expected  to  continue  the  progress  which  has  enabled 
the  motor  carrier  to  capture  a  significant  place  in  our 
transjiort  picture.  They  include  the  improvement  and 
widespread  adoption  of  the  Diesel  truck  and  bus,  with 
attendant  economies  in  operation,  particularly  of  fuel 
costs.  Concomitantly,  the  gasoline  produced  for  pro- 
pelling vehicles  of  the  conventional  type  is  being  rapidly 
improved.  Engine  design  will  undoubtedly  reflect  the 
full  advantages  to  be  derived  from  these  improvements, 
and  substantially  enhanced  performance  may  be  ex- 
pected, accompanied  by  reduced  operating  costs.'"' 
Moreover,  an  extension  of  the  use  of  light-weight  mate- 


rials for  truck  and  trailer  bodies  may  reduce  tare  weight 
and  increase  the  pay  load  which  can  be  handled  in  a 
truck  or  combination  of  given  dimensions.  This  de- 
velopment on  a  widespread  basis  may  portend  consider- 
able economies  of  haulage  cost. 

Developments  in  freight  haulage  by  motor  truck  de- 
pend, in  considerable  measure,  upon  public  policy  with 
respect  to  sizes  and  weights  of  motor  vehicles.  It  seems 
reasonable  to  expect  a  trend  toward  uniformity  in  State 
regulations,  with  attendant  economies  to  the  long-haul 
operator  who  may  find  frequent  readjustments  of  pay 
load  unnecessary  in  the  future.  However,  it  seems 
unlikely  at  the  present  that  a  substantial  change  of  these 
restrictions  in  the  direction  of  liberality  can  be  expected 
in  the  near  future  since  the  highways  must  continue  to  be 
chiefly  preempted  by  the  private  automobile  whose 
convenience  and  safety  must  be  considered.  Conse- 
quently underpowering  must  be  corrected  and  separa- 
tion arranged  wherever  possible. 

Between  important  traffic  centers  it  is  not  at  all  im- 
possible that  express  truck  highways  may  be  constructed, 
perhaps  as  toll  roads.  On  such  highways  restrictions 
on  length,  width,  height,  and  weight  might  be  much 
more  liberal.  Trucks  of  much  larger  capacity  can  be 
constructed  and,  if  confined  to  highways  of  this  type, 
used  in  common-carrier  service,  but  the  limited  radius 
of  action  for  such  vehicles  would  impose  a  practical 
limitation.  It  would  appear  that  unit  freight-handling 
costs  would  decline  materially  with  important  increases 
in  truck  capacity,  since  a  large  portion  of  operating  cost 
varies  with  miles  run  and  time  on  the  road,  rather  than 
with  amount  of  pay  load.  Substantial  reductions  in 
ton-mile  cost  should  enable  truck  operators  to  bid  for 
considerable  traffic  which  they  are  now  unable  to  handle 
economically. 

Bus  transportation  promises  to  become  more  and  more 
attractive  to  the  public,  particularly  on  the  longer  hauls. 
The  recent  advent  of  air-conditioning  in  the  bus  field, 
coupled  with  the  introduction  of  new  and  greatly  im- 
proved coaches,  marks  the  approach  of  new  standards 
of  comfort  for  bus  passengers.  Likewise,  terminal  and 
rest-stop  facilities  are  being  continually  impi'oved. 
Moreover,  continued  mechanical  developments  have  re- 
sulted in  reduced  maintenance  expenses  and  greater 
utilization  of  bus  equipment.  Rapid  obsolescence,  of 
course,  presents  something  of  a  problem,  and  the  addi- 
tional weight  incident  to  air  conditioning  may  exert 
something  of  the  same  influence  on  power  requirements 
as  on  the  railways.  As  in  the  trucking  industry,  the 
Diesel  power  plant  is  being  rapidly  adopted  and  gives 
promise  of  considerable  reductions  in  operating  costs.-* 


-'  See  19  Bus  Transportation  60G  for  a  full  flisrussion. 


=•  Burlington  Transportation  Co.  lias  acquired  considorable  experience 
with  Diesel  busses  on  transcontinental  runs  and  reports  fuel  savings  as 
high  as  30  percent. 
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Development  of  bus  operations  is,  of  course,  largely 
dependent  on  the  various  steps  which  the  railroads  may 
take  to  meet  competition. 

Water  Carriers 

Kecent  years  have  witnessed  rapid  advances  in  the 
efficiency  of  operations  by  water  carriers,  both  in  the 
coasting  services  and  on  the  inland  waterways.  Much 
of  the  tonnage  in  the  coastal  and  intercoastal  fleets  is 
of  obsolete  construction,  costly  to  operate  and  maintain. 
New  vessels  are  appearing  on  some  of  the  services,  how- 
ever, particularly  tankers.  Tlie  new  tankers  are  of 
large  size  and  all  very  fast,  but  at  the  same  time  eco- 
nomical. In  a  little  more  than  a  year  the  United  States 
will  have  the  most  modern  sea  going  tank  ship  fleet  in 
the  world,  averaging  but  10  years  per  vessel.  Two  hun- 
dred such  craft  are  now  under  construction  or  on  order. 
The  development  of  electric  couplings  for  Diesel  power 
looks  quite  promising  for  vessels  of  moderate  size  and 
may,  indeed,  develop  much  farther.  Modern  construc- 
tion with  the  latest  proiselling  machinery,  whether  steam 
or  Diesel,  enables  substantial  economies  in  operation. 
The  new  standard  designs  of  the  United  States  Maritime 
Commission,  intended  principally  for  the  foreign  trade, 
are  indicating  new  possibilities  in  the  direction  of  high 
speed  and  cubic  capacity  with  economy  of  operation.— 

The  all-important  terminal  operations,  however,  re- 
quire speeding  up  and  modernization.  Terminal  ex- 
penses absorb  a  large  portion  of  the  water  carriers'  reve- 
nues and,  as  a  large  portion  of  vessel  expense  continues 
while  ships  are  in  port,  speed  is  essential  in  cargo 
handling.  Moreover,  the  increasing  cost  of  labor,  par- 
ticularly in  general  cargo  services,  is  making  port 
operations  difficult  to  support  in  the  coasting  trade. 
Mechanical  equijiment  is  available,  both  on  ship  and 
shore,  for  handling  bulk  and  general  cargoes  on  an 
economical  basis,  but  little  progress  has  been  made  in 
installing  such  facilities  for  handling  general  cargo.  In 
some  instances  union  contracts  have  forbidden  the  use 
of  self-propelled  trucks  and  other  mechanical  equip- 
ment in  the  package  trade.  In  order  to  continue  the 
general  cargo  coasting  services  in  operation,  however, 
recourse  must  be  had  to  mechanical  equipment  at  the 
ports.  For  coastwise  work  and  for  some  of  the  Cuban 
trade,  vessels  of  the  Seatrain  type  offer  substantial 
promise.  These  vessels  are,  in  effect,  car  ferries  in  which 
loaded  freight  cars  are  stowed  by  electrical  elevating 
machinery.  The  costs  of  breaking  bulk  and  cargo  han- 
dling are  thus  practically  eliminated,  and  a  rather 
economical  operation  secured. 


='  New  freighters  for  the  India  services  of  American  Export  lines  have 
averaged  16  knots  and  over  with  full  load  at  a  fufl  consumption  as  low 
as  0.65  barrel  per  mile. 


On  the  inland  waterways  barges  and  towboata  of  re- 
cent construction  show  drastic  changes  from  earlier 
craft.  Improved  hulls  are  streamlined  to  reduce  re- 
sistance and  enable  increased  speed  with  the  same  power. 
Electrically  welded  steel  construction  reduces  weight 
and  permits  greater  cargo  capacity.  Double  screws 
have  been  adopted  for  modern  towboats,  providing 
greater  maneuverability  and  greater  speed  with  the 
same  power.  The  Kort  nozzle  is  said  to  increase  pro- 
peller efficiency'  by  30  percent  and  also  increases  the 
effectiveness  of  the  rudders.  The  Diesel  engine  effects 
fuel  economies,  increases  cruising  range,  and  enables 
the  use  of  smaller  screws.  As  these  newer  types  of 
Ijarges  and  towboats  are  more  generally  adopted 
extensive  reductions  in  operating  expense  may  be  looked 
for. 

The  Great  Lakes  are  securing  some  new  bulk- freight 
carriers,  principally  ore  boats.  They  will  be  of  great 
size  and  economically  powered.  Increasing  use  is  being 
made,  also,  of  the  self-unloading  bulk  freighter  and 
collier,  both  in  the  Great  Lakes  and  coastwise  trades. 
The  vessels  have  a  flexibility  and  independence  of  port 
handling  facilities  hitherto  unequalled  in  the  bulk 
trades. 

Air  Transport 

Technical  advance  has  been  particularly  rapid  in  the 
field  of  air  transport,  where,  perhaps,  the  greatest  poten- 
tialities exist  for  further  development.  Larger  and 
more  speedy  transport  planes  have  been  placecl  on  the 
market  at  frequent  intervals.  Operating  costs  per  plane- 
mile  have  consequently  increased,  but  calculations  on  a 
ton-mile  basis  indicate  rapidly  decreasing  operating 
costs.  This  tendency  may  be  expected  to  continue  in 
the  future.  It  may  be  that  ton-mile  costs  of  airplane 
operation  will  be  reduced  to  6  cents  or  thereabouts,  ena- 
bling a  strong  bid  for  much  traffic  now  moving  by  rail 
or  highwaj'.  This  cost  figure  is  not  an  inclusive  one, 
since  it  relates  only  to  plane  ojDerations.  It  is  useful, 
however,  to  compare  current  rates  by  other  types  of 
transport.  Railway  express  rates  now  average  in  the 
neighborhood  of  15  cents  per  ton-mile,  and  much  truck 
and  rail  less-than-carload  freight  moves  at  rates  higher 
than  6  cents.  Recent  development  of  larger  planes, 
coupled  with  great  expansion  of  productive  facilities, 
.'eems  to  promise  the  advent  of  economical  cargo  planes 
in  the  near  future. 

One  of  the  most  important  problems  facing  com- 
mercial air  transport  is  that  of  access  to  airports,  espe- 
cially in  large  cities.  Since  one  of  the  important 
advantages  of  the  plane  is  its  speed,  time  lost  in  ground 
transportation  at  both  ends  of  the  run  is  a  serious  drag. 
Tliis  problem  may  be  partly  solved  through  the  use  of 
tlie  autogiro  in  shuttle  service  to  downtown  terminals. 
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This  type  of  plane  is  not  being  actively  pushed  at  present 
but  would  seem  to  offer  impoi-tant  possibilities,  given 
further  technical  advance. 

The  Army  is  already  developing  an  efficient  trans- 
-poYt  service  using  designs  of  cargo  planes  developed 
from  standard  commercial  air  liners.  The  air  line  com- 
I^anies  are  watching  these  developments  with  interest, 
and  are  preparing  the  ground  for  commercial  cargo 
services  to  be  begun  after  the  war.  A  promising  new 
direction  for  plane  development  is  opened  by  the  recent 
exjjeriments  with  the  flying  wing  both  here  and  abroad. 
Considerable  improvement  in  performance  is  indicated 
for  large  planes  of  this  ty^je,  with  accompanying  reduc- 
tions in  operating  cost.  Under  tlie  stimulus  of  war- 
time needs  this  experimentation  may  move  ahead 
rajjidly.  The  use  of  higher  octane  fuels  is  a  possibility 
for  the  near  future  and,  as  motors  grow  beyond  2,000 
h.  p.,  it  is  probable  that  the  Diesel  will  again  come  in 
for  consideration  because  of  its  economy. 

At  present  all  commercial  developments  are  strictly 
curtailed  by  the  needs  of  the  military,  but  after  the  war 
present  productive  capacity  must  seek  outlets  in  the 
commercial  and  private  air  transport  fields.  Reduc- 
tions in  first  cost  that  will  greatly  reduce  fixed  chai-ges 
may  be  confidenth"  expected,  as  well  as  rapid  expansion 
in  economical  air  operation.  The  big  problem  will 
be  one  of  providing  adequate  landing  fields  to  accommo- 
date the  increasing  business. 

Future  Trends 

This  rapid  survey  of  possible  teclmical  advances  in 
the  various  transport  fields  leads  to  various  speculations 
regarding  the  transportation  sj'stem  in  the  next  decade. 
It  may  be  stated  with  a  degree  of  certainty  that  the  rail 
network  will  continue  to  contract  as  a  result  of  aban- 
donment of  unprofitable  branch  lines  and  duplicate 
mileage,  but  the  remaining  system  will  be  coordinated 
and  modernized  to  function  better  in  its  particular  field 
of  activity. 

Position  of  the  Railways 

The  railway  is  peculiarly  adapted  to  the  carriage  of 
goods  in  large  quantities  between  important  points. 
Wherever  a  sufficient  volume  of  traffic  can  be  developed 
to  permit  economical  train  loading  and  a  reasonable 
density  of  traffic,  the  railway  can  move  the  business  more 
economically  than  any  other  type  of  inland  transport. 
Actual  jjerformance  falls  far  short  of  the  possibilities, 
largely  because  of  a  failure  to  adapt  railway  operations 
to  the  types  of  work  for  whicli  this  species  of  carrier  is 
best  suited. 

Railways,  primarily  designed  for  and  capable  of  mov- 
ing heavy  tonnages  at  high  speeds,  are,  to  a  considerable 
extent,  absorbed  in  the  performance  of  services  which 
probably  can  be  more  economically  performed  by  other 


types  of  transport  agency."  Moreover,  the  carriers  have 
made  little  effort  until  very  recently  to  adjust  their  rate 
policies  toward  a  recognition  of  the  fact  that  the  basic 
field  of  rail  transport  is  in  mass  transportation.  Its 
future  lies  in  its  continuance  as  the  principal  agency 
for  internal  heavy-freight  movement. 

In  tliis  field  the  railway  need  fear  no  competition  in 
the  near  future  if  advantage  is  taken  of  all  the  possi- 
bilities. The  railways  are  capable,  mider  a  system  of 
train-load  operation  and  rates,  of  meeting  most  inland 
waterway  competition  except  over  the  Great  Lakes  sys- 
tem. Other  than  waterways  and  pipe  lines,  no  agency 
of  transport  can  seriously  challenge  them  save  on  the 
shortest  hauls.  For  the  movement  of  bulk  coiktoodities, 
e.  g.,  coal,  grain,  lumber,  and  ore,  over  long  distances  the 
rail  carriers  must  expect  to  continue  to  dominate  the 
transport  picture.  They  may  be  faced,  however,  with 
important  technological  advances  tending  to  restrict 
the  volume  of  their  bulk  business,  such  as  long  distance 
electric  transmission  and  the  liqfiaef  action  of  coal. 

Adjustments  in  operating  practices  and  rate  struc- 
tures must  be  accomplished  in  order  to  obtain  the  maxi- 
mum economy  in  tonnage  operation  and  to  make  this 
economy  fully  apparent  to  shippers.  "Wliere  necessary 
to  meet  bulk  haulage  in  cargo  lots  by  waterway  or 
pipe  line,  the  railroads  can  investigate  the  possibility  of 
trainload  rates.  Several  examples  of  such  rates  have 
already  been  published,  including  one  on  blackstrap 
molasses,  to  meet  water  competition. 

The  largest  segment  of  rail  traffic  is  suited  to  carload 
operations.  Where  terminal  operations  are  not  too 
complex  this  business  may  best  move  by  rail  even  over 
very  short  distances.  However,  terminal  operations  in- 
volving circuitous  car  movement  and  similar  expensive 
expedients  lengthen  the  distance  at  which  the  railroad 
begins  to  have  an  advantage  in  the  carload  traffic.  An 
important  qualification  must  also  be  made  for  the  large 
body  of  high-class  goods  requiring  speed  in  transit.  The 
studies  of  the  Federal  Coordinator  indicated  a  substan- 
tial advantage  for  trucks  in  speed  of  service,  even  over 
fairly  long  distances.  Where  rates  can  be  maintained  by 
motortruck  operators  at  or  near  rail  rates,  this  faster 
service  gives  them  a  significant  advantage  on  high-speed 
traffic.  As  indicated  earlier,  the  rail  carriers  have  made 
rapid  progi-ess  in  speeding  up  their  operations,  and  the 
advent  of  scheduled  freight  trains  providing  first  morn- 
ing delivery  over  distances  as  great  as  550  miles  indicates 
the  possibility  of  holding  much  of  this  business. 

With  certain  improvements  in  methods  and  service, 
the  railroads  may  continue  to  haul  the  bulk  of  the 
long-distance  perishable  traffic.  The  hauls  from  points 
on  the  west  coast  to  points  in  Central  Freight  Associa- 


=3  Smith.  Frederick.  "New  Transport  Policy  Needed,"  vol.  XLIV.  Mod- 
ern Transport,  No.  1127,  p.  5. 
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tion  and  Tniiik  Line  Territories  are  not  likely  to  be  chal- 
lenged in  the  near  future,  though  air  freight  may  later 
capture  a  portion  of  the  more  valuable  trade.  Service 
must  be  further  sjaeeded  and  special-service  costs  re- 
duced. Top  icing,  improved  insulation,  and  the  use  of 
dry  ice  all  point  to  possible  improvement  in  the  loss-and- 
damage  problem,  as  well  as  reduced  costs  of  operation. 
Mechanical  refrigeration  does  not  seem  to  have  become 
entirely  practical,  but  experiments  are  continuing.  In 
the  meantime  use  of  dry  ice  seems  to  give  great  promise 
of  reduced  cost  and  time  in  transit  by  reason  of  elimi-  ■. 
nating  re-icing  even  on  the  longest  hauls. 

The  retention  of  merchandise  business  on  the  rails 
depends  primarily  on  the  successful  development  of  the 
various  methods  of  coordination  mentioned  earlier. 
The  short-haul  business  must  be  expected  to  gravitate 
to  the  motortruck,  although  severe  competition  must  ; 
be  expected  from  air-freight  service  on  the  longer  hauls  ^ 
v/ithin  a  few  years.  The  railroads  may  continue  to 
offer  a  profitable  coordinated  merchandise  service  in 
the  group  of  distances  from  about  400  to  1,.500  miles. 
Present  methods  of  operation  must,  however,  be  com- 
pletely revised  to  eliminate  the  wastes  resulting  from 
the  multiplication  of  competitive  merchandise  services. 

In  passenger  traffic  the  railroad  has  been  subjected  to 
extreme  competition,  and  strenuous  effort  will  be  re- 
quired to  enable  it  to  hold  its  own.  \Heavy  commutation 
traffic,  overnight  travel  by  sleeping  car,  and  a  consider- 
able portion  of  the  long-distance  tourist  traffic  are  fields 
in  which  the  railroad  has  at  present  important  advan- 
tages. Much  of  the  short  distance  dayliglrt  traffic  may 
be  expected  to  use  bus  service  because  of  lower  fares, 
flexibility  of  service,  more  convenient  and  numerous 
stops,  and  greater  frequency  of  service.  As  the  cost  of 
air  travel  is  reduced,  an  ever-increasing  proportion  of 
the  business  traffic  moving  beyond  the  overnight  rail 
range  will  use  the  air  services. 

The  railroads  can,  by  vigorous  methods,  retain  a  por- 
tion of  this  business.  Modernization  of  equipment  on  a 
broader  scale,  further  acceleration  of  schedules,  and 
more  frequent  services  -■'  may  enable  stiff  competition 
with  the  bus  wherever  a  considerable  volume  of  traffic  is 
moving  by  common-carrier  transport.  Moreover,  it  must 
be  remembered  that,  in  passenger  as  well  as  in  freight 
service,  the  railroads  are  best  adapted  to  mass  transpor- 
tation. Where  a  sufficient  company  can  be  gathered 
aboard  a  train  for  movement  between  two  points,  the 
ti'ansportation  can  be  accomplished  at  lower  cost  than  by 
bus.  Further  experimentation  with  the  rate  structure  is 
likely  to  be  engaged  in  for  the  purpose  of  discovering 
how  far  the  railroads  can  go  in  low-cost  mass  transport. 
In  the  light-traffic  field  and  in  local  business,  other  than 


^  Again  the  problems  of  working  rules  and  full  crews  inhibit  the  em- 
ployment of  light  units  in  frequent  service. 


commutation,  there  appears  to  be  scant  place  for  rail 
service.  Early  substitution  of  more  economical  highway 
services  must  be  looked  to  to  eliminate  growing  losses 
from  this  type  of  passenger  business. 

The  Field  of  Motor  Transport 

The  motor  truck  must  continue  to  find  its  chief  field 
of  usefulness  in  terminal  services,  on  the  shorter  hauls, 
and  over  longer  routes  where  its  speed  can  equal  or 
exceed  that  of  rail  operation.  Except  in  terminal  areas 
and  on  hauls  of  very  limited  length  it  is  not  suited  to  the 
movement  of  bulk  commodities  as  economically  as  rail 
and  water  services.  In  the  merchandise  business,  how- 
ever, profitable  operations  over  a  wide  range  are  possi- 
ble. Speed  and  flexibility  of  service,  combined  with 
favorable  rates  and  minimum  packing  requirements, 
make  truck  merchandise  service  especially  attractive. 
Most  less-than-carload  business,  except  on  the  longest 
hauls,  may  be  expected  to  move  by  truck  or  by  some 
form  of  coordinated  service.  The  optimum  arrange- 
ment for  the  longer  hauls  ^yould  seem  to  be  a  coordinated 
motor-rail  sei'vice. 

In  areas  of  light  traffic  density,  along  branch  lines, 
and  in  local  service  along  major  channels  of  trade,  the 
motor  truck  has  another  important  place  to  fill.  Rail 
service  is  manifestly  uneconomical  in  these  fields  as  at 
present  organized  and,  while  the  use  of  light  rail  vehicles 
for  package-freight  services  has  been  attempted  abroad, 
it  would  seem  generally  more  economical  to  use  highway 
motor  carriers.  It  is  apparent  that,  with  the  abandon- 
ment of  rail  service  over  many  routes,  an  increasing  area 
will  be  exclusively  served  by  motor  truck. 

Bus  transportation  has  important  advantages  in  ordi- 
nary short-distance  traffic  and  in  cross-country  traffic 
between  the  major  channels  of  movement.  It  also  pro- 
vides frequent  and  economical  service  in  the  light-traffic 
areas  which  cannot  be  satisfactorily  served  by  rail. 
However,  except  on  local  hauls,  good  rail  service  can 
offer  substantial  competition.  One  of  the  principal  ad- 
vantages which  the  bus  exploits  is  a  level  of  fares  some- 
what under  the  rail  fare.  A  large  volume  of  traffic  is 
attracted,  even  on  very  long  ti'ips,  by  the  economy  of  the 
service.  If  sufficient  attention  were  given  to  the  problem 
of  fares  and  services  for  this  type  of  traffic,  the  railroads 
could  undoubtedly  continue  to  handle  much  of  it.  It  is 
difficult  to  see  a  likelihood  of  much  bus  expansion  in  the 
long-haul  field,  assuming  the  continuance  of  vigorous 
railroad  competition  with  improved  service  and  lower 
fares  and  the  advent  of  more  economical  air  service. 

Water  and  Pipe-Line  Transport 

It  is  not  at  present  apparent  what  the. results  of  the 
provisions  of  the  Transportation  Act  of  1940  regarding 
water  transport  may  be.  However,  the  elimination  of 
bulk  carriers  from  tlie  spjiere  of  Commission  regulation 
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leaves  the  greater  portion  of  the  business  unregulated. 
With  the  cliannels  of  movement  ah-eady  available  and 
maintained,  the  operating  costs  for  barge  operations 
calculated  on  a  ton-mile  basis  are  very  low.^'^  It  must  be 
observed,  however,  that  a  large  proportion  of  the  inland 
water  routes  is  circuitous  compared  to  rail  routes,  and 
that  the  ton-mile  figures  calculated  on  water  distances  do 
not  reflect  the  relative  economy  of  water  and  land  trans- 
port. Under  favorable  conditions  certain  types  of  bulk 
cargo  can  undoubtedly  move  more  cheaply  by  water  than 
by  rail,  and  under  present  rate  structures  and  methods 
of  handling  by  rail  a  great  deal  of  traffic  can  do  so.  A 
rearrangement  of  rail  services  and  rates  on  a  cargo  basis 
may  materially  reduce  the  field  over  which  bulk  water 
carriage  appears  economical.  Assuming  that  the  rail- 
roads make  a  vigorous  attempt  to  retain  the  cargo  busi- 
ness, that  user  charges  are  assessed  upon  channels  and 
facilities  maintained  by  Governments,  and  that  promo- 
tion by  government  and  extension  of  Federal  barge 
operations  are  curtailed,  the  prospects  for  inland  water 
transport,  save  on  the  Great  Lakes,  may  be  limited. 

In  the  common-carrier  coasting  services  the  influ- 
ence of  railroad  competition  is  already  being  keenly 
felt.  However,  the  difficulties  making  for  high  cost 
in  the  coastwise  shipping  are,  perhaps,  ti'ansitory.  The 
high  cost  of  port  operation  can  probably  be  relieved, 
and  the  advent  of  new  tonnage  may  improve  the  situa- 
tion. Bulk  carriage  in  the  coasting  trade,  especially  of 
petroleum,  is  conducted  at  costs  far  below  any  available 
land  haulage.  The  only  limiting  factors  upon  this  type 
of  transport  are  availability  of  traffic,  of  bottoms,  and 
of  port  facilities.  In  intercoastal  operations,  however, 
considerable  circuity  of  haulage  appears,  particularly 
on  the  i-outes  from  North  Pacific  ports  to  North  Atlantic 
ports.  Under  a  train-load  rate  basis  it  is  entirely  pos- 
sible that  the  railroads  might  compete  in  transconti- 
nental business,  particularly  lumber,  now  moving  by 
water.  This  is  especially  true  of  products  ultimately 
destined  for  interior  points. 

Pi^De  lines  have  preempted  the  field  in  the  internal 
movement  of  petroleum  and  natural  gas  and  are  be- 
ginning to  be  used  extensively  for  the  shipment  of  gaso- 
line. They  have  taken  a  large  volume  of  business  from 
the  rail  carriers  and  occupy  a  strategic  position  that 
will  probably  enable  them  to  hold  their  traffic.  Al- 
though the  railroads  may  be  able  to  undertake  train- 
load  rates  over  some  routes  sufficiently  low  to  meet 
pipe-line  rates,  it  is  questionable  whether  such  rates 
will  attract  substantial  volumes  of  traffic.  The  pipe 
lines  are  already  constructed,  they  provide  very  eco- 
nomical transportation,  and  they  are  for  the  most  part 
owned  or  controlled  by  the  companies  whose  oil  they 
move.     Their  position  appears  secure. 


"  Pre<iiiently  as  low  as  2  mills  per  ton-mile. 
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The  Future  of  Air  Transport 

There  has  been  much  speculation  regarding  the  future 
of  air  transport.  Its  traffic  has  been  increasing  at  a 
rapid  rate.  Unquestionably  passenger  traffic,  especially 
business  traffic,  will  continue  to  grow  at  a  rapid  pace, 
making  considei'able  inroads  on  rail  business.  Fare  ad- 
justments may  place  air  transport  on  a  more  favorable 
comparative  basis,  and  the  air-travel  habit  will  grow. 
Extension  of  feeder  service  to  many  points  which  now 
lack  air  service  by  the  use  of  fast  planes  capable  of  get- 
ting in  and  out  of  restricted  fields  will  broaden  the  base 
from  which  air  lines  will  draw  traffic. 

In  addition  to  expanding  passenger  traffic,  it  would 
seem  the  time  is  not  far  distant  when  first  class  mail 
traffic  will  move  exclusively  by  the  air  whenever  time 
is  saved.  Substantial  expansion  of  the  air  express 
business  may  be  expected.  The  present  rate  structure 
is  not  designed  to  attract  this  type  of  traffic.  Costs 
of  express  business  can  be  reduced  to  a  level  substan- 
tially equivalent  to  present  rail  express  rates,  if  volume 
and  regularity  of  movement  are  attained.  A  down- 
ward adjustment  of  rates  may,  therefore,  be  expected, 
and  in  the  not  too  distant  future  the  airwajs  may 
handle  most  of  the  parcels  and  merchandise  traffic 
which  requires  special  dispatch.  The  advent  of  this 
business  in  volume  will  presage  regular  services  by  large 
merchandise  planes,  carrying  traffic  at  much  lower 
cost  than  is  possible  with  express  traffic  as  now  organ- 
ized. The  mail  and  jDarcels  business  will  probably  be 
extended  to  many  small  communities  by  means  of 
devices  for  picking  up  and  discharging  traffic  while  the 
plane  is  in  motion.  Such  facilities  are  already  in 
extensive  use  on  several  routes  in  AVest  Virginia. 

In  the  more  distant  future  a  large  movement  of 
freight  by  air  may  be  anticipated  as  costs  are  reduced 
and  volume  grows.  The  surplus  of  equipment,  pilots, 
and  productive  capacity  at  the  end  of  the  present  emer- 
gency will  promote  a  vigorous  expansion  of  air  trans- 
port wherever  opportunities  appear.  The  first  cost  of 
aircraft  will  be  materially  reduced,  and  the  expanding 
volume  of  traffic  will  spread  overhead  over  a  larger 
base. 

Qualifying  Factors 

All  the  foregoing  suggestions  concerning  the  division 
of  traffic  among  the  various  types  of  carrier  presuppose 
an  adherence  to  the  announced  policy  of  the  Congress 
to  give  recognition  to  the  "inherent  advantages"  of  the 
various  types  of  transport.  Allowance  must  also  be 
made  in  considering  the  near  future  for  the  possible 
growth  of  private  carriers  and  its  effects  upon  the 
common-carrier  sei'vices.  Recent  years  have  witnessed  a 
phenomenal  increase  in  private  carriage.  By  far  the 
largest  portion  of  the  passenger  business,  mostly  new 
traffic,  moves  in  private  automobiles.     This  must  be 
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expected  to  continue.  Private  flying  has  also  grown 
rapidly  but  has  not,  as  yet,  attained  major  proportions. 
The  organization  of  line-assembly  and  mass-production 
methods  for  light  planes  may,  however,  bring  the  cost 
of  private  flying  well  within  the  reach  of  a  large  part 
of  the  population.  Accompanying  such  a  development, 
the  amount  of  private  flying  will  undoubtedly  increase 
but  probably  not  at  the  rates  predicted  by  the  most 
sanguine  aviation  enthusiasts.  The  multiplication  of 
private  fliers  on  the  airways  will  undoubtedly  increase 
the  hazards  and  pose  difficult  traffic  problems.  Until 
these  are  overcome  expansion  will  be  somewhat  limited. 

For  handling  freight  traffic  the  motortruck  is  receiv- 
ing extended  application  in  the  private-carrier  field. 
It  is  widely  used  in  the  business  of  the  farmer  and  in  the 
movement  of  agricultural  products.  Numerous  indus- 
trial, wholesale,  and  chain-store  organizations  ax'e  also 
conducting  extensive  operations.  The  effects  of  the 
private  carrier  have  been  keenly  felt  by  the  railroads 
and  even  by  the  common-carrier  truckers.  The  rapid 
increase  in  the  trucking  of  livestock  to  market,  accom- 
panied by  the  movement  of  a  wide  variety  of  farm  sup- 
plies on  the  back  haul,  is  but  one  example.  Private 
truck  traffic,  once  established,  is  not  easily  attracted 
back  to  the  common  carrier. 

On  the  inland  and  coastal  waterways  the  bulk  of  the 
service  is  performed  by  private  carriers.  Most  of  the 
oil,  much  of  the  coal  and  steel,  and  a  great  many  other 
bulk  commodities  are  moved  in  private-carrier  opera- 
tions. The  unit  of  movement  is,  however,  so  much 
larger  than  upon  the  highways  that  comparatively  few 
shippers  can  turn  to  private  carriage.  Nonetheless, 
the  volume  of  business  moving  in  this  manner  is  large 
and  provides  a  definite  check  upon  the  expansion  of  the 
common-carrier  business. 

Pipe-line  transjDort  is,  to  a  large  extent,  in  effect  a 
private  oi^eration.  In  the  field  of  air  transport  private 
carriage  of  goods  is  now  being  experimented  with  by  a 
few  firms  who  maintain  planes  to  speed  ui'gent  ship- 
ments to  various  parts  of  the  country.  It  may  be  ex- 
pected to  grow  rapidly  as  costs  are  reduced  and  airport 
facilities  multiplied. 

The  advent  of  private  transportation  on  so  large  a 
scale  has  enormous  significance  for  the  common  carriers. 
It  takes  from  them  large  segments  of  business  that  they 
might  handle  with  reasonable  economy,  reduces  their 
volume,  and  weights  all  the  remaining  common-carrier 
traffic  with  greater  burdens.  Once  the  traffic  is  lost  it 
is  very  difficult  to  I'egain  it  by  rate  conce-ssions.  Never- 
theless, common-carrier  service  is  essential  to  the  great 
bulk  of  shippers  whose  volume  between  many  points 
does  not  warrant  the  establishment  of  private  trans- 
portation systems.  In  the  intei'est  of  the  public  the 
common-carrier  system  must  be  preserved,  and  its  opera- 
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tions  must  be  conducted  at  sufficient  volume  to  permit 
reasonably  low  cost.  It  is  possible  that  the  next  few 
years  may  witness  the  development  of  strong  pressure 
for  the  regulation  of  private  carriers  in  the  interest  of 
maintaining  an  adequate  and  healthy  common-carrier 
service. 

The  many  possibilities  for  economy  of  transport 
cost,  if  fully  exploited,  should  make  possible  a  gradual 
lowering  of  the  general  rate  level  in  relation  to  other 
prices.  This  result  may  be  expected,  barring  efforts 
at  inducing  regional  self-sufficiency,  decentralization, 
and  other  similar  developments,  to  increase  the  total 
volume  of  transj^ortation  business.  Additional  de- 
mand for  transportation  may  also  result  from  the 
advent  of  new  products  and  services  requiring  dis- 
tribution. Despite  tendencies  which  appear  at  present 
to  be  reducing  total  volume  of  transport,  a  readjust- 
ment of  price  relationships  may  be  expected  to  expand 
the  demand. 

Some  of  the  present  tendencies  are,  however,  very 
strong  and  disturbing  when  their  implications  for  com- 
mon-carrier transport  are  considered.  The  shift  from 
coal  to  oil  fuel  and  to  electric  power  transmitted  at  high 
tension  over  long  distances;  the  rapid  increases  in  com- 
bustion efficiency  and  in  the  efficiency  of  steam-generated 
electric-i^ower  transmission  and  use ;  and  the  increasing 
development  of  water  power  appear  to  strike  heavily 
at  the  all-important  railroad  coal  traffic.  They  must 
be  offset  to  some  degree  by  the  advent  of  new  industries 
using  additional  power  and  heavy  raw  and  semimanu- 
factured materials.  Moreover,  in  the  next  decade,  these 
developments  are  not  likely  to  produce  inroads  ujion 
traffic  so  far  reaching  as  to  affect  the  stability  of  the 
industry.  They  may  be  retarded  and  countered,  in  part, 
by  reductions  in  the  transport  cost  which  represents 
so  large  a  proportion  of  delivered  fuel  prices. 

Shifts  in  industrial  location  and  in  raw-material  uses 
cannot  be  explored  here.  Predictions  are  entirely  mi- 
safe.  It  may  be  said,  however,  that  a  policy  directed 
toward  securing  the  maximum  economy  of  transport 
cost  will  enable  the  carriers  to  retain  much  business 
that  might  otherwise  be  lost  through  shifts  in  location. 

The  extended  application  of  air  transport,  the  early 
application  of  the  fullest  technical  possibilities  in  all 
forms  of  transport,  the  coordination  of  terminals  under 
public  auspices,  and  the  welding  together  of  the  various 
types  of  transport  in  a  combined  service  of  the  greatest 
efficiency  should  provide  the  nation  with  the  optimum 
development  of  transport  facilities.  Under  wise  public 
direction  which  seeks  to  place  the  general  welfare  ahead 
of  that  of  communities  and  groups,  the  United  States 
can  keep  in  the  forefront  of  transportation  progress. 
The  problems  of  policy  involved  will  be  dealt  with  at 
length  in  the  later  sections  of  this  report. 


PART    I  — SECTION    II 

THE    INFLUENCE    OF    TRANSPORTATION    ON    THE    LOCATION 

OF    ECONOMIC    ACTIVITIES 

By  Edward  S.  Lynch  ' 


Introduction 

Transportation  exerts  a  very  significant  influence 
upon  the  location  of  economic  enterprise.  The  fixed 
location  of  known  resources,  often  separated  from  one 
another  and  from  consuming  populations  by  great  dis- 
tance and  physical  obstacles,  necessitates  well-developed 
transportation  facilities  to  enable  their  economic  exploi- 
tation. Differences  in  rates  and  in  the  qualities  of  serv- 
ice available  between  various  sections  of  the  country  help 
determine  which  raw  material  sources,  manufacturing 
locations,  and  marketing  areas  are  most  desirable.  At 
times  lack  of  facilities  or  prohibitive  transport  costs  may 
inhibit  or  prevent  tlie  development  of  valuable  resources. 

A  rather  widespread  belief  exists  that  desirable 
changes  in  the  location  of  economic  activities  and  in  the 
geographical  distribution  of  the  population  can  be  ef- 
fected through  appropriate  changes  in  transportation 
rates.  Claims  that  particular  regions  are  favored  and 
others  unjustly  prejudiced  by  the  relationships  obtaining 
between  transportation  rates  are  perennial. 

It  is  the  object  of  this  section  to  indicate  the  ways  in 
which  transportation  influences  the  location  of  economic 
activities  and  to  appraise  the  possibilities  of  using  pub- 
lic transportation  policy  to  control  the  geographic  dis- 
tribution of  people  and  of  industry.  Only  one  phase  of 
the  transportation  problem  and  only  one  aspect  of  the 
locational  problem  are  considered.- 

The  Exploitation  of  Natural  Resources 

The  location  of  mining,  forestry,  and  agi'icultural 
activities  is  bound,  of  necessity,  to  the  natural  resources 
concerned.  Several  factors  determine  which  of  several 
sources  of  raw  materials  are  utilized  and  the  extent 
of  their  exploitation:  Eelative  costs  of  production  at 
tlie  various  sources,  the  location  of  the  market,  the 
pricing  policies  pursued  by  producers  variously  situated, 
and  the  costs  of  transportation  from  the  various  sources 
to  market. 

Variations  in  the  relative  prosperity  of  mining  regions 
liave  frequently  resulted  from  changes  in  the  relation- 
ships existing  among  transportation  rates  charged  vari- 


ous sources.  Operations  in  the  Southern  Appalachian 
coal  fields  were  long  inhibited  by  lack  of  suitable  trans- 
portation facilities.  The  development  of  good  all-rail 
connections  to  the  West  and  the  disruption  of  coal 
marketing  during  World  War  I  impelled  railroads  to 
offer  excellent  rates  from  West  Virginia  mines  to  north- 
ern and  western  markets.  A  great  expansion  in  coal- 
mining operations  resulted  in  southern  West  Virginia 
largely  at  the  expense  of  Pennsylvania  and  Ohio  fields. 
The  development  of  motor  transport,  which  caused  a 
change  in  the  relationship  between  rates  on  long  and 
on  short  hauls  in  favor  of  the  latter,  has  also  brought 
about  significant  shifts  in  the  location  of  coal  production. 
In  the  late  twenties,  the  area  within  25  or  30  miles  of 
St.  Louis,  known  as  the  Belleville  field,  became  studded 
with  small  coal-mine  operations,  which  had  theretofore 
been  effectively  discouraged  by  a  railroad  freight  rate 
structure  that  favored  shippers  of  higher  gi-ade  coals 
beyond  100  miles  to  the  east  of  St.  Louis.  The  reason 
for  the  apparent  discrimination  against  short-haul 
shippers  into  St.  Louis  was  the  expense  of  transfer 
from  East  St.  Louis  to  St.  Louis.  Highway  operations 
were  furthered  by  the  construction  of  a  municipally 
owned  toll-free  bridge  connecting  the  two  cities.  In 
1938,  the  major  portion  of  St.  Louis'  coal  supply  came 
from  the  Standard  Belleville  field ;  most  of  it  by  truck.' 
Variations  in  the  prosperity  of  agricultural  areas  as 
a  result  of  changes  in  transportation  rates  and  service 
are  well  known.  Relative  transportation  charges  on 
potatoes  have  been  important  influences  in  the  competi- 
tion of  producers  in  Maine,  Idaho,  Michigan,  and  New 
York  with  one  another.  The  increase  in  freight  rates 
after  the  first  World  War  is  said  to  have  redounded  to 
the  advantage  of  New  York  producers  located  near 
major  consuming  markets  and  to  the  disadvantage  of 
growers  in  Idaho  and  Michigan.*  Relative  charges 
for  transporting  feeds  and  livestock  have  dictated  the 
degree  of  specialization  by  various  regions  of  the  coun- 
try in  the  production  of  one  or  the  other.     The  compe- 


'  Research  Assist.Tnt  Piofossor.  Iowa  State  College,  and  Consultant, 
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=  The  National  Resources  Planning  Board  is  now  preparing  a  study 
of  the  factors  influencing  the  location  of  industry. 


^  Rail  shipments  of  coal  into  St.  Louis  have  increased  greatly  since 
April.  1940,  when  an  anti-smoke  ordinance  practically  forced  domestic 
consumers  to  use  a  better  grade  of  coal.  At  the  same  time,  the  rail- 
roads put  in  a  trainload  rate  of  $2  per  ton,  compared  with  a  previous 
larload  rate  of  $3.05  per  ton,  from  Arkansas  mines. 

*  U.  S.  Gabriel,  Index  Numbers  of  Freight  Raten  and  their  Relatipn 
to  Agricultural  Prices  and  Production,  Bulletin  No.  446,  Cornell  Univer- 
sity Ag-icultural  Experiment  Station.  1025,  pp.  31-34. 
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tition  in  eastern  markets  of  orange  growers  in  Cali- 
fornia with  tliose  in  Florida  would  have  been  much  less 
intense  if  railroads  serving  the  former  producers  had 
not  "blanketed"  the  entire  eastern  part  of  the  country 
for  rate-making  purposes.  Until  recently,  transporta- 
tion charges  on  oranges  from  California  were  the  same 
to  New  York  City  as  to  Denver,  Colo. 

Manufacturing 

Attraction  of  Material  Sources 
and  Markets 

Much  greater  freedom  of  choice  exists  for  the  location 
of  manufacturing  plants  than  of  raw  material  produc- 
tion. But  the  location  of  the  latter  exercises  a  pro- 
found influence  upon  the  geographical  distribution  of 
manufacturing.  Unless  particular  areas  and  sites  are 
especially  favored  by  relatively  low  production  costs 
for  other  reasons —  the  availability  of  a  low  wage  or  of 
a.  highly  skilled  labor  force,  for  example — particular 
manufacturing  processes  will  be  located  with  primary 
reference  to  the  sources  of  their  materials  and  to  the 
markets  for  their  products. 

The  question,  will  processing  occur  near  the  source 
of  raw  materials  or  near  the  market  for  the  finished 
product,  is  relatively  easy  to  answer  where  but  one  ma- 
terial is  used,  only  one  commodity  produced,  and  trans- 
portation costs  are  reflected  directly  in  price. ^  Fabri- 
cation will  occur  near  the  source  of  the  material  if  it  costs 
less  to  transport  the  product  than  the  material  and  near 
the  market  if  the  contrary  situation  exists. 

The  attraction  of  the  raw  material  soui'ce  will  be  more 
marked,  the  greater  the  weight  loss  in  fabrication " 
(sometimes  called  the  "conversion  loss"),  assuming 
equal  ton-mile  rates.  It  is  not  surprising,  therefore, 
that  copper  and  lead  smelters  and  refineries,  wood  dis- 
tillation plants,  planing  mills,  cotton  gins,  and  beet- 
sugar  refineries  are  usually  located  very  near  to  the  ma- 
terials which  they  employ.  Freight  rates  per  ton-mile 
on  the  finished  products  can,  of  course,  be  made  suffi- 
ciently high  and  on  the  raw  materials  involved  suffi- 
ciently low,  to  offset  the  influence  of  weight  loss  in 
manufacture  upon  location  and  thus  to  make  location 
near  the  market  more  profitable. 

However  many  materials  enter  a  product,  however 
many  products  are  produced  jointly  from  the  same  ma- 
terials, the  same  principles  apply.  To  the  extent  that 
one  material  or  one  product  involves  greater  cost  of 
movement  than  others,  its  source  or  market  will  have  a 
correspondingly  greater  influence  upon  location. 


"The  offsetting  influences  of  industrial  pricing  policies  on  transpor- 
tation rate  changes  discussed  in  Part  I,  Section  III,  1  of  this  report. 

"  That  is.  the  greater  excess  of  weight  of  the  material  over  that 
of  the  product. 


Transit  privileges  are  commonly  accorded  in  the  flour- 
milling,  lumber,  cotton-compressing,  and  other  indus- 
tries. They  have  had  important  effects  upon  the  loca- 
tion of  flour  production.  Mills  located  at  points  where 
the  privilege  is  granted  can  stop  grain  for  milling  and 
reship  it  as  flour  to  consuming  markets  on  the  through 
rate  applying  from  j^oint  of  origin  for  the  grain  to  final 
destination  plus  a  small  transit  charge.  Thus  they  save 
the  difference  between  the  local  rates  applying  to  the  two 
segments  of  the  movement  and  the  through  rate  plus 
transit.  The  privilege  has  been  available  at  relatively 
few  i^oints  and  has  fostered  concentration  of  milling 
there.  It  began  originally  in  the  eastern  states  to  enable 
eastern  mills  to  compete  with  those  being  established 
near  the  grain  fields  of  the  central  west.  Later  the 
privilege  was  extended  westward.  It  has  been  an  im- 
portant factor  in  facilitating  the  gi-owth  of  flour  milling 
in  the  southwest,  and  its  extension  to  a  larger  number 
of  milling  centers  has  aided  considerable  relative  disper- 
sion of  the  industry. 

Rates 

Carriers  typically  charge  rates  that  rise  with  the 
progress  of  fabrication  from  raw  materials  to  final 
products.  The  result  is  a  tendency  for  manufacturing 
to  be  located  away  from  the  source  of  raw  materials  and 
close  to  market — unless  the  weight  loss  in  fabrication  is 
sufficiently  great  to  offset  the  difference  in  rates,  or  un- 
less the  service  rendered  manufactures  is  so  much 
superior  to  that  afforded  materials  as  to  offset  the 
tendency. 

The  relationship  between  rates  on  materials  and  man- 
ufactured goods  is  partially  based  on  differences  in  the 
costs  of  hauling  them.  The  transportation  of  crude  oil 
by  pipe  line,  for  example,  is  cheaper  than  by  railroad 
tank  car  or  by  motortruck.  As  a  result,  refineries  have 
been  located  near  the  markets  for  oil  products  or  at 
tidewater,  where  cargo  tankers  are  available  to  carry 
the  refined  products  to  market  at  relatively  low  charges. 
In  general,  manufactured  goods  load  less  heavily  than 
materials,  are  more  liable  to  loss  and  damage,  and  re- 
ceive more  expedited  service  and  other  service  advan- 
tages; they  are,  therefore,  more  costly  to  transport. 

The  fact  that  competition  among  carriers  is  limited 
also  accounts  partially  for  differences  in  rates  on  goods 
of  varying  degree  of  fabrication.  That  is,  differences 
in  the  demand  for  transportation  as  well  as  differences 
in  costs  influence  the  rates  established  by  carriers. 

Although  the  practice  is  general  of  charging  rates 
that  progress  with  the  stage  of  fabrication,  it  is  by  no 
means  universal.  On  shipments  east,  hogs  carry  higher 
rates  than  do  products  obtained  from  processing  them, 
although  the  weight  loss  is  about  25  or  30  percent.    The 
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result,  along  with  other  factors,  has  been  the  develop- 
ment of  the  packing  industry  in  the  western  corn  belt.' 
This  trend  was  furthered  by  the  development  of  motor- 
truck oi^erations  in  the  twenties,  which  resulted  in  lower 
rates  on  hogs  for  short  hauls.  Similar  cii'cumstances 
have  from  time  to  time  surrounded  the  movement  of 
other  livestock. 

The  practice  of  carriers  of  increasing  their  charges 
with  distance,'  but  at  a  diminishing  rate,  causes  total 
transportation  charges  to  be  lower  if  manufacture  occurs 
at  the  material  source  or  at  the  market  than  anywhere 
else,  since  the  sum  of  two  short-haul  charges  on  the 
same  or  similar  articles  is  greater  than  a  single  long-haul 
charge.  Unless,  then,  processing  costs  are  sufficiently 
lower  at  some  other  place  to  offset  its  disadvantage  in 
transportation  costs,  fabrication  will  tend  to  occur  either 
at  the  source  of  the  material  or  the  market — the  assump- 
tion made  in  preceding  pages. 

The  mfluence  of  the  market  upon  the  location  of  man- 
ufacturing has  been  lessened  as  a  result  of  the  greater 
number  of  competitive  reductions  in  rates  on  fabricated 
products  than  on  raw  materials,  as  a  result  of  the  devel- 
opment of  motor  transport. 

Although  there  has  been  a  tendency  for  common-car- 
rier truckers  to  adhere  rather  closely  to  the  rate  struc- 
tures developed  by  the  railroads,  their  rate  policies  have 
nevertheless  shown  marked  deviations  from  those  for- 
merly jjursued  by  the  latter.  In  New  England,  motor 
carriers  for  hire  have  established  their  own  rate  struc- 
ture with  little  regard  for  railroad  theories  on  the  mat- 
ter.^ Shippers  operating  their  own  trucks  are  of  course 
not  at  all  bound  by  railroad  rate  policies  on  the  traffic 
which  they  carry.  Moreover,  potential  as  well  as  actual 
operation  by  shippers  of  their  own  trucks  has  influenced 
motor  carriers  and  railroads  in  establishing  their  own 
rates. 

Service 

Costs  of  movement  include  more  than  the  bare  hauling 
charges  of  transportation  agencies  or  the  expenses  to 
shippers  of  operating  their  own  vehicles.  The  quality 
of  the  service  rendered  also  is  an  important  consider- 
ation to  producers.^" 


'  Direct  Marketing  of  Hoys,  V.  S.  Department  of  AgrituUure,  Misc. 
Pub.  No.  222,  1933,  pp.  6-7,  and  77-87,  et  passim.  Transportation  rates 
on  hogs  sbipped  westward  are  relatively  very  low  in  comparison  to  rates 
on  meat  products ;  packing  plants  have  accordingly  been  located  on  the 
Pacific  coast  in  order  to  supply  that  market  for  meat. 

^  As  noted  later,  there  are  numerous  exceptions  to  this  principle. 

"Ncto  England  Motor  Carrier  Rates,  8  M.  C.  C.   287   (1038). 

"*  Dr.  Julius  Parmelee  writes,  "It  is  impossible  to  estimate  the  exact 
savings  improved  rail  efficiency  has  stimulated.  It  has  been  estimated, 
however,  that  manufacturers,  shippers,  and  dealers,  generally,  have  re- 
duced their  working  capital  by  one-fourth.  This  reduction  alone  means 
millions  of  dollars  of  annual  savings  to  them."  The  Modern  RaUiraV. 
Longmans,  Green  and  Co.,  New  York,  1940,  p.  237. 


Speed  is  one  of  the  most  vital  qualitative  aspects  of 
transportation.  In  its  widest  sense,  it  includes  not  only 
the  actual  time  in  transit,  but  also  the  frequency  and 
dependability  of  carrier  schedules  and  their  degiee  of 
correlation  with  production  schedules. 

Goods  in  transit  may  represent  a  considerable  absorp- 
tion of  working  capital.  It  is  customary  for  zinc  and 
for  electrolytic  copper  to  be  sold  at  delivered  prices 
v/hich  include  interest  on  the  value  of  the  product  while 
it  is  in  transit.'^  Increased  over-all  speed  of  transpor- 
tation also  reduces  storage  requirements;  as  a  result 
interest  on  the  value  of  the  goods  stored,  the  expense 
of  providing  or  renting  warehouse  space,  and  the  risks 
of  price  declines  on  inventory  are  diminished. 

Where  the  interest  cost  on  goods  in  transit  and  in 
storage  is  substantial,  there  is  some  incentive  to  locate 
manufacturing  processes  in  proximity  to  their  markets, 
for  the  value  of  fabricated  products  is  greater  than  that 
of  the  materials  of  which  they  are  made.  One  of  the 
reasons  suggested  for  the  rise  of  Buffalo  as  a  flour-mill- 
ing center  after  the  first  World  War  was  the  saving  in 
transit  time  on  flour  destined  to  eastern  markets  that 
was  thus  achieved.  In  earlier  years  the  three  to  five 
v.eeks  in  transit  on  the  Great  Lakes  contributed  to  the 
requisite  aging  of  the  flour,  but  general  adoption  of  the 
bleaching  process  gave  new  significance  to  time  in  tran- 
.sit.^-  The  influence  of  the  market  is  reduced  if  over-all 
speed  on  fabricated  products  is  greater  than  on  mate- 
rials, as  is  frequently  the  case.  The  development  of 
speedy  transportation,  in  recent  years,  has  probably 
contributed  somewhat  to  the  decline  in  the  importance 
of  the  market  for  the  location  of  manufactures. 

Economies  of  Scale  and 
Differential  Production  Costs 

The  extent  to  which  potential  economies  of  large-scale 
production  are  exploited  depends  upon  the  level  of  trans- 
portation charges  and  the  service  rendered  by  carriers. 
Concentration  of  output  in  one  plant  or  at  a  single  raw 
material  source  is  promoted  by  lower  transportation 
charges,  both  on  the  materials  used  and  on  the  product 
to  the  various  markets  served. 

Similar  considerations  obtain  where  any  site  affords 
opportunity  for  production  at  abnormally  low  costs — 
because  of  an  especially  favorable  labor  situation,  for 
example.  Provided  materials  are  reasonably  accessible, 
the  home  market  can  be  preserved  to  high-cost  industries 
by  a  high  level  of  transportation  charges  and  inferior 
service  from  other  producing  areas. 


"  Saul  Nelson.  Price  Behavior  and  Business  PpUcy,  Temporary 
National  Economic  Committee.  Monograph  No.  1,  1940,  p.  339. 

'=  Victor  G.  Pickett  and  Roland  S.  Vaile,  The  Decline  of  North' 
iccstern  Flour  Milling,  University  of  Minnesota  Press,  1933.  p.  47. 
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Changes  in  the  levels  of  transportation  rates,  unac- 
companied by  changes  in  the  percentage  relationship 
obtaining  among  individual  rates,  influence  location  by 
increasing  the  absolute  differences  between  specific  rates. 
Ihe  trend  of  the  packing  industry  to  the  western  corn 
belt  discussed  above  was  furthered  by  the  larger  spread 
between  the  charges  for  haulmg  hogs  and  meat  products 
tliat  resulted  from  the  general  percentage  increases  in 
freight  rates  during  and  after  World  War  I.  Equal 
percentage  increases  in  transportation  rates  also  increase 
the  spread  between  long-haul  and  short-haul  charges, 
thus  reducing  production  cost  advantages  held  by  ship- 
pers located  more  distance,  freightwise,  from  their  mar- 
kets, wliDe  equal  percentage  reductions  have  just  the 
opposite  effect.  In  general,  then,  increases  in  the  levels 
of  transportation  charges  tend  to  greater  decentraliza- 
tion, and  reductions  in  those  levels  to  concentration,  of 
production. 

If  prices  in  general  change,  while  tlie  level  of  trans- 
portation rates  remains  the  same,  the  effect  on  location 
is  the  same.  With  falling  prices,  transportation  be- 
comes relatively  more  expensive,  and  decentralization  of 
industry  is  fostered.  Some  of  the  dispersion  of  industry 
that  typically  occurs  in  periods  of  depression  can  be 
attributed  to  the  maintenance  of  freight  rate  levels  while 
prices  generally  are  falling.  On  the  other  hand,  if 
prices  in  general  rise  and  transportation  rates  remain 
unchanged  or  fall,  the  effect  is  to  increase  the  localization 
of  industry,  and  the  magnitude  of  trade  between  areas. 

Although  decentralization  of  production  can  be 
achieved  by  making  rates  so  high  and  service  so  bad 
as  to  discourage  the  use  of  transportation  facilities,  a 
thoroughly  economical  transportation  system  might 
effect  greater  decentralization  than  now  exists.  The 
separation  of  production  into  numerous  stages  from  raw 
materials  to  final  products,  with  each  stage  carried  on 
where  peculiar  labor  and  other  cost  advantages  dictate. 
is  discouraged  by  high  rates,  and  would  be  stimulated 
if  service  were  further  improved  and  rates  reduced. 
I'reedom  of  location  generally  would  be  enhanced  by 
still  greater  efficiency  in  transportation  and  lower  costs 
of  transportation  service.  The  attraction  for  manu- 
facturing of  the  sources  of  materials  whose  conversion 
(weight)  losses  are  large  is  diminished  by  relative  re- 
ductions in  transportation  costs. 

Trade 

Transport  costs  exercise  a  significant  influence  upon 
the  location  of  trading  activity.  It  has  been  suggested 
that  "rate  relationsliips  play  a  more  important  part  in 
the  location  of  market  centers  than  in  the  location  of 
industries,  because  other  factors,  sucli  as  labor  costs,  are 
comparatively  unimportant  to  commercial  enterprises. 
In  general,  goods  will  ho  bought  and  sold  through  mar- 


kets established  at  points  having  the  lowest  combination 
of  rates. ^^ 

Influence  of  Transportation 
Upon  Urban  Concentration 

Transportation  has  probably  had  more  influence  upon 
the  relative  size  of  urban  communities  than  upon  the 
interregional  distribution  of  production.  If  a  particu- 
lar site  enjoys  more  favorable  transportation  rates  on 
raw  materials  and  on  processed  goods  manufacturing 
and  trading  activities  will  gravitate  to  it,  unless  other 
costs  of  production  are  sufficiently  greater  to  offset  its 
transportation  advantages.  Similarly,  more  frequent, 
more  dependable,  more  convenient,  and  speedier  service 
afforded  by  carriers  to  a  particular  location  than  to  sur- 
rounding areas  will  cause  production  to  be  attracted  to 
it.  The  very  fact  that  productive  enterprise  is  attracted 
to  a  particular  center  provides  a  further  attraction  to 
industries  which,  for  transportation  reasons,  tend  to  be 
located  at  the  market. 

Rates 

Most  of  the  major  manufacturing  and  trading  centers 
of  the  country  have  access  to  cheap  water  transporta- 
tion. It  has  been  indicated  that  "About  half  of  the 
[major  manufacturing]  areas  are  located  on  deep  water, 
and  many  of  the  remainder  have  access  to  navigable 
rivers."  "  Such  locations  afford  great  advantages  in 
the  assembling  of  materials  for  some  manufacturers 
over  places  not  so  favored.  Moreover,  producers  and 
merchants  located  there  are  also  favored  in  marketing 
products  for  which  speed  of  transportation  is  not  of 
great  importance. 

In  order  to  meet  water  competition  the  railroads  have 
charged  less  to  Pacific  coast  ports  than  to  adjacent  com- 
munities in  the  interior.  The  practice  of  charging  less 
for  long  hauls  than  for  shorter  hauls  in  the  same  direc- 
tion and  included  within  them  is  not  confined  to  rail- 
water  competition.  It  also  commonly  occurs  to  enable 
circuitous  railroad  routes  to  meet  the  short  line  route. 
In  some  instances  at  least,  truck  operators  maintain 
that  higher  rates  to  intermediate  cities  than  to  large 
terminal  cities  are  justified  because  of  higher  costs  en- 
tailed in  serving  the  former.  In  New  England  Motor 
Carrier  Rates  ^^  it  was  shown  that  often  goods  were 
actually  transported  through  to  major  terminal  cities 
and  hauled  back  to  the  intermediate  cities  concerned. 
Moreover,  many  truck  operators  "handle  traffic  prin- 
cipally in  truckloads  between   important  commercial 


"  D.  Philip  Loclilin,  Economics  of  Transportation,  Rev.  Ed.,  Business 
Publications,  Inc.,  Cbicago,  1938,  p.  126. 

"Glenn  E.  McLaughlin,  Growth  of  American  Manufacturing  Areas, 
University  of  Pittsburgh,  Bureau  of  Business  Research  Monographs, 
No.  7,  1938,  p.  13. 

"8  M.  C.  C.  287,  297  (1938). 
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centers  onlj-  and  are  thereby  able  to  cut  rates  on  such 
trafEc.'" '"  Although  the  amount  of  air-freight  traffic 
is  as  yet  relatively  insignificant,  it  is  nevertheless  of 
some  importance  for  certain  kinds  of  manufactured 
products  and  is  carried  only  between  major  centers. 

Legal  restrictions  on  the  practice  of  charging  more 
for  short  than  for  long  hauls  where  the  former  are  in- 
cluded within  the  latter  has  resulted  in  another  rate- 
making  policy,  which  also  tends  to  attract  industry  and 
trade  to  major  centers.  Railroads  commonly  make  rela- 
tively low  rates  on  traffic  to  and  from  '"key"  cities,  as  the 
Commission  caDs  them,  and  group  such  rates  back  over 
an  intermediate  area  of  greater  or  less  extent.^'  If  the 
intermediate  area  concerned  were  the  same  on  hauls  in 
all  directions,  the  '"key"  cities  would  have  no  advantages 
over  other  cities  in  the  same  area.  In  fact,  however,  the 
"key"  cities  do  enjoy  a  transportation  rate  advantage 
over  neighboring  cities.  A  simple  illustration  will  suffice 
to  bring  out  the  main  details  of  this  system  of  disparate 
blanketing. 


A 


D 


G 


E        B 


Let  us  assume  that  C  is  a  "kej'"'  city  and  A  and  B  are 
sources  of  raw  materials.  D  and  E  are  other  points 
served  by  the  railroad  concerned.  On  traffic  from  A. 
charges  to  all  points  between  D  and  C,  inclusive,  are  the 
same ;  on  traffic  from  B,  charges  to  all  points  between  C 
and  £",  inclusive,  are  the  same.  On  traffic  from  A 
charges  to  E  are  higher  than  those  to  C,  while  charges 
on  traffic  from  B  are  higher  to  D  than  to  C. 

It  can  readily  be  seen  that  a  manufacturing  enterprise 
that  requires  raw  materials  from  both  ^4  and  B  will  find 
C  a  more  advantageous  location,  so  far  as  assembly  costs 
are  concerned,  than  either  D  or  E.  Furthermore,  E  is  in 
no  more  favorable  position  than  (7,  for  sales  to  B  while 
its  position  is  inferior  in  marketing  to  A.  A  similar  re- 
lationship obtains  between  C  and  D.  Thus  a  system  of 
grouping,  which  in  every  direction  favors  a  "key"  city, 
affords  manufacturers  and  traders  located  there  decided 
advantages  in  transportation  charges  over  competing 
cities  in  its  territory.  Blanketing  of  rates  in  this  fashion 
is  also  practiced  by  motor  carriers — sometimes  over 
rather  long  distances."  The  position  of  C,  in  the  above 
illustration,  would  be  even  more  advantageous  and  its 


^°  Central  Tenitory  Motor  Carrier  Rates,  8  M.  C.  C.  233,  253   (1938). 

"  Western  Trunk  Line  Class  Rates,  164,  I,  C,  C.  1,  208-9  (1930)  ; 
Eastern  Class  Rate  Investigation,  164  I.  C,  C,  364,  414-15  (1930). 

"The  same  rate  was  charged  from  Winston-Salem,  N.  C,  to  Atlanta, 
Ga.,  395  miles,  as  from  the  former  point  to  Nashville,  Tenn.,  645  miles. 
The  Commission  held  that  the  rate  to  the  latter  point  was  unreasonablj 
low  (of.  Cotton  Clothing  and  Underwear  in  the  South,  10  M.  C.  C.  691, 
698,  1938),  But  it  has  approved  of  this  form  of  rate  mailing  by  motor 
carriers  in  numerous  cases  (Central  Territory  Motor  Carrier  Rates, 
S  M.  C.  C.  23"!,  250,  1938  ;  Xfic  England  Motor  Carrier  Rates,  8  M.  C.  C. 
287,  307,  1938). 


size  greater,  if  a  number  of  transportation  routes  con- 
verged on  it  and  similar  gi-oups  were  provided  on  the 
various  routes.  In  fact,  such  a  convergence  of  routes  on 
a  city  is  frequently  the  occasion  for  the  establishment  of 
"key"  rates  because  of  competition  in  marketing  and 
purchasing  of  producers  along  the  various  routes. 

The  creation  of  a  rate  group  and  the  establishment  of 
uniform  transportation  charges  between  all  points  with- 
in it  and  each  place  beyond  its  borders  has  a  restrictive 
effect  on  urban  concentration.  The  old  Texas  common 
point  system  created  a  very  broad  area  in  that  State 
between  which  and  particular  outlying  points  trans- 
portation charges  were  the  same.  As  a  result,  a  much 
larger  number  of  trading  and  manufacturing  centers 
^vere  established  than  would  otherwise  have  been  the 
case,  and  no  single  urban  area  was  able  to  assume 
dominant  importance  in  the  State.  Wliile  the  estab- 
lishment of  this  group  system  of  rate  making  was 
primarily  a  result  of  the  peculiar  mterlacing  of  inde- 
pendently owned  railroad  routes  and  the  competitive 
relationships  resulting  therefrom,  the  policy  of  the 
Texas  Railroad  Commission  in  its  early  days  seems  also 
10  have  been  a  major  factor  in  its  establishment.  It  has 
been  suggested  that  the  "blanketing  of  rates  to  and  from 
all  points  in  New  England  when  the  points  of  origin 
or  destination  were  in  the  West  has  long  had  a  decentral- 
izing effect  on  industry  in  New  England."  " 

Grouping  on  a  relatively  narrow  scale  occurs  by  virtue 
of  the  railroad  policy  of  extending  the  same  rates  to  all 
points  within  the  terminal  limits  of  a  city,  which  in 
many  cases  extend  beyond  its  political  boundaries.  The 
result  is  that,  so  far  as  transportation  rates  are  con- 
cerned, location  anywhere  within  the  terminal  limits  is 
equally  advantageous.  The  relatively  extensive  eco- 
nomic development  of  the  suburbs  of  Cliicago  has  been 
attributed  to  the  fact  that  the  Chicago  terminal  area 
is  rather  wide.-"  The  establishment  of  free  pick-up  and 
delivery  service  by  railroads  in  recent  years  has  reduced 
the  influence  of  cheap  transportation  rates  upon  location 
in  the  heart  of  urban  areas,  and  the  establishment  of 
similar  service  by  water  carriers  has  influenced  the 
movement  of  industry  to  the  suburbs  of  major  port 
cities. 

Service 

Significant  differences  exist  in  the  quality  of  transpor- 
tation services  available  to  various  localities.  Not  all 
localities  are  directly  served  by  one  or  another  of  the 
various  kinds  of  transportation  agency.  The  commer- 
cial air  routes  of  the  nation  afford  direct  service  to  fewer 


>»  LockUn,  op.  ait.,  p.  123, 

="  William  N.  Mitchel,  Trends  in  Industrial  Location  in  the  Chicago 
Reijion  Since  I'JiO,  Universily  of  Chicago,  Studies  in  Business  Adminis- 
tration, vol.  IV,  1933,  p.  69. 
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than  300  communities.  The  number  of  gasoline  and 
crude-oil  and  natural-gas  pipe-line  terminals  is  relatively 
small.  Carriage  by  water  is,  of  course,  immediately 
available  to  relatively  few  communities.  The  Automo- 
bile Manufacturers'  Association  amuially  reports  that 
more  than  40,000  communities  are  without  railroad  serv- 
ice and  dependent  upon  motor-vehicle  operations. 

There  is  little  doubt  that  large  conimunities  are 
afforded  better  transportation  than  smaller  centers.  In- 
formation concerning  transportation  schedules  and  rates 
is  not  always  as  readily  available  to  shippers  in  small 
communities  as  it  is  in  larger  cities.  This  is  especially 
true  of  places  that  do  not  enjoy  the  services  of  a  trans- 
portation agent.  The  files  of  the  Iowa  Commerce  Com- 
mission disclose  almost  as  much  opposition  from  ship- 
pers to  the  withdrawal  of  a  local  railroad  agent  as  to 
the  abandonment  of  a  branch.  Moreover,  in  large 
urban  centers  chambers  of  commerce  frequently  perform 
the  functions  of  industrial  traffic  managers  for  their 
members.  Kailroad,  common-carrier  truck,  water- 
carrier,  and  air-freight  schedules  are  typically  made 
with  a  view  to  the  convenience  of  producers  located  at 
major  terminals.  Greater  convenience  and  over-all 
speed  of  transportation  are  also  afforded  producers  as 
a  result  of  the  more  frequent  schedules  operated  by 
carriers  competing  for  traffic  between  large  cities.  Fre- 
quency of  schedules  results  also  from  the  very  magni- 
tude of  the  traffic  hauled  between  such  places.  Lesser 
stations  along  railway  routes  and  smaller  communities 
along  highway  routes  are  frequently  by-passed  in  the 
interest  of  fast  service  between  large  communities.  The 
result  is  a  differential  advantage,  in  speed  and  frequency 
of  transportation  between  such  places  as  against  smaller 
centers.  Other  transportation  agencies  that  employ  the 
above  media,  freight  forwarders  and  the  Railway  Ex- 
press Agency,  have  also  contributed  to  better  service 
between  localities  of  major  traffic  importance. 

The  very  increase  in  transportation  speed  in  recent 
years  has  rendered  more  profitable  the  concentration 
of  merchandising  activities  in  the  very  largest  cities, 
to  the  disadvantage  of  even  relatively  large  trading 
centers.  In  explanation  of  the  decline  of  warehousing 
in  Minneapolis,  Vaile  and  Nordstrom  write,  "the  gen- 
eral improvement  in  transportation  service  has  oper- 
ated to  permit  manufacturers  to  consolidate  their  ware- 
house stocks  at  the  more  important  distribution  centers. 
*  *  *  The  time  on  carload  shipments  [between 
Chicago  and  Minneapolis]  has  been  reduced  from  3 
or  4  days  to  36  hours.  As  a  result  in  some  lines  it  is 
no  longer  necessary  to  carry  stocks  of  merchandise  in 
l)ot]i  Chicago  and  the  Twin  Cities."-' 
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Limitations  on  the  Effects  of 
Transport  Factors 

Immobility  of  Production  Resources 

A  relative  increase  in  freight  rates  on  its  product  to 
market  or  on  the  raw  materials  used  will  seldom  result 
in  immediate  and  complete  shut-down  by  a  firm  operat- 
ing with  a  large  investment  in  relatively  durable  and 
specialized  plant  and  equipment.  Unless  the  increase 
is  so  great  as  to  render  its  investment  valueless,  it  can 
be  absorbed  and  production  continued,  though  possibly 
on  a  reduced  scale,  until  need  for  replacement  of  plant 
and  equipment  arises. 

Moreover,  a  reduction  in  freight  charged  to  a  com- 
petitor located  elsewhere  which  leads  him  to  lower  his 
price  will  not  usually  enable  him  completely  and  im- 
mediately to  absorb  the  market.  The  failure  of  an  even 
more  rapid  advance  in  the  packing  industry  to  occur  in 
the  western  corn  belt  area,  in  view  of  freight  rate,  wage, 
and  other  advantages  is  attributed  to  the  fact  that  very 
large  and  relatively  durable  investments  had  already 
been  made  in  Chicago  and  elsewhere. -- 

Because  reinvestment  in  various  lines  of  activity  tends 
to  be  made  at  different  periods  of  time  and  very  largely 
with  a  view  to  the  existing  locational  structure  of  sup- 
pliers and  of  markets,  the  process  of  relocation  as  a 
result  of  a  change  in  freight  rates  is  very  slow  and  likely 
never  to  be  completely  achieved.  The  theory  and  facts 
relative  to  the  effects  of  the  varying  times  at  which 
replacement  of  worn  out  and  obsolete  equipment  occurs 
have  unfortunately  not  been  very  well  developed. 

Increased  transportation  costs  may  be  borne  partly 
by  the  workers,  especially  when  they  are  unorganized, 
because  their  geographical  mobility  is  restricted  by  the 
expense  of  movement,  including  partial  loss  of  invest- 
ments made  in  the,  locality  concerned,  and  by  natural 
psychological  resistance  to  movement.  Labor,  in  other 
words,  together  with  all  other  relatively  immobile  pro- 
ductive factors,  including  transportation  facilities,  par- 
ticipates in  the  competition  of  the  combined  resources 
of  one  region  and  those  of  another  for  common  mar- 
kets. Similarly,  labor  may  reap  all  the  benefits  from  an 
improvement  in  the  transportation  situation.  Al- 
though there  is  relatively  little  physical  relocation  of 
plants,  production  of  particular  commodities  does  ex- 
pand in  one  region  while  it  contracts  in  another.  Among 
the  factors  that  bring  about  such  movements  are  changes 
in  transportation  charges  .and  services.  Moreover,  the 
movement  of  an  industry  from  one  region  to  another  and 
from  one  site  to  another  is  verj-  unlikely  to  be  an  isolated 
phenomenon.  It  is  very  likely  to  bring  about  changes 
in  the  location  of  industries  supplying  it  and  of  indus- 


"^  Public  Merchandise  Warchousinf;  in  the  Twin  Oilier.  University  of 
Minnesota,  Studies  in  Economics  and  Business,  Bulletin  No.  3,  19.'t2, 
p.  40. 


-"  U.    S.   Department   of  Asriciiltuie.   Misc 
Marketing  of  Hogs,  1935,  p.  9. 
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tries  dependent  upon  it  for  supplies.  Just  as  the  relo- 
cation of  economic  activities  is  typically  a  very  slow 
development,  so  once  it  occurs  it  is  likely  to  be  cumulative 
in  its  effects. 

Geographical  Pricing  Policies" 
and  Transportation  Rates 

Pricing  policies  in  the  nontransportation  area  of  the 
economy  frequently  offset  the  influence  of  changes 
in  freight  rates  upon  location.  Where  competition  is 
limited,^^  the  prices  that  buyers  are  asked  to  pay  are 
likely  to  vary  by  more  or  less  than  the  transportation  ex- 
penses involved  in  getting  the  goods  to  them.  "Freight 
absorption"  and  "freight  pick-ups,"  of  greater  or  less 
amount,  by  the  seller  occurs. 

If  competition  in  price  is  deliberately  avoided,  it 
is  entirely  probable  that  a  reduction  in  the  costs  of  a 
producer  who  does  not  "make  the  price"  (who  simply 
"meets  competition")  will  not  result  in  a  lowering  of 
his  price,  and  that  increased  costs  will  not  impel  him 
to  raise  his  price.  Moreover,  a  reduction  in  his  costs 
will  not  necessarily  result  in  an  extension  of,  nor 
an  increase  in  his  costs  to  withdrawal  from  part  of, 
his  market. 

A  producer,  who  will  not  lower  his  price,  can  extend 
his  market  only  by  increasing  sales  effort,  rendering 
superior  service,  or  bettering  his  product.  If  the  prod- 
uct concerned  is  a  standardized  one,  reductions  in  costs 
cannot  be  reflected  in  improvements  in  the  product,  and 
industries  with  highly  formalized  geographical  pricing 
systems  usually  sell  standardized  products.  Fre- 
quently, a  producer  cannot  sell  as  much  as  he  would 
like  in  a  particular  market,  and  further  sales  effort 
might  result  in  little  or  no  addition  to  sales.^^  For 
that  reason,  increased  costs  of  serving  a  particular 
market  will  not  necessarily  result  in  a  withdrawal  from 
it,  nor  even  in  a  reduction  of  sales  expenditures  there. 
Thus,  there  is  no  evidence  that  Pittsburgh  steel  mills 
have  concentrated  sales  effort  within   those  areas  in 


^  For  a  description  of  various  kinds  of  geographic  pricing  policies,  cf. 
Saul  Nelson.  Price  Behavior  and  Business  Policy,  Temporary  National 
Economic  Committee,  Monograph  No.  1,  part  II,  pp.  273-4. 

"'  "In  a  country-wide  survey  of  the  price-basing  methods  used  by 
manufacturers,  it  was  found  that  of  the  more  than  3,500  reporting  firms, 
including  manufacturers  in  practically  all  industries,  44  percent  sell 
on  an  exclusively  shipping-point  price  basis,  18  percent  on  an  exclusively 
delivered  price  basis,  and  38  percent  on  both  bases."  (Report  of  the 
Federal  Trade  Commission  on  Price  Bases  Inguiry,  1932,  p.  XIV.)  Of 
the  firms  selling  exclusively  on  a  shipping-point  price  basis,  "15  percent 
make  all  or  a  part  of  these  prices  with  partial  freight  allowances." 
Ibid.  In  other  words,  63  percent  of  the  Arms  studied  sold  all  or  part 
of  their  outputs  with  some  form  of  "freight  absorption."  It  is  probable 
that  the  practice  has  been  extended  since  1928  when  the  study  was 
made.  Not  only  do  manufacturers  quote  prices  in  disregard  of  freight 
expense  to  market ;  the  practice  is  also  quite  common  in  the  bituminous 
coal  and  other  mining  industries  and  in  the  sale  of  lumber. 

25  In  other  words,  the  equating  of  marginal  revenue  and  marginal 
cost  Is  frequently  impossible  where  competition  in  price  is  not  practiced. 
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which  freight  added  tends  to  exceed  freight  paid,  and 
this  fact  is  not  surprising.-* 

Changes  in  freight  rates  from  a  mill  or  mine  that 
does  not  "make  the  price"  will  not  affect  the  delivered 
price  to  the  market  concerned  and  so  will  have  no  ef- 
fect upon  the  location  of  firms  purchasing  its  product. 
They  may  also  have  no  effect  upon  the  location  of  the 
industry  producing  the  goods  concerned.  "The  mill, 
whose  base  price  and  freight  rate  made  the  Chicago 
delivered  price  in  1927,  is  located  near  Chicago.  This 
mill's  output  for  that  year  was  more  than  9  million 
barrels  [of  cement],  while  Chicago's  consumption  was 
about  3,800,000  barrels.  Less  than  one-third  of  this 
consumption  was  supplied  by  this  mill,  which  at  the 
same  time  shipped  large  quantities  long  distances  on 
which  it  realized  a  mill  net  far  below  that  realized  on 
its  Chicago  shipments."-' 

Peculiarities  in  the  calculation  of  freight  charges 
in  arriving  at  delivered  prices  also  offset  the  effect  of 
transportation  rate  changes  upon  the  location  of  buyers 
of  the  goods  concerned.  Thus,  it  is  apparently  cus- 
tomary for  industries  using  zone  systems  of  pricing,  to 
average  freight  charges  to  the  various  markets  within 
each  zone  in  order  to  determine  the  delivered  price 
charged  throughout  the  zone.  The  buyer  in  the  par- 
ticular market  affected  by  an  increase  in  freight  rates 
is  not,  therefore,  placed  at  a  disadvantage  in  competi- 
tion with  other  buyers  in  the  zone.  This  is  most  strik- 
ing where  nationally  uniform  delivered  prices,  as  in 
aluminum,  are  charged.  Even  when  freight  rates  are 
added  to  mill-base  or  other  base  prices  the  effect  of  an 
increase  or  reduction  in  transportation  rates  upon  de- 
livered prices  and  so  upon  location  is  uncertain,  un- 
less actual  rates  are  used.  "Oak  flooring  is  sold  in  a 
multiple  basing  point  system.  *  *  *  Prices  are 
quoted  f .  o.  b.  destination  and  include  full  freight  from 
the  basing  point  most  favorably  situated.  The  com- 
puted freight  is  rounded  at  50-cent  intervals."  -^ 

Transit  privileges  operate  to  distort  the  effects  of 
"administered  prices."  In  some  instances,  buyers 
availing  themselves  of  transit  privileges  actually  pay 
less  than  the  delivered  price  established  for  the  local- 
ity in  which  they  operate.  Because  of  transit  privileges, 
manufacturers  sometimes  find  it  advantageous  to  pur- 
chase from  distant  mills  rather  than  from  the  mill  that 
"makes"  the  price.  Moreover,  manufacturers  using 
materials  sold  on  a  delivered  price  basis  find  it  advan- 
tageous, in  certain  instances,  to  be  located  at  some  dis- 


MC.  R.  Daugherty,  M.  G.  De  Chazeau,  and  S.  S.  Stratton,  The  Eco- 
nomics of  the  Iron  and  Steel  Industry,  McGraw-Hill,  New  York,  1937, 
pp.  680-691. 

=' Gustav  Seidli'r.  .Tr.,  The  Control  of  Oeor/rnphic  Price  Relations 
under  the  Code  of  Fair  Competition,  N.  R.  A.  Trade  Practice  Studies. 
Work  Materials  No.  80.  1936.  pp.  36-3r. 

">  Saul  Nelson,  op.  cit.,  p.  309  . 
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taiice  from  mills  selling  those  materials,  partially  be- 
cause of  favorable  freight  terms  accruing  from  the 
combination  of  administered  prices  and  transit  privi- 
leges. Although  this  matter  has  received  widest  pub- 
licity with  respect  to  steel  fabricators,  it  may  have  im- 
portant implications  wherever  materials  are  not  sold 
f.  o.  b.-" 

It  is  likely  that  the  transportation  rate  structure  and 
geographical  pricing  policies  in  certain  industries  are 
intimately  related,  so  that  a  change  in  either  may  result 
in  offsetting  changes  in  the  other.  Tlius,  the  practice 
of  making  the  price  of  gasoline  through  a  sizeable  area 
in  the  Midwest  equal  to  the  base  price  at  Tulsa,  Okla., 
plus  railroad  freight  rate  to  destination,  had  its  origin 
in  the  fact  that  railroad  freight  rates  were  the  same  ^ 
to  every  point  in  the  Midwest  from  each  point  of  origin 
in  the  midcontinent  producing  area.^^  This  pricing 
practice  continues,  although  gasoline  pipe  lines  have 
since  been  constructed  and  carry  gasoline  at  costs  that 
vary  with  distance  and  are  much  lower  than  the  rail- 
road rates.^^  During  the  N.  E.  A.  minimum  mill  prices 
were  established  for  lumber  in  areas  other  than  South- 
east. In  that  section,  delivered  prices  involving  freight 
absorption  were  established.  One  commentator  has 
suggested  that  the  reason  for  this  difference,  demanded 
by  mills  in  the  Southeast,  was  the  fact  that  "freigii!: 
rate  groups  in  this  territory  (particularly  in  the  Caro- 
linas  and  Virginia)  are  smaller  *  *  *  thus  bring- 
ing the  effect  of  freight  rate  differentials  more  strongly 
to  the  attention  of  industry  membei-s  in  this  area."  ^^ 
Eailroads,  interstate  motor  carriers,  and  certain  water 
carriers  are  prevented  from  making  a  larger  charge  for 


=»  The  following  hypothetical  example  outlines  the  principal    features 
of  this  subject : 


B     C 
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C  is  the  location  of  a  manufacturer  using  materials  which  may  b?  pur- 
chased from  producers  at  A  ov  B.  D  is  the  market  for  C's  product. 
Mills  at  B  make  the  delivered  price  for  sales  to  O  and  mills  at  A  meet 
the  price.  The  base  price  at  B  is  $40  and  the  freight  charge  from  B 
to  C  is  $3,  so  that  the  delivered  price  for  C  is  $43,  whether  purchase  is 
made  from  A  or  B. 

The  freight  charge  from  B  to  D  is  $9,  from  i  to  C  $9,  and  from 
A  to  D,  $14. 

If  he  purchases  from  B,  the  manufacturer  at  C  pays  $43  and  gets  a 
railroad  bill  of  lading,  whereby  he  may  send  an  equivalent  weight  of 
his  product  to  D  for  $6  ($9  — $3)  plus  the  transit  charge.  If  he  pur- 
chases from  A.  he  also  pays  $43  and  gets  a  bill  of  lading  enabling  him 
to  ship  an  equivalent  weight  of  his  product  to  D  for  $3  ($14-$9)  plus 
the  transit  charge. 

It  is,  therefore,  more  advantageous  to  purchase  from  A^  unless  the 
speedier  service  from  B  is  worth  $1  or  more. 

Manufacturers  at  C  also  enjoy  an  advantage  over  competitors  at 
B  or  D,  unless  the  transit  charge  is  $1  or  more. 

'»  The  condition  has  exist(  d  for  about  2(1  years,  cf.  Brief  of  Gwenrud. 
Temporary  National  Economic  Committee.  Hearings  No.  15,  exhibit  1206, 
p.  8707. 

"  Saul  Nelson,  up.  olt.,  p.  342. 

^=The  pracUce  is,  however,  gradually  breaking  down  as  a  result  of 
the  development  of  "new  oil  fields  in  Illinois,  Michigan,  and  else- 
where."    (Saul  Nelson,  op.  cit.,  p.  342.) 

■onustflv  .Seidler,  op.  cit..  p.  108. 


a  short  haul  than  for  a  long  haul  in  the  same  direction 
when  the  former  is  included  within  the  latter  except 
where  relief  is  granted  by  the  Interstate  Commerce 
Commission.  But  substantially  the  same  result,  so  far 
as  purchasers  of  the  goods  in  question  are  concerned, 
occurs  when  producers  charge  a  lower  price  at  a  place 
more  distant  freightwise  from  their  plants,  as  they 
sometimes  do  in  order  "to  meet  competition."  The 
policy  of  certain  industries  of  restricting  the  use  of 
innovations  in  transportation,  like  the  motor  truck,  lo 
another  example.  In  the  steel,  cement,  and  other  in- 
dustries, trucks  may  be  used  by  buyers  to  transporc 
their  purchases ;  but  they  must,  in  effect,  pay  a  higher 
mill  price  than  would  be  charged  if  railroad  transpor- 
tation had  been  used. 

There  is,  on  the  other  hand,  evidence  that  the  main- 
tenance of  geographical  pricing  policies  by  industry  is 
sometimes  assisted  by  the  rate  policies  of  carriers. 
Maintenance  of  the  basing  point  system  of  pricing  for 
refined  sugar  would  probably  be  impossible  were  it  not 
for  the  rate  adjustment  that  has  been  observed  by  rail- 
roads for  many  years.  Even  motor  carriers  sometimes 
make  rates  which  enable  firms  to  pursue,  without  change 
of  location,  pricing  policies  that  ignore  differences  in 
ti  ansportation  costs.^* 

Although  in  some  instances  changes  in  freight  rates 
may  not  give  rise  either  immediately  or  in  the  long 
run  to  locational  shifts,  in  others  they  are  the  occasion 
for  shifts  in  the  location  of  buyers  or  sellers,  or  both — 
even  when  prices  of  the  goods  concerned  do  not  vary 
precisely  with  transportation  costs.  Freight  rates  from 
a  mill  to  a  particular  market  may  be  increased  by  a 
sufficient  amount  to  induce  that  mill  to  withdraw  from 
the  market,  unless  it  "makes  the  price"  there.  In  nu- 
merous cases,  producers  set  limits  to  the  amount  of 
freight  that  they  will  absorb  in  their  delivered  price.^° 
Where  this  practice  exists,  an  increase  in  freight  rates 
to  a  particular  market,  which  causes  the  delivered  price 
thus  calculated  to  exceed  the  prevailing  price  there,  will 
impel  the  producer  concerned  to  withdraw;  unless,  of 
course,  his  product  is  differentiated  from  those  of  com- 
petitors, in  which  case  there  is  no  "prevailing  price," 
and  the  result  will  probably  be  simply  some,  though  not 
necessarily  complete,  loss  of  sales. 

Changes  in  the  geographical  distribution  of  many  in- 
dustries in  which  noncompetitive  pricing  policies  are 
pursued  are  known  to  all  students  of  the  matter.  Wliile 
changes  in  transportation  rates  do  not  always  result  in 
changes  in  the  price  structure  of  an  industry,  they  do 
change  the  relative  prolitaliility  of  operations  at  exist- 
ing locations  and,  if  sufficiently  large,  cause  some  shift 


^Westei-n   TeiTitory  Commodity  Rates  and  Ralings,  17  M.  C.  C.  511. 
514  (1939). 

=5  Saul  Nelson,  op.  cit.,  pp.  27S,  296  and  passim. 
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in  location.  Such  shifts  may  result  from  integi-ation 
policies  of  buyers  of  the  product,  who  seek  thereby  to 
escai^e  from  the  burden  of  paying  monopolistic  prices. 

Effects  of  Freight  Rates  on  Regional 
Manufacturing  Development 

Freight  rates  influence  the  amount  of  manufacturing 
carried  on  in  the  various  sections  of  the  country  through 
their  effect  on  the  assembly  costs  of  the  materials  used 
and  on  the  costs  of  marketing  manufactured  products. 
Manufacturers  located  in  a  particular  area  enjoy  ad- 
vantages over  competitors  located  elsewhere  if  their  rates 
on  raw  materials  are  lower  than  those  of  their  competi- 
tors. Similarly  they  enjoy  a  competitive  advantage  if 
their  rates  on  the  finished  product  to  important  con- 
suming areas  are  lower  than  those  of  their  rivals.  Im- 
portant differences  in  economic  development  and 
transportation  conditions  in  broad  regions  of  the  coun- 
try have  given  rise  to  much  discussion  of  the  differing 
rate  systems  prevailing  in  the  three  major  classification 
territories  and  their  effects  upon  the  economic  develop- 
ment of  those  areas. 

Differences  in  regional  rate  structures,  originally  dic- 
tated by  the  economic  conditions  of  the  region  served, 
tend  to  be  self-perpetuating,  for  carriers  in  each  region 
strive  to  protect  the  traffic  that  their  rate  policies  have 
fostered  against  encroachments  by  carriers  in  other  re- 
gions. An  instance  of  this  is  the  refusal  of  carriers  in 
the  northeast  to  join  with  southern  carriers  in  the  quo- 
tation of  relatively  low  through  rates  on  certain  north- 
bound manufactured  goods,  which  would  thus  be 
brought  into  competition  with  products  of  shippers  on 
their  own  lines. ^^  It  sliould  be  observed  that  there  are 
exceptions  to  all  systematic  rate  structures.  Carriers, 
especially  railroads  and  steamship  lines,  frequently 
offer  especially  low  rates  in  order  to  induce  new  in- 
dustries to  use  their  facilities;  the  industrial  location 
department  plays  a  very  important  role  on  many  rail- 
roads. Public  regulatory  bodies,  especially  the  Inter- 
state Commerce  Commission,  have  brought  about 
changes  in  freight-rate  structures  and  have  thereby 
influenced  the  location  of  economic  activities.  Fur- 
thermore, new  agencies  of  transportation,  such  as  the 
highway  carrier,  tend  to  upset  traditional  systems  of 
rate  making. 

The  question  of  whether  or  not  one  region  of  the 
country  has  been  undidy  discriminated  against  in  com- 
parison with  other  sections  as  the  result  of  freight 
rates  has  been  discussed  with  great  acrimony  for 
many  years.  The  question  of  discrimination  is  not, 
however,  germane  to  tliis  discussion.     The  factor  of 


'"Cf.  state  of  Alabama  et  al.  v.  (7«  Vcw  York  Central  Railroad  Co.  et 
ut.,235  I.  C.  C.  255,  329  (1939). 
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Table  1. — Summary   Statistics    of   Intra-    and    Inter-Regional 
Carload  Traffic,  Dec.  IS,  1933 

ALL    CARLOAD    TRAFFIC 


Origin 

Destination 

Ton-mil  es 

Revenue 
per  ton- 
mile 

Average     Average 
load          haul 

United  States 

United  States... 

511,147.307 

$0.0109 

27.7 

375. 5 

144,406,509            .n]2! 

32.5 
2L2 
23.4 
37.8 
37.6 
28.9 
26.4 
18.3 
20.6 

Eastern 

Southern .. 

Southern 

Western 

Southern 

11,631,154 
25,139,499 
48, 872,  743 
71,858,860 
10, 972,  257 
116, 163,  607 
66,415,748 
15, 686, 930 

.0127 
.0112 
.0104 
.0076 
.0091 
.0119 
.0104 
.0106 

605.6 
702.8 
21.^9 

Western 

Western 

Eastern 

Southern 

887.8 
328.6 

907.9 

PRODUCTS  OF  AGRICULTURE 

United  States 

United  States... 

111,059,976 

0.0118 

20.8 

577.1 

Eastern  _ 

17,874,822 

.0118 

25.3 

328.7 

Eastern 

{Southern    

3,188,687 

.0106 

20.0 

633.9 

Western .           . . 

1,459,938 

.0129 

17.0 

832.5 

Southern    

4, 028, 454 

.0172 

17.6 

251.9 

Southern 

■(Eastern 

6,296,940 

.0168 

15.5 

1002.3 

Western 

1,308,672 

.0161 

14.9 

1172. 1 

Western 

39,297,644 

.0125 

25.2 

380.1 

Western 

Eastern 

30,661,275 

.0095 

17.3 

1772.5 

Southern 

7,479,544 

.0103 

19.7 

1291.9 

ANIMALS  AND  ANIMAL  PRODUCTS 


PRODUCTS  OF  MINES 


United  States. 

Eastern 

Southern 

Western 


United  States.. 


I  Eastern... 
-^Southern.. 
(Western.. 
I  Southern.. 
Eastern... 
(Western.. 
(Western., 
j  Eastern... 
ISouthern.. 


PRODUCTS  OF  FORESTS 


United  States. 

Eastern 

Southern 

Western 


United  States... 


i  Eastern... 
Southern 
Western . 
(Southern 
Eastern.. 
Western. 
(Western . . 
Eastern... 
Southern.. 


33, 542, 661 

3,  722,  196 

205,608 

214,081 

2,850,411 

5,329,350 

630,558 

11,236,266 

8,022,352 

1,331,839 


United  States 

United  States... 

30. 220.  773 

0.0172 

12.7 

579.8 

Eastern . 

5,  223,  319 

.0179 

12.7 

436.4 

Eastern 

■  Southern 

779, 443 

.0190 

12.3 

801.3 

Western 

220,808 

.0154 

12.7 

726.9 

Southern  

337,015 

.0220 

11.9 

332.3 

Southern.. 

■  Eastern 

400,662 

.0184 

13.1 

418.9 

Western...       .. 

49, 302 

.0141 

13.3 

620.0 

Western.    

7,576,908 

.0173 

12.5 

414.1 

Western 

■^Eastern 

12, 900, 412 

.0164 

12.7 

788.8 

(Southern. 

2,722,864 

.0144 

14.6 

1159,4 

243,556,041 

0.0092 

43.8 

86, 280, 139 

.0109 

46.2 

1,671,060 

.0126 

35.1 

7,435,614 

.0085 

37.4 

36,638,535 

.0087 

50.4 

54, 855, 156 

.0061 

51.7 

6,880,830 

.0058 

45.1 

41,549,415 

.0106 

34.2 

7,454,519 

.0086 

29.6 

2, 280, 873 

.0083 

30.1 

0.0092 

25.9 

.0140 

22.0 

.0134 

18.1 

.0123 

23.8 

.0119 

26.7 

.0090 

24.4 

.0088 

23.5 

.0090 

27.6 

.0068 

26.8 

.0071 

28.2 

MANUFACTURES  AND  MISCELLANEOUS 


241.5 


167.7 
290.5 
270.0 
216.7 
453.4 
735.9 
255.8 
866.6 
611.3 


375.5 


279.7 
540.0 
530.1 
139.8 
752.7 
813.3 
305.4 
1055. 9 
462.5 


United  States 

United  States... 

93, 231, 896 

0.0129 

23.9 

418.6 

Eastern 

31, 316, 033 

.0142 

24.1 

284.4 

Eastern 

•^Southern 

5,  886,  356 

.0131 

21.7 

673.4 

Western 

15,  809. 158 

.0122 

20.7 

1178.  1 

Southern 

5, 118.  328 

.0155 

24.4 

230.7 

Southern 

Eastern.. 

5, 976,  752 

.0107 

22.8 

663.2 

Western.. 

3,102,895 

.0123 

23.8 

958.5 

Western 

16,  503. 374 

.0135 

26.9 

347.0 

Western 

•^Eastern 

7.377,190 

.0096 

26.3 

829.9 

(Southern..     . 

1,871.810 

.0114 

26.  B 

451.4 
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interest  to  students  of  location  is  the  status  of  freight 
rate  structures  both  within  and  between  the  freight 
rate  territories  and  the  effects  which  these  have  upon 
the  costs  at  wliich  producers  can  assemble  their  raw 
materials  and  distribute  their  products. 

The  data  in  table  1  have  been  compiled  from  the 
Federal  Coordinator's  freight  traffic  report.^'  The  ex- 
ercise of  a  great  deal  of  caution  in  interpreting  them  is 
necessary.  They  refer  to  railroad  freight  traffic 
terminated  on  one  day  only,  December  13,  1933.  Rev- 
eniies  iJer  ton-mile  are  not  to  be  confused  with  ton-mile 
rates.  At  most,  they  are  very  crude  indications  of 
prevailing  freight  rates,  for  there  are  significant  dif- 
ferences in  the  lengths  of  haul  and  in  the  composition 
of  traffic  within  and  between  the  various  regions  ex- 
amined. Some  of  the  difficulties  resulting  from  differ- 
ences in  the  composition  of  traffic  have  been  eliminated 
by  separating  less-than-carload  from  carload  traffic  and 
dividing  the  latter  into  5  major  groups,  but  by  no 
means  all  of  the  diversity  in  traffic  composition  has  been 
removed  thereby.  Nor  would  a  more  detailed  analysis 
of  the  Coordinator's  data  resolve  all  of  the  difficulties 
on  this  score.  For  example,  manufactured  goods  were 
divided  by  him  into  only  11  groups,  1  of  them  contain- 
ing all  the  products  of  the  iron  and  steel  industry,  an- 
other entitled  Miscellaneous.  The  data  are  presented, 
not  because  they  are  completely  satisfactory,  but  be- 
cause they  are  the  most  nearly  comprehensive  available. 

Even  when  the  above  limitations  of  the  data  are  con- 
sidered, one  conclusion  seems  inevitable:  The  great 
regional  differences  in  manufacturing  activity  that 
exist  in  this  country  cannot  be  attributed  solely  or  even 
largely  to  differences  in  regional  or  interregional  rail- 
road freight  I'ates  on  manufactured  goods;  this  is  not 
to  deny,  of  course,  that  railroad  freight  rates  on  certain 
manufactures  may  favor  producers  in  one  area  over 
another. 

Differences  are  apparent  between  the  ton-mile  reve- 
nues on  manufactures  moving  from  eastern  to  southern 
territory  and  those  moving  in  the  opposite  direction. 
Despite  a  shorter  average  haul,  the  ton-mile  receipts 
on  the  north-bound  business  were  18  percent  less  than 
those  for  the  south-bound  business.  Similarly,  manu- 
factures and  miscellaneous  commodities  moving  from 
the  east  to  the  west  produced  ton-mile  revenues  27  per- 
cent higher  than  those  moving  from  the  west  to  the 
east  despite  a  longer  average  haul.  These  differences 
may  in  part  be  accounted  for  by  the  higher  stage  of 
manufacture  of  goods  moving  from  eastern  territory. 
There  is,  however,  no  evidence  from  these  figures  that 
manufactures  of  the  south  and  west  are  inhibited  in 
reaching  eastern  markets. 


'  iippendii  I,  exbiliit  221,  sectiOBS  1-27.  pp.  120-146 


The  data  sliow  no  striking  advantage,  in  intrareg- 
ional  freight  rates  on  manufactures,  for  any  one  of 
the  territories  over  the  other  two.  Revenues  per  ton- 
mile  were  9  percent  less  in  the  East  than  in  the  South 
and  5  percent  more  than  in  the  West.  But  the  average 
haul  in  the  East  was  24  percent  greater  than  in  the 
South  and  22  pei'cent  less  than  in  the  West. 

No  clear-cut  advantage  in  rates  on  materials  for  an^ 
of  the  territories  is  evident  for  any  of  the  three  areas. 
Intraterritorial  receipts  per  ton-mile  were  substantially 
lower  ill  the  East  than  in  the  other  two  areas  only  for 
products  of  agriculture.  Intraterritorial  ton-mile  reve- 
nues from  products  of  forests  and  from  animals  and 
animal  products  were  lower  in  the  West  than  in  either 
of  the  other  two  areas.  For  products  of  mines,  intra- 
regional  ton-mile  receipts  were  substantially  lower  in 
the  South  than  in  the  other  two  areas.  Ton-mile  re- 
ceipts from  products  of  agriculture  were  lower  within 
the  East  than  from  the  East  to  the  West,  although  the 
average  haul  in  the  former  instance  was  150  percent 
longer  than  in  the  latter.  On  products  of  mines,  ton- 
mile  receipts  were  longer  within  the  East  than  from 
the  East  to  the  South,  although  the  average  haul  was 
74  percent  on  the  latter  traffic.  It  would  be  hazardous 
to  draw  from  these  data  inferences  cimcerning  the  rela- 
tive rates  on  materials  paid  by  manufacturers  in  the 
various  areas.  Lack  of  knowledge  of  the  composition 
of  the  traffic  in  each  instance  vitiates  the  value  of  any 
generalizations  that  might  be  made. 

Even  if  a  uniform  rate  structure  existed  through  out 
the  country,  a  large  degree  of  concentration  of  manu- 
factuiing  in  the  East,  to  serve  the  large  consuming 
market  located  there,  would  be  favored  by  relatively 
low  rates  on  materials  in  comparison  to  those  on  manu- 
factured products.  But  the  relationship  between  rates 
on  materials  by  the  truck  and  by  railroads  competing 
the  laree  consuming  market  in  the  East,  nor  does  it 
explain  the  lai'ge  amount  of  manufactures  produced 
there  for  sale  in  other  parts  of  the  country. 

Very  little  can  be  said  about  regional  differences,  if 
any,  in  motor  carrier  rates.  Class  rate  structures  have 
been  approved  by  the  Interstate  Commerce  Commission 
only  for  rate-making  territories  included  in  the  north- 
eastern region.  Insofar  as  these  structures  tend  to 
approximate  rail  rate  structures,  it  is  possible  that  rela- 
tionships similar  to  those  existing  in  the  railroad  field 
may  develop  in  the  future.  No  data  are  available  for 
comparisons  of  interterrit.orial  rates  except  rates  over 
particular  routes  for  particular  products. 

Probably  the  chief  effect  of  the  motor  carrier  on  reg- 
ional manufacturing  development  has  been  to  reduce 
the  attraction  of  major  consuming  markets  for  the 
location  of  manufacturing.  As  a  result  of  the  rela- 
tively larger  reductions  in  rates  on  manufactures  than 
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on  materials  by  the  truck  and  by  railroads  competing 
with  trucks,  it  is  more  advantageous  than  formerly  to 
undertake  manufacturing  near  the  sources  of  materials. 

Effects  of  Public  Policy  on  Location  With 
Respect  to  Geographical  Prices 

The  two  most  notable  attempts  made  by  the  Federal 
Government  to  influence  nontransportation  ijrices  re- 
late to  bituminous  coal  and  to  certain  agricultural 
products.  Direct  regulation  of  the  prices  of  the  first 
commodity  has  been  established,  while  regulation  of 
the  prices  of  agricultural  commodities  has  been  roughly 
achieved,  indirectly.  Both  cases  are  significant  from  the 
standpoint  of  location ;  one,  because  transportation  rates 
have  received  major  consideration  in  setting  jDrices,  the 
other,  because  they  have  been  ignored. 

Under  the  Bituminous  Coal  Act  of  1937,  the  Director 
of  the  Bituminous  Coal  Division  has  established  a  most 
complex  set  of  minimum  prices,  f .  o.  b.  mine,  for  bitu- 
minous coal.^^  Minimum  prices  at  a  single  mine  are 
made  to  vary  according  to  market,  with  very  little 
reference  to  differences  in  the  transportation  expenses 
involved  in  reaching  various  markets.  They  vary  also 
according  to  the  use  to  which  the  coal  is  to  be  put ;  thus 
prices  for  the  same  grade  of  coal  differ  according  to 
whether  it  is  purchased  for  domestic,  commercial,  met- 
allurgical, bunker  fuel,  or  byproduct  purposes.'"  They 
differ  also  with  the  kind  of  transportation  agency  used 
in  hauling  it  to  market.  Although  nominally  the  mini- 
mum prices  that  have  been  established  are  set  on  an 
f.  0.  b.  mine  basis,  actually  they  appear  to  be  delivered 
prices  and  have  many  of  the  characteristics  of  prices 
under  the  basing-point  systems  used  in  steel,  cement, 
and  other  industries.  Competition  tlnx)ugh  cutting 
under  the  minimum  prices  established  is  prohibited, 
while  a  great  deal  of  discretion  is  allowed  coal  pro- 
ducers in  "absorbing"  freight  in  order  to  "meet"  prices 
in  distant  markets.  In  effect,  then,  much  of  our  dis- 
cussion above  with  reference  to  the  effects  of  changes 
in  transportation  rates  upon  location  when  the  product 
concerned  is  sold  under  various  "freight  equalization" 
schemes  applies  here  also. 

In  general  *"  an  effort  seems  to  have  been  made  to 
fix  delivered  prices  on  coal  hauled  by  truck  and  by 
river  cari-ier  by  adding  the  railroad  freight  charge  to 
the  f.  o.  b.  mine  price.  The  effect  is  to  set  minimum 
rates  for  truck  and  water  carriers,  and  for  shippers 
hauling  coal  in  their  own  trucks  or  boats.  Of  perhaps 
greater  importance,  industrial  purchasers  who  are  fa- 


vorably located  with  reference  to  cheap  river  and  truck 
transportation,  have  been  deprived  of  that  advantage 
by  the  price  structure  established.  It  should  be  noted, 
however,  that  this  does  not  apply  to  the  so-called  cap- 
tive mines  owned  by  important  coal  consuming  indus- 
tries. Moreover,  the  advantage  in  mine  price  accruing 
to  mines  located  favorably  with  respect  to  cheaper 
transport  may  increase  their  profits  and  enhance  their 
growth. 

While  the  Act  is  still  too  recent  to  permit  of  final 
evaluation,  a  few  recent  cases  seem  to  indicate  that  the 
Bituminous  Coal  Division  will  continue  to  act  in  such 
a  way  as  partially  to  offset  the  effects  of  reductions  in 
transportation  costs  upon  the  location  of  coal  mining 
activity  and  of  industries  using  coal.  A  temporary 
order  was  issued  providing  that  a  premium  of  not  less 
than  80  cents  per  ton  be  added  to  the  minimimi  mine 
price  by  producers  shipping  in  their  own  trucks  to 
Johnstown,  Tenn.,  and  its  environs,  regardless  of  their 
actual  trucking  costs.^'  Of  perhaps  greater  signifi- 
cance was  the  temporary  order  issued  by  the  Director 
by  which  the  minimum  mine  price  for  three  mines  on 
shipments  to  Chattanooga,  Tenn.,  was  increased  by  23 
cents  per  ton.^-  The  occasion  for  this  increase  was  a 
reduction  of  23  cents  jDcr  ton  in  the  railroad  charge 
from  the  three  mines  in  Chattanooga,  ordered  by  the 
Interstate  Commerce  Commission,  while  rates  from 
other  mines  servmg  the  same  city  were  not  changed. 
In  effect,  the  Director  offset  the  action  of  the  Interstate 
Commerce  Commission  and  established  a  minimum  rate 
for  the  railroad  on  the  traffic  concerned. 

The  corn-loan  policy  of  the  Department  of  Agri- 
culture, by  neglecting  freight  rate  differentials  from 
the  various  corn  producing  areas,  seems  to  have  offset 
the  effect  of  the  transportation  rate  structure  upon 
the  location  of  hog  production.  Corn  is  used  prin- 
cipally as  feed  for  hogs.  Under  the  corn-loan  pro- 
gram, farmers  were  given  the  alternatives  of  feeding 
corn  directly,  selling  it,  or  storing  it  under  Government 
loan.  The  Government  loan  price  was  made  uniform 
throughout  the  country,  although  the  net  farm  price 
had  previously  varied  inversely  with  the  distance 
freightwise  of  producers  from  market.  At  the  same 
time,  of  course,  freight  charges  on  hogs  to  eastern  mar- 
kets continued  to  be  greater  the  farther  west  they  were 
produced.  Corn  was,  therefore,  placed  under  seal  in 
the  western  corn  belt,  while  it  was  fed  to  pigs  in 
increasing  amounts  in  the  eastern  corn  belt.  Pi'oduc- 
tion  of  hogs  in  Iowa  and  in  States  to  the  west  has 
decreased  greatly  since  the  corn-loan  program  was  put 


^Findings  of  Fact,  Conclusions  of  Law  and  Order  of  the  Director 
of  the  Bituminous  Coal  Division  in  General  Docket  No.  15,  U.  S.  De- 
partment of  the  Interior,  Bituminous  Coal  DiTision,  1940. 

»  Ibid.,  Findings,  38-40. 

•"There  are  numerous  exceptions.     (Ct.  Ibid.,  Findings  ."4  and  W-11.) 


"Department  of  the  Interior,  Bituminous  Coal  Division  Release, 
December  19.  1940. 

*^  Bituminous  Coal  Division,  Docket  No.  .\— 12,  Transcript  of  Kvi- 
dence.  p.  IS. 
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into  effect,  while  production  in  Ohio  and  Indiana  has 
increased.*^ 

Influence  of  Passenger 
Transportation  on  Location 

Consumers  frequently  travel  to  obtain  goods  and  serv- 
ices which  they  require.  It  has  been  estimated  that  9.4 
percent  of  total  consumer  expenditures  in  1935-36  were 
for  travel.^*  The  prosperity  of  vacation  centers  is  very 
largely  dependent  on  convenient  and  cheap  transporta- 
tion. The  motor  vehicle  and  improved  roads  have  re- 
dounded to  the  advantage  of  certain  sections  of  the 
country,  northern  New  England  for  example,  as  recrea- 
tion areas,  but  some  other  once-prosperous  resorts  have 
suffered  as  a  result. 

Urbanization  of  industry  is,  in  general,  promoted 
by  the  great  differences  which  exist  in  the  quality  of 
passenger  service  furnished  various  communities.  Air 
transportation,  for  example,  is  available  only  to  the 
largest  centers.  Faster  passenger-train  schedules  often 
ignore  smaller  centers,  which  are  bypassed.  On  the 
other  hand,  service  differences  among  nearby  com- 
munities have  been  largely  eliminated  as  a  result  of 
individual  ownership  of  motorcars. 

The  motor  vehicle  and  the  improved  highway  have 
apparently  caused  very  small  villages  to  lose  much  of 
their  economic  usefulness  as  trading  centers.  In  this 
connection,  the  passenger  automobile  has  probably  been 
quite  as  important  as  the  motortruck.  An  investiga- 
tion made  in  1932  disclosed  that  in  the  west  midconti- 
nent,  "the  present  trend  of  retail  furniture  trade  is 
toward  the  larger  cities"  and  that  "towns  of  less  than 
7,500  people  are  relatively  less  important  in  furniture 
distribution  than  in  other  lines  of  retailing.  Until 
perhaps  five  or  eight  years  ago,  towns  as  small  as  2,500 
people  seem  to  have  been  able  to  sell  their  proportionate 
share  of  furniture."  ^^  A  recent  survey  discloses  that 
about  10  jDcrcent  of  all  passenger  cars  are  used  for  shop- 
ping from  8  to  18  miles  from  home  and  that  about  7 
percent  of  them  go  more  than  30  miles  from  home.*"' 

Locational  Considerations  and 
Public  Transportation  Policy 

Any  action  by  government  that  influences  the 
charges  made  and  the  quality  of  service  given  by  car- 


«  Cf.  T.  W.  Schultz  and  O.  H.  Brownlee,  "Our  Iowa  Corn  Granary," 
The  Iowa  Farm  Economist.  January,  1941,  p.  8,  Recently,  differential 
loan  prices  have  been  established  which  make  some  allowances  for 
differences  in  transportation  charges  from  various  sources  of  supply. 

■"  Cf.  National  Resources  Committee,  Consumer  Expenditures  in  the 
United  Statex,  Washington,  D.  C,  1939,  table  7A,  pp.  79. 

"  Walter  Mitchell,  Jr.,  Furniture  Distribution  in  the  West  Midcon- 
tinent,  U,  S,  Bureau  of  Foreign  and  Domestic  Commerce,  Domestic 
Commerce  Series  No.  C8,  1932,  p.  16. 

"Automobile  Manufacturers  -Association,  A  Factual  Surrey  of  Auto- 
mobile Usage.  Detroit,  194],  p.  ?,0. 


riers,  or  the  costs  to  shiiapers  or  travelers  of  operating 
their  own  vehicles  is  very  likely  to  affect  also  the  rel- 
ative advantages  of  various  locations  for  production. 
Such  policy  may  be  effected  by  controls  over  construc- 
tion, improvement,  and  maintenance  of  facilities  or  by 
regulation  of  entry  and  exit  from  business,  of  the  issue 
of  securities,  of  consolidation,  and  of  rates. 

Past  and  Present  Policies 

The  history  of  public  promotion  of  transportation  is 
replete  with  evidence  that  the  anticipated  effects  upon 
various  regions  and  localities  have  weighed  very 
heavily  with  officials  responsible  for  formulating  and 
executing  policy.  State  and  local  activity  in  the  early 
days  of  railroads  and  canals  was  largely  directed  to- 
ward the  competitive  interests  of  producers  and 
merchants  in  the  communities  concerned.  More  re- 
cently, construction  and  improvement  of  highways 
and  airports  by  State  and  local  governments  have 
been  conditioned  by  similar  considerations.  The  in- 
fluence that  indivduals  and  groups  interested  in  the 
economic  development  of  various  regions  of  the  country 
brought  to  bear  upon  Congress  concerning  subsidies 
to  railroads  in  the  fifties,  sixties,  and  seventies  is  a 
story  too  well  known  to  bear  repeating.  Proposals  for 
the  improvement  of  navigable  rivers  and  for  the  con- 
struction of  canals  and  harbors  usually  divide  Con- 
gressional opinion  along  sectional  lines.  Numerous  ex- 
amples can  be  cited  of  rate  regulation  by  States  in 
order  to  foster  certain  economic  interests  within  their 
borders.  One  of  the  most  frequently  cited  instances 
was  the  attempt  by  the  Texas  Kailroad  Commission  to 
develop  trading  centers  within  that  State  at  the  ex- 
pense of  Shreveport,  La.,  by  depressing  intrastate  rail- 
road rates  within  Texas  below  the  level  of  interstate 
rates.*'  The  same  Commission  also  attempted  to  en- 
courage the  location  of  flour  mills  within  Texas  by 
forcing  railroads  to  set  lower  rates  on  wheat  than  on 
flour  hauled  into  that  State.*' 

The  Interstate  Commerce  Act  of  1887  resulted  in  part 
from  complaints  in  the  Midwest  that  railroads  were  dis- 
criminating unjustly  in  rate  making.  Various  amend- 
ments to  that  Act  since  1887  have  been  hotly  opposed 
by  certain  sectional  interests  and  just  as  ardently 
favored  by  others.  One  of  the  most  heated  sectional 
controversies  in  the  halls  of  Congi-ess  has  concerned 
the  so-called  long-and-short-haul  rate  pi-oblem.*''  Tire 
Hoch-Smith  Resolution  of  1925  was  vigorously  sponsored 


*~  Hvu^ton  E.  if  ^y.  Te-ras  Rciihoay  Co.  v.  U.  S.,  234  U.  S.  342   (1914). 
1914. 

«  L.  G.  McPherson,  Jiailroad  Freight  Rates  in  Relation  to  the  Industry 
and  Commerce  of  the  United  States.  New  York,  1909,  p.  326. 

"Ralph  Dewey,   The  Long  and  Short   Haul  Principle  of  Rate  Rcgu 
lation,  Ohio  State  University  Press,  Columbus,  1933. 


Transfortation  and  National  Policy 

by  A'arious  agricultural  organizations  and  by  Congress- 
men from  agricultural  areas. ^'' 

The  Interstate  Commerce  Commission  has  repeatedly 
lield  that  "It  is  impossible  to  consider  the  relative  ad- 
vantages and  disadvantages  under  which  a  particular 
industry  operates  in  various  sections  of  the  country 
as  controlling  what  will  be  the  fair  and  just  relation 
which  the  law  requires,  or  to  offset  disadvantages  at 
one  jjoint  against  advantages  at  another."  '-^  It  also 
holds  that  it  is  not  its  function  to  establish  rates  so  as 
to  offset  disadvantages  of  location  arising  out  of  vary- 
ing distances  of  competing  producers  from  their 
]narkets.^- 

While  the  Commission  has,  in  general,  been  careful  to 
avoid  any  semblance  of  partiality  to  one  section  of  the 
country  to  the  disadvantage  of  another,  not  all  of  its 
decisions  have  been  free  of  indications  of  sectional  bias. 
As  one  writer  has  said,  "It  is  easy  for  the  Commission, 
in  its  general  pronouncements,  to  declare  repeatedly  that 
it  is  not  concerned  with  so  adjusting  rates  as  to  equalize 
opportunities,  and  then,  in  its  subsidiary  declarations 
and  in  its  disposition  of  proceedings,  to  find  actual  merit 
in  various  aspects  of  commercial  equalization."  ^^  Its 
decisions  are  frequently  rendered  after  hearing  the  con- 
flicting claims  of  shippers  interested  in  securing  favor- 
able treatment  for  various  parts  of  the  country;  to 
quote  Commissioner  Eastman,  "It  is  not  easy  to  decide 
the  case  without  being  influenced  by  emotional  reactions, 
one  way  or  the  other,  which  should  play  no  part  in  the 
decision."'*  In  tlie  Lal'c  Cargo  Coal  Rates  Va>ie  of 
1927,  a  minority  of  its  membership  accused  it  of  being 
unduly  swayed  by  sectional  consideration.'^  The  Com- 
mission's decision  in  a  later  case  on  the  same  matter  was 
overruled  by  a  Federal  court,  which  held  "It  is  perfectly 
evident  *  *  *  that  *  *  *  the  Commission  based  its  ac- 
tion upon  the  shift  of  tonnage  from  the  northern  to  the 
southern  field  and  the  industrial  conditions  resulting 
therefrom."  '•*  Indeed,  one  writer  contends  that  "In  the 
last  analysis,  the  question  of  relative  rates  to  or  from 
competing  localities  is  less  a  question  of  conformity  be- 
tween the  practice  of  transportation  companies  and  a 
rule  of  justice  than  a  problem  of  economic  statesman- 
ship relating  to  the  location  of  industry  and  to  the  selec- 


™  W.  H,  Wagner,  The  nooh-Smith  Resolution,  Washington,  1920. 

'^Cotton,  Woolen  and  Knitting  Factory  Products,  211  I.  C.  C.  692, 
786  (1937).  Also  State  of  Alabama  et  al.  V.  New  York  Central  Rail- 
road Co.  et  at,  235  I.  C.  C.  255,  320  (1939). 

^=Cf.  Baltimore  Chamber  of  Commerce  V.  Baltimore  and  Ohio  R.  R.  Co.. 
22  I.  C.  C.  590,  603,  (1912). 

=■'1.  L.  Slinrt'miin,  The  Interstate  Commerce  Commission,  part  III-B 
1936,  pp.  68G-7. 

'^' Slate  of  Mnhnnin  et  al.  V.  New  York  Central  Railroad  Co.  et  al.. 
235  I.  C.  C.  255,  333  (1939). 

"  126  I.  C.  C.  309,  390-391  (1927). 

'■'Anchor  Coal  Co.  v.  U.  S.,  25  Fed.  i2(l)  462,  470  (1928). 
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tion  of  concentrating  and  distributing  points  for  the 
products  of  factory,  mine,  and  farm.°' 

Consideration  of  Effects 

Public  transportation  policy  can  be  intelligently  for- 
mulated and  executed  only  if  its  effects  upon  the  loca- 
tion of  economic  activity  are  considered  along  with  other 
significant  matters.  The  existing  geographical  distri- 
bution of  productive  activity  cannot  be  considered  an 
independent  variable  in  decisions  to  construct  or  to  im- 
prove highways,  canals,  airports,  harbors,  and  navigable 
waterways.  Not  only  present  needs,  but  future  traific 
as  well  must  be  considered  in  estimating  future  gains 
to  producers  from  such  developments  and  in  evaluating 
them  against  the  costs  involved.  Similar  "forward- 
looking"  rather  than  "backward-looking"  considerations 
should  be  made  with  reference  to  other  transportation 
policies.  The  Interstate  Commerce  Commission,  for  ex- 
ample, frequently  denies  a  certificate  of  convenience  and 
necessity  for  a  new  common  carrier  motor-truck  opera- 
tion on  the  ground  that  present  needs  are  adequately 
supplied  by  existing  agencies,  in  spite  of  the  contention 
of  the  petitioner  that  he  can  and  will  offer  service  at 
rates  that  are  lower  than  those  already  prevailing.  But, 
in  that  event,  the  attractiveness  of  the  area  served  for 
the  location  of  productive  activity  should  be  enhanced 
and  the  traffic  requirements  of  the  area  increased.  De- 
termination of  the  fact  of  rate  discrimination  between 
particular  communities  depends,  among  other  things,  on 
prior  determination  that  the  complaining  producers  will 
be  better  able  to  market  their  product  in  competition 
with  rivals  situated  elsewhere  if  the  rate  relationship  is 
revised. 

In  considering  locational  effects  it  is  not  sufficient  to 
know  that  an  increase  in  the  level  of  transportation  rates 
will  cause  a  tendency  toward  decentralization  of  pro- 
ductive activity.  It  is  necessary  also  to  know  how  much 
lelocation  will  occur  as  a  result,  for  a  rise  in  rates  will 
cause  a  diminution  in  net  revenues  only  if  traffic  falls 
off  sufficiently  to  reduce  gross  revenues  and  reduce  them 
by  more  than  costs  are  decreased.  In  order  to  know  how 
much  relocation  of  productive  activity  will  result  from 
a  rise  in  the  level  of  transportation  rates,  the  Commis- 
sion requires  knowledge  of  such  matters  as  the  relative 
production  costs  for  specific  commodities  at  various 
locations,  the  ability  of  producers,  their  suppliers  or 
employers  at  existing  locations  to  absorb  an  increase  in 
rates,  the  geographical  pricing  policies  of  various  indus- 
tries and,  in  the  case  of  bituminous  coal,  the  reactions  of 
the  Bituminous  Coal  Division  to  sucli  a  change  in  rates. 


""Stu.irt  Daggett,  Princfples  of  Inland  Transportation,  3J  ed.,  p    449. 
New  York,  Harpers,  1941. 
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Use  of  Transportation  as  a  Tool 
for  Implementing  Locational  Policy 

There  are  serious  limitations  to  tlie  amount  of  loca- 
tional clmnge  that  can  be  effected  by  appropriate  changes 
in  transportation  rates  and  services,  although, 
abstractly  considered,  almost  any  desired  distribution 
of  population  and  of  productive  activity  could  be 
achieved  by  such  means.  Of  perhaps  greatest  impor- 
tance is  the  costliness  of  providing  transportation. 
There  are  very  practical  limits  to  reductions  in  trans- 
portation charges  and  improvements  in  service.  Even 
if  subsidized  at  public  expense,  alternative  uses  to  which 
the  resources  thereby  devoted  to  transportation  might 
be  put  would  have  to  be  sacrificed.  Moreover,  there  still 
remain  technical  limits  to  the  quality  of  the  service  that 
may  be  offered;  time,  for  example,  has  not  lieen  entirely 
eliminated  in  transportation. 

The  existing  geographical  distribution  of  natural  re- 
sources and  of  people  exercises  a  very  strong  limitation 
on  locational  change.  Changes,  however  drastic,  in  the 
rate  structure  and  in  the  quality  of  the  service  rendered 
be  carriers  cannot  create  a  raw  material  economy  in  an 
area  devoid  of  mineral  and  metal  resources  and  \uifit  for 
agricultural  purposes — although  some  agricultural  and 
mining  regions  may  be  made  to  prosper  relatively  to 
others.  Reductions  in  freight  transportation  costs  can- 
not provide  a  locality  with  low-wage  labor  or  with  labor 
of  the  requisite  skill  for  a  particular  kind  of  productive 
enterprise — though  they  may  offset,  to  some  extent,  the 
productive  disadvantages  entailed  in  operations  with 
unskilled  or  high-wage  workers.  The  mobility  of 
skilled  and  of  low-wage  workers  may  be  increased  by 
reductions  in  passenger  transportation  rates,  but  ac- 
tual travel  expense  is  probably  the  least  important  cost 
of  migration. 

The  fact  that  many  industries  would  now  be  operated 
more  profitably  had  they  been  otherwise  located  does  not 
necessarily  signify  that  they  should  be  relocated,  by 
transportation  or  any  other  means.  Investments  in 
productive  facilities,  including  those  for  transportation, 
are  usually  made  for  more  or  less  long  periods  in  the 
future,  and,  once  made,  are  moved  to  other  locations  only 
at  significant  expense.  At  any  particular  time,  the  loca- 
tional pattern  will  appear  to  be  such  as  to  yield  the  best 
combination  of  the  human  and  the  material  resources 
of  the  country  only  accidentally,  if  at  all.  The  conclu- 
sion that  perhaps  90  jjercent  of  all  industries  in  the 
United  States  were  then  uneconomically  located  was 
reached  after  an  investigation  of  the  geographical  dis- 
tribution of  industrv  made  in  1927-28.^' 


Failure  of  prices  to  reflect  precisely  changes  in  trans- 
portation rates  is  a  significant  limitation  on  any  attempt 
to  influence  location  by  public  transportation  policy. 
An  effort  to  relocate  manufacturing  through  appropri- 
ate reductions  in  transportation  rates  on  materials,  for 
example,  will  be  unsuccessful  unless  producers  of  such 
materials  lower  their  delivered  prices.  It  follows  that 
efforts  to  influence  the  locational  pattern  by  means  of 
transportation  wijl  have  greater  chance  for  success 
if  at  the  same  time  the  geographical  pricing  policies  of 
producers  are  made  to  reflect  changes  in  transportation 
costs  and  if  governmental  price-fixing  agencies,  like  the 
Bituminous  Coal  Division,  cooperate  to  that  end. 

There  are  formidable  legal  obstacles,  also,  to  effecting 
changes  in  the  locational  pattern  by  changes  in  the  rate 
structure  and  in  the  quality  of  service  rendered  by  car- 
riers. If  all  carriers  were  publicly  owned,'*"  the  possi- 
bility of  using  transportation  to  bring  about  locational 
shifts  would  be  much  greater  than  under  a  system  of 
private  ownership.  Even  under  public  regulation,  pri- 
vate owners  are  (rightly)  protected  by  constitutional 
safeguards  from  arbitrary  manipulation  of  transpoi'ta- 
tion  rates  and  service  by  public  bodies.  Tlie  fact  that 
a  large  and  growing  amount  of  transportation,  both 
freight  and  passenger,  is  conducted  by  producers  and 
travelers  in  their  own  vehicles  and  is  therefore  subject 
to  only  a  minor  degree  of  public  control  still  further 
restricts  the  scope  within  which  public  transportation 
policy  can  operate  to  effectuate  locational  change.  A 
further  limiting  institutional  force  is  the  fact  that  public 
control  of  transportation  is,  itself,  not  centralized  but 
divided  between  Federal,  State,  and  local  bodies.  This 
is  true  both  for  the  construction  and  improvement  of 
transportation  facilities  and  for  the  regulation  of  car- 
riers. Even  within  the  Federal  Government  itself, 
transportation  policy  is  administered  by  a  number  of 


agencies, 


Despite  the  above  limitations,  there  is  no  question 
that  a  good  deal  of  locational  change  may  be  effected  by 
appropriate  transportation  policy.  In  succeeding  chap- 
ters of  this  report,  it  is  shown  that  a  great  many  econo- 
mies may  be  achieved  by  efficient  organization,  coordi- 
nation and  management  of  transportation  undertakings 
by  public  and  private  bodies  alike.  It  is  also  indicated 
that  the  regulation  of  transportation  rates  can  be  greatly 
improved. 

A  lower  level  of  intraregional  rates  would  undoubt- 
edly foster  a  greater  amount  of  trade  between  various 
sections  of  the  favored  region,  and  an  increase  in  the 


'''^  Industrial  Development  in  the  United  States  and  Canada.  Metro- 
politan Life  Insurance  Co.  in  cooperation  with  tlie  National  Electric 
Light  Association.  New  York,  1928. 


^  It  is  not  intended  to  urge  public  ownership  of  all  carriers,  or  restric- 
tions upon  the  operations  of  their  own  vehicles  by  producers,  or  cen- 
tralization of  transportation  in  one  agency.  These  matters  involve 
many  other  considerations  (discussed  in  other  sections  of  this  report) 
than  those  relating  to  location  alone. 
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amount  of  economic  activity  carried  on  there.  Changes 
in  the  structures  of  intraregional  and  interregional  rates 
■would  also  influence  the  amounts  of  various  kinds  of 
productive  activity  carried  on  in  particular  regions.  A 
region  could,  for  example,  be  made  more  attractive  for 
manufacturing  enterprise  if  rates  on  raw  materials  pi'o- 
duced  there  and  transported  to  otlier  parts  of  the  country 
were  raised  while  transportation  charges  on  manufac- 
tures hauled  to  other  regions  were  lowered.  Its  attrac- 
tiveness for  manufacturing  would  be  enhanced  if,  at  the 
same  time,  rates  on  raw  materials  from  other  areas  to  it 
were  reduced,  while  manufactured  goods  from  the  out- 
side were  forced  to  bear  liigher  charges. 

Elimination  of  the  advantages  in  transportation  rates 
enjoyed  by  large  urban  concentrations  and  their  imme- 
diate surroundings  would  undoubtedly  reduce  their  at- 
tractiveness for  production  and  trade.  The  suggestion 
lias  frequently  been  made  that  the  advantages  of  large 
cities  would  be  reduced  if  rates  were  placed  on  a  dis- 
tance basis.  The  size  of  urban  concentrations  would 
be  even  more  effective!}^  reduced  if  all  places  within  a 
certain  radius  of  them,  the  length  of  the  radius  depend- 
ing on  the  length  of  the  haul,  were  grouped  and  total 
transportation  charges  between  them  and  outlying 
points  made  the  same.  The  trend  of  industry  and  popu- 
lation to  the  suburbs  of  large  cities  would,  of  course,  be 
furthered  by  this  means. 

Even  if  the  rate  advantages  possessed  by  large  cities 
were  eliminated,  they  would  continue  to  have  signifi- 
cant advantages  in  transportation  service  over  smaller 
centers,  especially  in  the  frequency  and  convenience  of 
schedules.  But  a  reduction  in  the  size  of  large  cities, 
consequent  upon  elimination  of  their  rate  advantages, 
would  in  all  probability  result  alSo  in  a  decline  in  the 
quality  of  transportation  service  afforded  them. 

At  least  one  kind  of  change  outside  tlie  transporta- 
tion area,  which  apparently  results  in  undesirable  loca- 
tional  shifts,  might  well  be  offset  by  appropriate  changes 
in  transportation  rates.  There  is  little  doubt  that  fail- 
ure of  rates  to  fall  during  periods  of  generally  declining 
prices  throughout  the  economy — indeed  their  tendency 
to  advance  in  order  to  take  advantage  of  the  short-run 
inelasticity  of  demand  for  transportation  service — causes 
contraction  of  the  market  areas  of  producers  who  nor- 
mally sell  at  a  distance.  On  the  other  hand,  failure  of 
rates  to  rise  along  with  other  prices  during  periods  of 
business  revival  has  just  the  opposite  effect.  There 
seems  to  be  little  social  advantage — rather,  significant 
social  disadvantage — in  such  periodic  locational  shifts. 
There  is  no  doubt  that  substantially  the  same  total  profit 
from  transportation  enterprise  could  be  achieved  if 
higher  rates  and  greater  profits  were  permitted  during 
l^eriods  of  business  prosperity  and  lower  rates  and 
profits  during  recessions.     In  this  way,  geographical 
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shifts  in  the  relative  intensity-  of  productive  activity  dur- 
ing the  course  of  a  business  cycle  might  be  reduced. 

The  most  defensible  clianges  in  lates  and  service,  from 
both  the  social  and  legal  points  of  view,  are  those  that 
would  bring  rates  more  closely  in  line  with  costs  and 
would  accordingly  limit  the  quality  of  the  service  af- 
forded producers  to  their  ability  to  defray  tlie  costs  of 
rendering  it.  There  is  danger  that  emphasis  upon  its 
locational  effects  may  obscure  the  fact  tliat  the  efficiency 
with  wliich  transportation  is  conducted  and  the  manner 
in  which  costs  are  allocated  among  the  users  of  trans- 
portation exercise  a  significant  influence,  also,  upon  the 
organization  of  the  economy  as  a  whole,  the  efficiency 
with  which  it  is  operated,  and  so  upon  the  total  amount 
of  goods  and  services  available  for  distribution  among 
the  Nation's  inhabitants. 

Unfortunately  our  knowledge  of  transportation  costs 
is  very  inadequate.  In  a  recent  case  involving  interter- 
ritorial  rates  between  the  southeast  and  the  northeast, 
there  were  serious  differences  of  opinion  concerning  the 
relative  costs  of  railroad  transportation  in  the  two  areas. 
Southern  producers  maintained  that  costs  within  the 
south  were  no  higher  than  in  the  north.  Representa- 
tives of  the  northern  railroads  agreed  with  them,  while 
the  contention  was  very  vigorously  denied  by  repre- 
sentatives of  the  southern  roads.'*"  In  a  dissenting  opin- 
ion in  that  case,  Commissioner  Eastman  stated,  "On  the 
basis  of  the  statistical  information  now  available,  I 
doubt  whether  the  relative  cost  of  transporting  particu- 
lar connnodities  between  the  south  and  the  north,  as 
compared  with  the  cost  of  transporting  them  M'ithin  the 
north,  can  satisfactorily  be  determined.  Attempts  so 
far  made  have  used  as  measures  alleged  comparative  and 
average  costs  of  transporting  all  freight  within  each 
territory.  The  trouble  with  this  is  that  the  comparison 
is  of  unlike  things,  for  the  average  composition  of  all 
freight  is  very  different  in  the  two  territories  and  the 
average  conditions  under  which  it  moves,  such  as  load 
and  tare  weight  per  car  and  length  of  haul  are  also  very 
different.  As  yet  no  one  has  been  able  to  make  satisfac- 
tory allowances  for  those  differences."  "  Similar  lack 
of  knowledge  exists  with  respect  to  the  relative  costs  of 
highway  transportation  in  the  various  parts  of  the 
country. 

Without  knowledge  of  transportation  costs,  it  is  im- 
possible to  determine  whether  existing  intraregional  and 
interregional  rate  levels  are  too  high,  or  whether  differ- 
ences in  rates  on  goods  of  varying  degrees  of  fabrica- 
tion are  warranted  by  differences  in  the  costs  of  trans- 
porting them.    Even  if  all  carriers  M'ere  publicly  owned 


*>  state  of  Alabama  et  ah,  v.  Aeio  Yuik  Central  liailioad  Co.,  tt  at., 
23rt  1.  C.  C.  2a.').  310,  313,  unci  316  1 1039). 
"'  Ib:d.,  p.  34.'). 
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such  knowledge  of  costs  would  be  just  and  desirable.  If 
the  advisability  of  subsidizing  i^roductive  activity  in  a 
jjaiticular  region  were  established,  for  example,  there 
would  still  remain  the  question  of  the  appropriateness 
of  alternative  ways  by  which  such  subsidy  might  be 
given.  An  important  factor  in  determining  this  matter 
would  be  the  relative  costs  involved  in  employing  trans- 
portation and  other  means. 

In  the  opinion  of  the  writer,  the  weightiest  objection 
to  the  regulation  of  transportation  by  government  for 
the  effectuation  of  locational  objectives  is  the  tremen- 
dous administrative  difficulty  that  would  be  encountered. 
Administration  of  public  transportation  policy  is,  nec- 
essarily, largely  of  a  piecemeal  variety.  It  involves 
decisions  concerning  the  justification  of  the  construction 
or  maintenance  of  small  stretches  of  highway  or  water- 
way, or  of  individual  rate  changes  affecting  immediately 
only  very  small  segments  of  the  economy,  and  so  on. 


This  kind  of  day-to-day  administration  of  public  policy 
on  transportation  matters  is  sufficiently  complicated 
without  adding  locational  goals  to  the  criteria  that 
must  now  be  taken  into  consideration.  Certainly,  a 
much  greater  amount  of  knowledge  will  be  required  of 
pulilic  officials  administering  it,  if  transportation  policj* 
is  to  be  used  systematically  and  on  a  continuous  basis 
for  locational  ends. 

If  relocation  of  population  and  industry — the  eco- 
nomic development  of  a  particular  region,  for  example — 
should  be  considered  as  overwhelmingly  in  the  public 
interest,  transportation  might  well  be  used,  along  with 
other  forces,  such  as  power  development  and  vocational 
education,  for  that  purpose.  But,  in  that  eS'ent,  the  sub- 
sidy thus  giveii  to  the  producers  of  the  region  should 
be  recognized  for  what  it  is  and  not  concealed  in  the 
form  of  hidden  taxes  on  other  users  of  transportation 
service. 


PART  I— SECTION  III 
FREIGHT  RATES  AND  RELATED  PROBLEMS 
1.  RATES  AND  RATE  STRUCTURE 

By  D.  Philip  Locklin ' 


RATE     CHARACTERISTICS     AND     RATE-MAKING    POLICIES 


In  order  to  understand  current  issues  in  the  field  of 
transportation  rates,  a  knowledge  of  some  of  the  char- 
acteristic features  of  freight  rates  and  of  the  principles 
on  which  they  have  been  constructed  is  required. 

Railroad  Rates 

Deseiiption 

Freight  classificafian. — A  freight  classification,  the 
first  step  in  rate  making,  is  simply  a  grouping  into  a 
limited  number  of  groups  or  classes  of  the  thousands  of 
articles  which  the  railroads  may  be  called  upon  to  carry, 
so  that  rates  can  be  quoted  on  this  limited  number  of 
groups  instead  of  upon  each  commodity  separately. 
Consolidated  Freight  Classification  No.  13,  which  be- 
came effective  June  5, 1939  (recently  superseded  by  Con- 
solidated Classification  No.  14),  placed  ratings  on  ap- 
proximately 7,800  different  articles  or  groups  of  articles. 
The  number  of  actual  ratings  exceeded  this  number, 
since  for  most  articles  several  ratings  were  provided, 
depending  upon  the  method  of  packing,  the  type  of 
container,  and  wlietlier  in  carload  or  less-than-carload 
lots. 

Three  major  freight  classifications  have  been  devel- 
oped by  the  railroads,  namely,  the  Official,  the  Southern, 
and  tlie  Western.  The  (Official  Classification  is  apjjlica- 
ble  in  tlie  area  east  of  a  line  running  from  Chicago  to 
Peoria,  thence  down  the  Illinois  River  to  St.  Louis,  and 
down  the  Mississippi  River  to  its  junction  with  the  Ohio 
River,  and  north  of  the  Ohio  River  and  of  the  line  of 
the  Norfolk  and  Western  Railroad  from  Kenova,  W.  Va., 
to  Norfolk,  Va.  Southern  Classification  applies  in  the 
area  south  of  Official  Classification  Territory  and  east  of 
the  Mississippi  River.  The  Western  Classification  ap- 
plies west  of  Official  and  Southern  Classification  Terri- 
tories. There  is  some  overlapping  of  the  classification 
territories.  Certain  border  points  may  be  considered 
in  two  territories,  since  traffic  to  and  from  these  points 
may  take  one  classification  or  another  depending  upon 
the  direction  of  movement.  Illinois,  which  is  split  by 
the  boundarj'  between  Official  and  Western  Classifica- 


^  Pi-nressor  of  Economics.  University  of  Ulinois,  .lud  ConsiiUant,  X.i- 
tional  Itesources  Flanning  Board.  Tlie  author  has  been  assisted  in  tlie 
preparation  of  this  section  by  Miss  Marion  W.  Worthing,  Economist, 
National    Resources   Planning  Board. 


tion,  has  a  classification  of  its  own  known  as  the  Illinois 
Classification  which  applies  throughout  the  State, 
including  some  jwints  outside  but  near  the  State 
boundaries. 

Traffic  moving  from  one  classification  territory  to  an- 
otlier  is  governed  by  a  single  classification  if  a  through 
rate  is  quoted  from  point  of  origin  to  destination.  The 
freight  tariff  giving  the  rate  specifies  which  classifica- 
tion is  applicable.  When  no  through  rates  are  quoted 
and  the  traffic  moves  on  a  combination  of  rates  to  and 
from  border-line  points,  each  "factor"  in  the  combina- 
tion rate  is  governed  by  the  appropriate  classification; 
hence  the  shipment  will  move  under  two  or  more 
classifications. 

The  number  of  classes,  class  designations,  and  the 
relationships  between  the  rates  on  the  different  classes 
differ.  In  Official  Classification  there  are  eight  classes, 
designated  as  1,  2,  R2.5  (rule  25),  3,  R26,  4,  5,  and  6. 
Rule  25  and  rule  26  classes  are  classes  which  were  in- 
serted between  classes  2  and  3.  and  between  3  and  4, 
respectively.  Rule  25  I'ates  were  made  15  percent  less 
than  class  2,  and  rule  20  rates  20  percent  less  than  class  3. 
As  a  result  of  the  decision  of  the  Interstate  Commerce 
Commission  in  Eastern  Class  Rate  Investigation,-  rule 
25  was  merged  with  class  3.  In  the  Southern  Classifi- 
cation there  are  12  classes,  numbered  from  1  to  12, 
although  classes  7,  8,  9,  and  10  are  also  known  as  class 
B,  A,  C,  and  D,  respectively.  In  Western  Classification 
there  are  10  classes,  5  numbered  classes — 1  to  5 — and 
5  lettered  classes — A  to  E.  In  addition  to  the  regular 
classes,  there  are,  in  all  classifications,  multiples  of  first 
class,  as  follows:  li/4,  l^/^,  1%,  Dl  (double  first  class), 
21/2  t  1  (21/0  times  first  class),  3  t  1,  S^l-  t  1,  and  4  t  1. 
There  are  also  some  articles  in  the  classification  which 
are  given  a  rating  of  a  certain  percent  of  the  first-class 
rate,  for  example,  37yo  is  a  common  I'ating  in  Official 
Classification. 

The  relationship  between  first-class  rates  and  other 
rates  has  been  generally  standardized  in  recent  years  in 
connection  with  the  important  class-rate  revisions. 

The  relationships  in  the  rates  on  the  various  classes 
are  shown  in  the  three  accompanying  tabulations. 


'■  164  I.  C.  C.  314,  378-379  (1930). 
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Class 

Percent  of 

first-class 

rate 

1 

100 
85 
70 
55 
50 
35 
27!5 

2                

3,  Rule  25 

Rule  26         

4                              

5 - 

6                       

Soul li rill  Classification 
Territory 


Western.  Classification 
Territory 


Percent 

Class 

of  first 

class 

1   

100 
85 
70 

2 

3... 

4 

55 
45 
40 

5 

6 

7or  B 

35 

8or  A.    - 

30 

9orC   - 

25 

lOor  D  

22H 

11 

20 
17H 

12  

Percent 

Class 

of  erst 

class 

1           

100 
85 
70 
55 

2 

3                 

4 

A           ^ 

45 
37H 

5 

B 

32!^ 

C 

3D 
22M 

D 

E 

17H 

Prior  to  1919  the  three  classifications  were  published 
in  separate  volumes.  In  1919  they  were  combined  in 
a  single  volume,  known  as  the  Consolidated  Freight 
Classification.  Publication  in  one  volume  required 
uniformity  in  the  arrangement  and  description  of  the 
articles,  but  the  Consolidated  Classification  is  not  a 
uniform  classification  since  the  distinctive  ratings  in 
the  three  classifications  remain. 

The  existence  of  regional  classifications  applicable 
over  extensive  areas  gives  the  appearance  of  uniformity 
in  ratings  throughout  a  particular  territory.  Numer- 
ous "Exceptions  to  the  Classification"  are  published, 
however,  by  means  of  which  individual  lines  or  groups 
of  lines  may  make  such  deviations  from  the  regular 
classification  ratings  as  they  find  expedient. 

Xot  all  rates  are  quoted  through  the  preliminary  step 
ol  assigning  them  to  "classes"  and  quoting  rates  on  the 
various  classes.  Many  commodities,  particularly  those 
which  move  in  large  volume,  have  rates  quoted  on  them 
directly.  These  are  known  as  "commodity  rates."  Com- 
modity rates  may  apply  only  between  a  limited  mnnber 
01  points  with  the  regular  class  rates  applying  elsewhere, 
or  they  may  be  so  extensive  as  to  cover  all  the  principal 
movements  of  a  particular  commodity.  Grain,  lumber, 
coal,  and  many  other  products  almost  always  move  under 
commodity  rates.  There  seem  to  be  no  figures  available 
showing  tlie  percentage  of  the  total  tonnage  Avhich  moves 
under  class  rates  and  commodity  rates,  respectively. 
However,  in  Western  Territory  it  was  estimated  that 
m  1926  only  2.4  percent  of  the  tonnage  moved  under  class 
rates.'     In  Southern  Territorv  it  was  estimated  that  in 


1924  the  railroads  received  about  16.5  percent  of  their 
freight  revenue  fiom  traffic  moving  on  class  rates.*  It 
seems  clear  that  l)v  far  the  larger  proportion  of  the 
fi'eight  tonnage  moves  under  commodity  rates,  and  that 
the  conunodity-rate  traffic  also  furnishes  the  larger 
amount  of  freight  revenue. 

In  lecent  years  there  has  been  a  tendency  to  quote  on 
many  commodities  so-called  "column  rates"  bearing  a 
definite  percentage  relationship  to  first-class  rates.  The 
device  may  be  illustrated  by  the  action  of  the  Inter-state 
Commerce  Commission  in  Weste7Vi  Tnonk-Line  Class 
Rates  wherein  the  carriers  were  required,  in  publishing 
tables  of  class  rates,  to  set  up  23  percentage  column,^. 
Class  I  rates,  of  course,  were  column  100  rates.  The 
other  columns  were  to  be  92.5,  85,  77.5,  70,  65,  60,  55,  50, 
45,  37.5,  35,  32.5,  30,  27.5,  25,  22.5,  20,  17.5,  16.  14.5,  and 
13  percent,  respectively,  of  the  column  100  rates.''  Ten 
of  tlie  23  percentage  columns  corresponded  to  the 
10  classes  of  freight  recognized  by  the  Western 
Classification. 

Column  rates  may  be  considered  as  commodity  rates 
Mhicli  have  been  definitely  tied  to  the  class-rate  struc- 
ture by  making  them  a  certain  percentage  of  the  first- 
class  rates.  They  may  also  be  considered,  in  effect,  as 
an  expansion  of  the  freight  classification  which  creates 
many  more  "classes"  of  freight,  and  which  enables  many 
commodity  rates  to  be  brought  within  the  classification 
scheme.  Not  all  commodity  rates,  however,  are  related 
to  the  class  rates  in  this  way. 

Freight  tariffs. — The  freight  classifications  do  not 
show  rates  but  only  the  groups  or  classes  to  which  the 
traffic  is  assigned.  Rates  on  the  various  classes  of  traffic, 
and  on  the  commodities  which  move  under  commodity 
rates,  are  published  in  tariffs.  These  may  be  class 
tariffs,  general  commodity  tariffs,  class  and  commodity 
tariffs,  or  special  commodity  tariffs  giving  rates  onlj' 
on  a  particular  commodity.  Tariffs  may  be  single-line 
tariffs  or  joint-line  tariffs.  In  the  latter  case,  they  are 
frequently  published  by  tariff-publishing  agents  of  the 
carriers.  The  staff  of  the  Federal  Coordinator  of 
Transportation  pointed  out  in  1935  that  there  were  cur- 
rentlj'  on  file  with  the  Interstate  Commerce  Commis- 
sion about  500,000  tariffs  and  supi^lements,  containing 
about  214  million  pages."  "Present-day  tariffs,"  says 
the  report,  "are  the  most  technical  and  complicated 
documents  extant."  ^  The  carriers  have  been  criticized 
severely  on  this  score,  although  it  is  extremely  difficult 
to  remedy  the  situation  as  long  as  there  are  so  many 
different  carriers  and  routes  and  so  many  elaborate  and 
complicated   rate  structures.     Efforts  are  being  made 


'  Di.ssonling  Opinion  of  Commissionor  I'orter  in  Wrfitcrn   Tritnk-Linc 
eiiis.i  Rnirs,  104  I.  C.  C.  1,  232  (Ifl.'iO). 
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by  various  shipper  and  carrier  organizations  to  effect 
an  improvement  in  this  situation. 

Class-rate  structiores. — Since  1925,  the  raihoad  class- 
rate  structures  in  the  principal  rate  territories  and  be- 
tween rate  territories  have  been  before  the  Interstate 
Commerce  Commission  in  comprehensive  investigations 
which  resulted  in  the  prescription  of  new  structures  or 
in  substantial  revision  of  preexisting  ones.  The  more 
important  of  these  class-rate  cases  were  Southern  Class 
Rate  Inmestigation^  Eastern  Class  Rate' Investigation^ 
Western,  Tmnk-Line  Class  Rates,^"  ConsiOlidated  South- 
iresfern  Cases,'^^  Western-Southern  Class  Rates}- 

The  rate  structures  originally  prescribed  in  most  of 
tliese  proceedings  have  been  modified  from  time  to  time 
m  detail,  but  the  structures  retain  the  general  character- 
istics of  those  prescribed  in  the  initial  decisions.^^  At 
the  present  time  the  Commission  has  a  general  investi- 
gation of  class  rates  under  way.  (No.  28300,  Class 
Rate  Investigation^  1939.)  A  detailed  description  of 
these  rate  structures  is  unnecessary  here,  but  the 
general  characteristics  of  them  may  be  noted. 

The  structures  are  in  general  conformance  witli  the 
distance  principle,  and  distance  scales  of  first-class  rates 
have  been  generally  prescribed  by  the  Commission. 
The  scales  are  constructed  upon  the  "tapering  prin- 
ciple," that  is,  the  rates  increase  with  distance  but  at  a 
tlecreasing  rate,  thus  resulting  in  lower  rates  per  mile 
for  the  longer  distances.  The  rates  are  graded  upward 
by  blocks  of  5  miles  for  short  distances,  with  blocks  of 
increasing  length  as  the  distance  increases. 

Rates  on  other  classes  are  made  definite  percentages 
of  the  first-class  rates.  As  noted  in  the  description  of 
freight  classifications  the  percentage  relationships  are 
uniform  throughout  the  area  for  which  the  rates  are 
prescribed.  Column  rates  are  also  provided  in  addition 
to  the  regular  numbered  and  lettered  classes. 

The  rate  scales  are  uniform  for  large  areas,  although 
not  necessarily  for  the  whole  area  covered  by  the  in- 
vestigation. In  Ea.stern  Class  Rate  Investigation  two 
scales  were  provided  for  New  England  :  A  zone  A  scale 
for  southern  New  England,  and  a  zone  B  scale,  10  per- 
cent higher,  for  northern  New  England.  Rate  zones 
with  difference  scales  were  recognized  in  Central 
Freight  Association  Territory,  and  in  Western  Trunk- 
Line  Territory.  A  uniform  scale,  however,  was  pro- 
A'ided  for  the  whole  of  Southern  Territory,  with  the 
exception  of  the  Florida  Peninsula.  The  differences  in 
scales  are  usually  for  the  purpose  of  reflecting  differing 


s  100  I,  C.  C.  513  (1925).  109  I.  C.  C.  300  (IT)26),  113  I.  C.  V.  200 
(1926),  128  I.  C.  C.  567  (1927). 

"164  I.  C.  C.  314  (1930). 

■"164  I.  C.  C.  1  (1939). 

■1  205  I.  C.  C.  601  (1934),  211  I.  C.  C.  575  (1935). 

"226  I.  C.  C.  497  (1938),  238  I.  C.  C.  681  (1940). 

"  Cases  in  which  modificatiims  fif  the  class-rate  structures  are  made 
are  generally  noted  in  the  Annual  Reports  of  the  Commission. 


operating  costs  due  to  variation.s  in  operating  condi- 
tions or  in  traffic  density.  Even  when  a  uniform  basic 
scale  is  prescribed  for  a  whole  territory,  exceptions  are 
commonly  allowed  which  take  the  form  of  "arbitraries" 
for  distances  on  branch  lines,  or  on  short  and  weak  lines. 

The  method  of  computing  distances  is  prescribed. 
Usuallj^  this  is  the  shortest  route  between  two  points 
via  which  carload  traffic  can  be  interchanged  without 
transfer  of  lading.  Relief  from  the  long-and-short- 
liaul  clause  is  granted  circuitous  routes,  subject  to  cer- 
tain restrictions  and  limitations,  to  meet  the  rates  of  the 
more  direct  routes.  Some  grouping  of  points  of  origin 
or  destination,  or  both,  is  permitted,  largely  for  the 
purpose  of  reducing  the  number  of  points  between  which 
separate  rates  are  to  be  published.  A  certain  amount 
of  competitive  equalization  of  rates  may  also  be  a  factor 
in  the  establishment  of  sucli  groups. 

The  Commission  frequently  prescribes  specific  rates 
between  "key"  points  which  differ  from  the  rates  which 
would  result  from  a  strict  application  of  the  distance 
scale  prescribed.  If  these  rates  result  in  lower  rates 
between  the  key  points  than  apply  to  or  from  inter- 
mediate points  which  are  not  key  points,  the  key-point 
rates  ai"e  commonly  recognized  as  maxima  at  tlie  inter- 
mediate points  in  order  to  avoid  violation  of  the  long- 
and-short-haul  clause.  The  specific  key-point  rates  often 
represent  a  compromise  with  the  preexisting  rate  struc- 
ture or  are  for  the  purpose  of  preserving  comijetitive 
adjustments  which  would  be  upset  by  a  strict  applicatidu 
of  a  distance  scale.  In  some  cases  a  sufficient  number  of 
key-point  rates  have  been  prescribed  to  obviate  the 
necessity  of  .setting  a  distance  scale.'* 

The  rate  scales  and  key-point  rates  prescribed  by  the 
Commission  are  maximum  rates.  The  carriers  are  per- 
mitted to  publish  lower  rates  where  this  seems  to  be  de- 
sirable, provided,  of  course,  they  do  not  cause  undue 
preference  or  prejudice. 

Commodity  rate  structures. — (ieneralization  about 
commodity-rate  structures  is  difficult  because  of  their 
wide  diversity.  A  description  of  particular  rate  struc- 
tures would  be  out  of  the  question  here,  even  if  it  were 
confined  to  the  rate  structures  on  the  more  important 
articles  of  commerce  that  move  on  conunodity  rates. 
Some  commodity  rates  have  been  tied  into  the  class-rate 
structure  by  the  use  of  column  rates,  that  is,  by  making 
the  rates  on  the  articles  in  question  a  certain  percent  of 
the  first-class  rates.  Many  of  tlie  important  commodity- 
rate  structures,  however,  are  unrelated  to  the  class-rate 
structure. 

In  general  it  may  be  said  that  the  play  of  competitive 
forces,  particularly  the  competition  between  rival  pro- 
ducing points  and  areas  and  between  rival  markets, 
exerts  more  iiiflucDcc  on  I  lie  i-oiiniioditv-rate  structure 


WcstrnifiiiilUiin  cftiss  Itntcs,  220  I.  f.  C.  4S7  (  1938). 
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than  on  the  class-rate  structure.  Commodity-rate  struc- 
tures are  conunonly  characterized  by  a  great  deal  of 
groui^ing,  particularly  of  producing  points,  as  a  result 
of  competitive  forces.  They  are  also  characterized  by 
delicate  differential  rate  adjustments,  the  result  of  com- 
promise in  the  competitive  struggle.  Commodity-rate 
structures,  therefore,  are  less  frequently  constructed  on 
a  i^urely  distance  basis. 

Infiuen.ce  of  overhead  costs. — Before  proceeding  fur- 
ther in  the  description  of  railroad  rates,  mention  should 
be  made  of  overhead  costs  in  the  railroad  industry  and 
their  effect  upon  rate  making.  Railroad  costs  may  be 
divided  into  two  classes — those  which  vary  more  or  less 
m  proportion  to  the  volume  of  traffic  cariied  and  those 
which  remain  approximately  the  same  regardless  of  the 
amount  of  traffic  carried  up  to  the  full  capacity  of  exist- 
ing facilities.  The  former  are  often  called  variable, 
direct,  or  out-of-pocket  exj^enses.  The  latter  are  often 
called  constant,  indirect,  or  overhead  expenses.  Impor- 
tant among  the  constant  expenses  is  interest  on  bonds 
or  return  upon  capital  generally.  Many  operating  ex- 
jDenses  are  constant  in  nature.  For  example,  part  of 
the  expenditures  for  maintenance  of  way  and  equipment 
tend  to  be  independent  of  the  amount  of  traffic  carried. 
Taxes  and  many  general  administrative  expenses  are 
to  a  large  extent  constant  in  nature. 

The  distinction  between  constant  and  variable  ex- 
penses is  not  sharp.  Over  long  periods  of  time  most 
expenses  become  variable  since  the  size  of  the  plant  can 
be  adjusted  in  some  degree  to  the  volume  of  traffic.  For 
shorter  periods  of  time  many  expenses  nuist  be  consid- 
ered as  constant  which  would  become  variable  over  a 
longer  period.  Furthermore,  the  additional  or  out-of 
pocket  expense  incurred  in  taking  on  additional  traffic 
will  vary  with  the  size  of  the  unit.  If  no  additional  car- 
miles  of  service  are  required,  the  additional  expense  is 
very  little.  If  additional  train-miles  are  required,  the 
additional  expense  is  greater  than  if  the  traffic  can  be 
carried  by  adding  additional  cars  to  existing  trains. 

P^roni  the  earliest  days  of  railroading  the  managers  of 
railways  have  reasoned  that  traffic  which  will  not  move 
at  "normal"  rates  is  profital)le  at  lower  rates,  so  long  as 
the  direct  or  variable  expenses  incurred  in  transi^orting 
the  traffic  in  question  are  covered  and  some  contribution 
is  made  toward  the  constant  or  overhead  expenses.^^ 
This  policy  of  rate  making  has  not  gone  unchal- 
lenged."' There  can  be  no  disputing  the  fact,  however, 
that    this    principle   has  long  dominated   actual   rate 


"  For-  further  exposition  of  tills  principle  see  Hadley,  A.  T..  Railroad 
Transportation,  pp.  109-124,  261-265;  Jones,  Eliot,  Principles  of  Pail- 
way  Transportation,  cli.  IV ;  Daggett,  Stuart,  Principles  of  Inland 
Transportation,  3d  ed.,  cb.  XVI. 

"See  Clark,  J.  M.,  Economics  of  Overhead  Costs,  cbs.  XIII  and  XIV; 
Healy,  Kent  T.,  The  Economics  of  Transportation  in  America,  ch.  XI. 


making.  It  accounts  for  the  wide  discrejjancy  often 
found  between  normal  rates  and  competitive  rates.  It 
explains  the  tendency  to  quote  low  rates  on  "low-grade" 
traffic,  i.  e.,  traffic  which  will  not  move  at  all,  or  only  in 
small  amounts,  unless  especially  low  rates  are  provided. 
It  also  explains  the  disregard  of  distance  in  the  con- 
struction of  many  rates  and  the  practice  of  sometimes 
charging  more  for  shorter  than  for  longer  hauls  over 
the  same  line  or  route.  The  practice  of  adjusting  rates 
to  the  exigencies  of  demand  is  sometimes  called  the 
value-of-service  principle  or  charging  what  the  traffic 
will  bear. 

Value  of  the  commodity  as  a  factor  in  rate  maJcinc/. — 
One  of  the  most  common  manifestations  of  the  value-of- 
service  principle  is  the  placing  of  high  rates  on  valuable 
articles  on  the  theory  that  the  traffic  will  stand  the  high 
charges.  Although  it  is  not  always  true  that  valuable 
articles  will  stand  high  rates  and  the  cheap  articles  will 
only  move  at  low  rates,  there  is  usually  a  rough  corre- 
spondence between  the  value  of  the  commodity  and  the 
value  of  service  of  transporting  it.  This  has  often  given 
rise  to  identifying  the  value-of-service  principle  of  rate 
making  with  charging  according  to  the  value  of  the 
articles  transported. 

Cost  of  service  as  well  as  value  of  service  is  a  factor  in 
the  determination  of  the  rating  of  articles  in  the  freight 
classification.  It  is,  therefore,  impossible  to  compare 
the  ratings  on  diffei-ent  articles  and  say  to  what  extent 
the  variations  reflect  the  value-of-service  principle.  The 
range  between  first-class  rates  and  the  rates  on  lower 
classes  of  freight  indicates  how  widely  the  charges  may 
vary  on  different  commodities.  Since  there  are  multiple 
classes  as  high  as  4  times  first  class,  and  since  there  are 
column  rates  as  low  as  13  percent  of  first  class,  rates  of 
4  times  first  class  would  be  more  than  30  times  the  col- 
umn 13  rates.  There  are  also  numerous  connnodity 
rates  which  ap]iroxiinate  8  percent  of  first  class,  thus 
increasing  further  the  spread  between  the  highest  and 
lowest  rates.  With  such  a  wide  range  in  possible  rates, 
ample  opportunity  is  given  to  make  particular  rates  or 
ratings  reflect  differences  in  either  costs  of  service  or  in 
value  of  service.  It  would  certainly  be  impossible  to 
explain  all  of  the  variations  in  rates  in  terms  of  differ- 
ences in  cost  of  service. 

The  rise  of  competing  forms  of  transportation  in  re- 
cent years  has  threatened  the  ability  of  the  railroads  to 
continue  the  practice  of  charging  high  rates  on  valuable 
articles.  Important  modifications  of  the  railroad  rate 
structure  in  this  respect  are  under  way.  The  problem 
growing  out  of  this  situation  is  discussed  below  in  con- 
nection with  some  of  the  recent  issues  in  rate  making. 

Carload  and  Icss-than-carload  rates. — As  noted  above, 
railroads  commonly  make  a  difference  in  the  rates  on 
carload  and  on  less-than-carload  shipments.     Consoli- 
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dated  Freight  Classification  No.  13,  for  example,  pro- 
vided in  Official  Territory,  5,552  carload  ra'tings,  7,098 
less-tlian-carload  ratings,  and  1,923  any-quantity  rat- 
ings. Any-quantity  ratings  are  those  which  make  no 
distinction  between  carload  and  less-than-carload  quan- 
tities. Commodity  rates,  as  well  as  class  rates,  may 
diifer  on  carload  and  on  less-than-carload  shipments, 
although  the  great  majority  of  commoditj'  rates  are 
carload  rates.  There  is  no  uniform  spread  between  car- 
load and  less-than-carload  rates.  An  analysis  of  Con- 
solidated Freight  Classification  No.  13  shows  spreads 
between  less-than-carload  and  carload  ratings  as  follows : 


Official  territory 

Southern  territory 

Western  territory 

Drop  in 

Drop  in 

Drop  in 

number  of 

Number 

number  of 

Number 

number  of 

Number 

classes 

of 

classes 

of 

classes 

of 

L.  C.  L. 

instances 

L.  C.  L. 

instances 

L.  C.  L. 

instances 

toC.  L. 

to  C.  L. 

toC.  L. 

0 

138 

0 

69 

0 

18 

1 

629 

1 

487 

1 

580 

2 

1.871 

2 

2,249 

2 

2.484 

3 

1.659 

3 

1,666 

3 

2,054 

4 

458 

4 

918 

4 

724 

5 

114 

5 

275 

5 

238 

6 

1 

6 

112 

6 

58 

7 

50 

7 

19 

8 

42 

8 

4 

9 

3 

9 

2 

10 

1 



11 

1 

'  Excluding  items  given  any-quantity  ratings.  Instances  of  carload  ratings  the 
same  as  less-than-carload  ratings  are  equivalent  to  any-quantity  ratings.  When  an 
article  is  given  a  carload  and  a  less-than-carload  rating  in  one  classification  territory, 
while  another  territory  maintains  an  any-quantity  rating,  the  classification  descrip- 
tion must  provide  for  the  article  both  in  carloads,  and  in  less-carloads,  but  in  the 
territory  maintaining  any-quantity  ratings,  the  same  rating  will  be  shown  for  carload 
as  for  less-than-carloads. 

Since  tlie  rates  on  the  lower  classes  l)ear  a  definite 
relation  to  first-class  rates,  the  carload-class  rates  can  be 
expressed  as  a  percentage  reduction  from  the  corre- 
sponding less-than-carload  rates.  The  following  table 
shows  what  wide  variations  there  are  in  the  relation  of 
carload  class  rates  to  the  corresponding  less-than- 
carload  rate: 


Percent  decrease  less-than-carload  to  carload 
class  rates  ' 

Number  of  instances 

Official 
territory 

Southern 
territory 

Western 
territory 

0                                                    _      .._  - 

38 

2 

285 

328 

1,705 

1,807 

2,006 

374 

47 

13 

73 

1 

296 

853 

1.809 

2,200 

1,094 

360 

87 

6 

18 

1-9                       

135 

10-19 

183 

20-29               

268 

30-39 ---     -.- 

2,528 

40-49             

2,486 

50-59                                                            -     . 

874 

60-69               - - 

330 

70-79                                                         -     . 

109 

80-89                                             

9 

6,605 

6,779 

6,940 

1  Ratings  taken  from  Consolidated  Classification  No.  13.    Spread  in  rates  deter- 
mined from  standard  percentage  relationships  of  lower  classes  to  first-class  rates. 

Although  lower  rates  on  carloads  than  on  less-than- 
carloads  have  existed  for  many  years,  it  has  not  been 
the  practice  to  maintain  lower  rates  on  multiple-car 


lots  or  on  trainloads  than  are  proA'ided  for  single  car- 
loads. Instances  of  rates  of  this  nature  were  brought 
to  light  in  some  of  the  early  cases  before  the  Interstate 
Commerce  Commission,  but  these  rates  did  not  meet  witJi 
the  Commission's  approval.  In  recent  years  multiple- 
car  rates  have  reappeai'ed  but  are  still  a  rarity. 

On  less-than-carload  shipments  the  railroads  have 
not,  until  recently,  maintained  rates  that  vary  with  the 
size  of  a  particular  shipment.  Motor  carriers, liowever, 
have  sometimes  provided  rates  of  this  nature  and  this 
has  led  to  the  adoption  of  the  practice  by  railroads  in 
some  instances.  This  and  other  recent  developments 
in  rate  making  are  discussed  later  in  the  report. 

The  Influence  of  Competition 
On  Railroad  Rates 

It  has  been  noted  above  that  both  class  and  commodity 
rate  structures  are  affected  by  various  competitive  in- 
fluences. If  it  were  not  for  the  influence  of  competitive 
forces,  operating  at  some  points  and  not  at  others, 
railroad  rates  would  doubtless  conform  more  closely  to 
the  distance  princiijle.  Rates  varying  with  distance, 
although  not  necessarily  in  proportion  to  distance,  are 
logical,  since  costs  of  transportation  increase  as  the 
length  of  the  haul  increases.  The  chief  effect  of  com- 
petition between  carriers  is  to  modify,  if  not  to  distort, 
the  distance  principle  of  rate  making.  Three  distinct 
types  of  competition  may  be  recognized  as  particularly 
significant  in  their  effect  upon  the  rate  structure.  These 
are  competition  of  routes;  market  or  commercial  com- 
petition; and  competition  with  other,  and  presumably 
clieaper.'"  transportation  agencies. 

Convpetition  of  routes. — Competition  of  routes  is  the 
competition  of  two  or  more  railroads  having  common 
termini.  This  type  of  competition  may  be  further  sub- 
divided into  (a)  the  competition  existing  when  the  two 
routes  are  of  approximately  equal  length,  and  (6)  com- 
petition between  a  route  which  is  circuitous,  or  which 
operates  under  some  cost  disadvantage,  and  a  direct  or 
low-cost  route. 

Competition  between  routes  of  approximately  equal 
length  tends,  in  the  absence  of  regulatory  controls,  to 
reduce  the  rates  at  comi^eting  points  to  less  than  the 
full  cost  of  the  service.  This  is  because  the  railroads, 
under  the  stress  of  competition,  tend  to  ignore  the  con- 
stant or  overhead  expenses  and  quote  rates  on  an  out- 
of-pocket-cost  basis,  if  need  be,  to  obtain  traffic  from 
their  rivals.  The  reduction  of  the  competitive-point 
rates  depletes  the  revenues  of  the  railroads  unless  it  is 
found  possible  to  shift  the  burden  to  intermediate  points 


•"  The  tprm  "cheaper"  is  used  here  and  in  .^uccei'ding  paragraphs  in  the 
sense  of  normally  maintaining  lower  rates  even  if  the  lower  rates  are 
made  possible  by  the  assumption  by  the  Government  of  part  of  the  trans- 
portation costs  such  as  results  from  Government  provision  and  mainte- 
nance-of  waterways. 
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bv  raising  the  rates  at  such  points  above  tlie  level  that 
would  otherwise  obtain.  A  further  result  of  competi^ 
tion  of  this  type  is  discrimination  against  intermediate 
points  at  which  competition  does  not  exist.  This  dis- 
crimination results  from  the  lowering  of  the  rates  at 
the  competitive  points  even  if  there  is  no  attempt  to 
raise  rates  at  the  intermediate  points  above  a  normal 
level. 

When  competition  is  between  a  circuitous  route  and  a 
direct  route  the  effect  on  the  rate  structure  is  more  com- 
plex. Competition  will,  of  course,  tend  to  equalize  the 
rates  via  the  two  routes  irrespective  of  differences  in 
distance.  If  the  circuitous  route  is  so  long  that  its  serv- 
ice is  inferior  it  may  be  necessary  for  its  rates  to  be 
lower  than  those  applicable  over  the  direct  route.  These 
are  often  known  as  differential  routes.  Between  Chi- 
cago and  New  York,  and  between  Chicago  and  Boston, 
differential  routes  have  been  maintained  in  conjunction 
with  Canadian  and  New  England  roads  by  way  of 
Montreal.  These  routes  divert  traffic  from  the  shorter 
routes  of  the  trunk-line  railroads.  When  indirect 
routes  meet  the  normal  rates  of  the  direct  routes  the 
competitive  points  cannot  be  said  to  be  preferred.  They 
do  not  get  lower  rates  than  they  would  get  if  they  were 
served  by  the  direct  routes  alone.  But  if  the  competi- 
tion results  in  subnormal  rates  via  the  direct  routes  this 
type  of  competition  creates  unjustifiable  discrimination. 
Even  if  equalization  of  rates  over  a  circuitous  route 
with  those  of  a  direct  route  creates  no  unfair  discrimi- 
nation, it  may  be  objectionable  because  it  results  in 
wasteful  transportation.  The  folly  of  transporting 
goods  over  circuitous  routes  which  could  be  hauled  at 
less  cost  via  direct  routes  would  be  clear  if  the  railroads 
were  operated  as  a  single  system.  The  cost  of  this  un- 
necessary transportation  is  borne  by  the  general  public 
through  a  higher  rate  level  than  would  otherwise  be 
necessary,  or  it  is  borne  by  railroad  owners  and  in- 
vestors through  reduced  profits  in  the  railroad  industry. 
Individual  railroads,  of  course,  may  gain  by  this  type 
of  competition  while  others  lose.  Offsetting  the  eco- 
nomic waste  resulting  from  circuitous  route  competition 
is  the  stimulus  to  good  service  which  results  from  the 
participation  of  two  or  more  routes  in  the  traffic. 

Market  competition. — This  type  of  competition  exists 
when  two  or  more  railroads  serving  different  producing 
points  compete  in  the  carrying  of  goods  from  rival  pro- 
ducing points  to  a  common  market  or  when  two  or 
more  railroads  compete  in  carrying  goods  from  a  com- 
mon producing  area  to  rival  markets.  Group  rates  often 
result  from  this  type  of  competition.  The  grouping 
of  origin  points  places  all  i)roducing  points  within  the 
group  upon  an  equality  as  far  as  freight  rates  are  con- 
cerned. 


Market  competition  sometimes  results  in  granting 
particularly  favorable  rates  to  producing  areas  located 
at  great  distances  from  markets  which  are  competing 
with  nearby  producing  areas.  It  pervades  the  whole 
railroad  rate  structure,  particularly  the  commodity-rate 
.structure. 

So  far  as  freight  rates  are  concerned,  market  compe- 
tition has  a  tendencj'  to  equalize  rates  from  rival  pro- 
ducing areas  and  results  in  subnormal  rates  from  the 
more  distant  points.  It  should  not  be  inferred  that 
rates  are  alwaj's  equalized  where  market  competition 
comes  into  play,  but  market  competition  usually  oper- 
ates in  the  direction  of  equalization.  Where  rates  are 
not  actually  equalized  there  may  be  a  .system  of  differen- 
tials established  in  recognition  of  differences  in  dis- 
tance, but  these  differentials  are  usually  lower  than  dif- 
ferences in  distance  would  justifj'.  Equalization  of 
rates,  furthermore,  may  be  unnecessary  when  the  dis- 
tant producers  have  some  cost-of-production  advantage 
over  nearer  producers  which  enables  them  to  compete 
in  the  market  in  spite  of  a  rate  handicap. 

Market  competition  has  had  certain  definite  economic 
consequences.  In  the  first  place,  it  exerts  a  profound 
influence  upon  the  location  of  industries.  It  has  the 
effect  of  encouraging  the  development  of  pi'oducing 
centers  remote  from  markets  at  the  expense  of  those 
which  are  clo.ser.  Thus,  some  producers  are  deprived  of 
their  advantage  of  location,  and  others  are  given  an 
advantage  to  which  their  location  does  not  entitle  them. 
A  secondary  effect  is  that  on  the  products  of  extractive 
industries  equalization  of  rates  regardless  of  differences 
in  distance  may  i-esult  in  a  too  hasty  and  wasteful  ex- 
ploitation of  resources. ^^ 

Market  competition  also  causes  wasteful  transporta- 
tion. AVhen  rates  are  reduced  from  a  distant  source  of 
supply  to  equalize  them  with  rates  from  a  nearer  source 
unnecessary  transportation  takes  place.  It  cannot  be 
said  that  new  traffic  is  created  by  the  equalization;  in- 
stead, the  rival  producing  areas  share  the  market,  and 
some  goods  are  brought  from  the  farther  producing 
areas  when  they  could  just  as  well  have  been  produced 
nearby.  The  economic  waste  resiUting  from  market 
competition  increases  when  several  producing  areas  are 
l^ermitted  to  invade  each  other's  natural  markets.  In 
such  instances  an  enormous  amount  of  cross-hauling 
may  develop. 

IMarket  competition,  like  any  other  competition  be- 
tween railroads,  may  become  ruinous  in  character.  In 
its  simpler  forms  it  forces  railroads  from  more  distant 
sources  of  supply  to  meet  the  normal  rates  maintained 


1*  Implied  by  Fetter  in  The  Miisqnera(h'  of  Mnntipolii,  p.  406;  see  also, 
Sharfman,  I.  L.,  The  Interstate  Commerre  Commission,  vol.  III-B,  p. 
601  :  ana  U.  S.  Conl  Commission  Report  (1025),  pp.  252-253, 
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from  nearer  sources.  But  if  a  struggle  ensues  between 
tlie  lines  serving  the  rival  producing  points,  even  the 
rates  from  the  nearer  sources  of  supply  may  be  de- 
pressed below  a  normal  level.  When  this  occurs  mai'ket 
competition  unnecessarily  depletes  the  revenues  of  the 
railroads. 

It  is  not,  however,  without  offsetting  advantages.  It 
intensifies  industrial  competition  and  destroys  the  semi- 
monoi^oly  position  that  a  local  producer  may  have  when 
protected  from  outside  competition  by  a  distance  sys- 
tem of  rates.  In  reply  to  this  argument  it  may  be  said 
tliat  in  some  instances  there  are  enough  producers  near 
the  market  to  make  the  industry  competitive.  Further- 
more, distant  producers,  if  enjoying  an  advantage  of 
low  production  costs,  maj-  be  able  to  compete  in  a  mar- 
ket even  when  paying  higher  freight  rates. 

We  have  pointed  out  that  market  competition  gen- 
erally deprives  the  nearby  producer  of  his  advantage  of 
location  and  gives  to  a  distant  producer  an  advantage 
which  he  does  not  naturally  jjossess.  If  the  same  rail- 
road or  lailroads  served  the  two  producing  areas,  this 
might  be  found  unlawful  under  section  3  of  the  Inter- 
state Commerce  Act,  since  it  unduly  prefers  the  distant 
source  of  supply  and  unduly  prejudices  the  nearer^ource 
of  supply ;  but  if  the  distant  producer  is  served  by  one 
carrier  and  the  nearer  producer  by  another,  equalization 
of  rates  in  disregai'd  of  distance  is  not  unlawful  under 
section  3,  since  a  railroad  cannot  be  held  to  discriminate 
against  a  point  which  it  does  not  serve.  Thus,  a  rate  ad- 
justment which  would  be  unlawful  if  maintained  by  one 
railroad  company  serving  different  pioducing  areas 
often  becomes  the  usual  adjustment  when  different 
sources  of  supply  are  served  by  different  railways. 

Competition  of  Railroads 

With  Other  Transportation  Agencies 

Competition  of  railroads  with  other  forms  of  trans- 
portation has  effects  similar  to  competition  between  rail 
lines.  The  railroad  rate  structure  is  often  affected  by  the 
competition  of  water  carriers,  motor  carriers,  and  pipe 
hnes.  Competition  of  railroads  with  these  other  forms 
of  transport  can  become  destructive  or  "ruinous"  in 
nature,  i.  e.,  it  can  result  in  rates  that  are  below  the  full 
cost  of  service  by  the  various  competing  carriers.  More 
often,  however,  the  effect  of  these  competing  transporta- 
tion agencies  on  the  railroad  rate  structure  is  to  bring 
about  whatever  rechiction  in  the  rail  rate  below  the 
normal  or  usual  basis  may  be  necessary  to  meet  the  com- 
laetition  of  the  lower  cost  agency.  Since  the  railroads 
have  a  large  mass  of  constant  or  overhead  costs,  while 
the  costs  of  the  other  transportation  agencies  ai'e  more 
nearly  variable  in  character,  the  railroad  has  the  advan- 
tage in  any  competitive  struggle  for  traffic. 


Modihcation  of  the  Effects  of  Competition 
As  a  Result  of  Rate  Regulation 

Regulation  has  modified  the  effects  that  competition 
tends  to  have  on  the  railroad  rate  structure.  This  is 
true  notwithstanding  the  fact  that  the  right  of  a  carrier 
to  meet  competition,  or  not  to  meet  competition,  is  a 
firmly  established  principle,  recognized  by  the  courts 
as  well  as  l)y  the  Interstate  Commeice  Commission." 

Although  the  railroads  have  been  allowed  great  free- 
dom in  meeting  competition  of  any  kind  there  are  cer- 
tain recognized  limitations  to  this  right.  These  may  be 
summarized  as  follows:  (1)  A  railroad  will  not  be  per- 
mitted to  reduce  rates  to  less  than  the  out-of-pocket  cost 
of  moving  the  traffic  in  question;  (2)  a  carrier  propos- 
ing to  reduce  rates  to  meet  competition  must  do  so  with- 
out causing  undue  preference  or  prejudice;  (3)  rates 
which  are  reduced  to  meet  competition  may  be  no  lower 
than  necessary  to  meet  the  competition  encountered. 
In  addition  to  these  limitations  on  the  right  of  a  rail- 
road to  adjust  its  rate  to  competitive  situations  it  should 
be  recognized  that  the  Commission  exercises  a  restrain- 
ing influence  in  preventing  reductions  in  rates  which 
would  be  followed  by  retaliatory  reductions  by  other 
lines  and  hence  jeopardize  a  rate  structure  deemed  to 
be  on  a  reasonable  basis.™ 

Preceding  paragraphs  should  make  it  clear  that  com- 
petition between  railroads,  and  between  railroads  and 
other  forms  of  transpoi't,  has  profoundly  affected  the 
rate  structure  of  the  country.  This  competition  has 
both  desirable  and  undesirable  effects.  The  undesirable 
results  have  been  greatly  reduced  by  restrictions  im- 
posed by  regidation.  Some  important  questions  of 
public  policy,  however,  center  about  the  extent  to  which 
conqietition  between  railroads,  and  between  railroads 
and  the  other  transportation  agencies,  should  be 
restricted. 

Motor  Carrier  Rates 

Prior  to  the  enactment  of  the  Motor  Carrier  Act  of 
1935  interstate  rates  of  motor  carriers  were  constructed 
on  many  different  bases,  and  in  many  cases  were  not 
published.  Some  States,  however,  had  placed  intra- 
state motor-carrier  i-ates  on  a  systematic  basis  and  had 
required  that  rates  and  classifications  be  published. 

Under  the  provisions  of  the  Motor  Carrier  Act  of 
1935  it  became  necessary  for  common  carriers  by  motor 
vehicle  to  publish  tariffs  containing  their  interstate 
rates  and  to  file  them  with  the  Interstate  Commerce 
Commission.     The  effect   of  this  requirement  was  to 


"  Proportinnnl  Qriiin  Hairs  /mm  Mirnwoita  niiil  irivioiisiii  tn  Ea^trni 
Dextiiintioim,  68  I.  C.  C.  GC5  (ir22)  :  Con!  from  thr  f!o«thwest  to  Omiiha. 
\ehraska,  niul  Related  Points.  73  I.  C.  0.  536  (in22)  :  U.  S.  v.  Chicago. 
Milnaiaee.  St.  Paul  .0  Parific  R.  R.  Co..  1:94  T'.  S.  -lii'i  iin."5). 

•■°S('i.  p.  ]0!l,  infra. 


94 


National  Resources  Planning  Board 


eiicounige  the  formation  of  motor  freight  associations 
to  act  as  tariff  publishing  agents  of  the  motor  carriers, 
altliough  many  carriers  filed  individual  tariffs  with 
the  Commission.  The  motor  freiglit  associations  also 
serve  as  rate-making  agencies  for  the  member  carriers 
and  tlieir  effect  is  to  introduce  some  degree  of  uniformity 
in  rate-making  in  the  areas  which  they  cover. 

The  motor  carriers  maintain  freight  classifications 
similar,  in  many  respects,  to  those  maintained  by  rail- 
roads. The  most  widely  used  classification  is  the  Na- 
tional Motor  Freight  Classification.  Others  are  the 
Official  Motor  Classification,  and  the  Coordinated  Motor 
Classification,  both  used  throughout  New  England. 
There  are  also  many  motor  carriers  which  adhere  to  the 
Consolidated  Freight  Classification — the  railroad  clas- 
sification. The  National  Motor  Freight  Classification 
is  substantially  the  same  as  the  railroad  classifications. 
The  Official  and  the  Coordinated  motor  classifications 
were  constructed  independently  of  the  rail  classifica- 
tions, and  an  attempt  was  made  in  their  construction  to 
make  cost-of-service  factors,  particularly  weight  den- 
sity, the  controlling  influence  in  determining  the  ratings. 
The  Interstate  Commerce  Commission,  in  commenting 
on  the  differences  between  the  two  New  England  classi- 
fications and  the  National  Motor  Freight  Classification 
which  is  based  on  the  rail  classifications  said :  "From 
the  standpoint  of  abstract  reason,  there  can  be  little 
doubt  that  the  theory  followed  in  the  construction  of 
the  New  England  classifications  and  rates  is  the  sounder 
of  the  two."  -^  The  Commission  considered  the  plan 
somewhat  impracticable,  however,  as  long  as  railroad 
classifications  were  constructed  on  a  different  basis.  "It 
is  evident  that  if  the  railroads  are  permitted  to  meet 
competitively  the  rates  of  the  motor  carriers  where  the 
latter  have  the  advantage  in  costs  of  service,  and  at  the 
same  time  the  motor  carriers  refrain  from  meeting  the 
rail  rates  where  the  railroads  have  the  cost  advantage, 
the  net  results  will  be  a  disadvantage  to  the  motor 
carriers."  -- 

Motor  freight  rates,  like  the  classifications,  are  fre- 
quently based  on  the  corresponding  rail  rates.  In  view 
of  the  competition  between  railroads  and  motor  carriers 
tliis  is  not  surprising,  but  the  soundness  of  the  practice 
is  open  to  question  if  the  rates  of  the  various  transporta- 
tion agencies  are  to  reflect  the  "inherent  advantages"  of 
each. 

Motor  carriers  quote  commodity  rates  as  well  as  class 
rates,  and  maintain  truck-load,  less-than-truck-load,  and 
some  "any-quantity"  rates. 

Motor-carrier  rates  have  some  characteristics  which 
have  not  been  found   in  railroad  rates.     In  some  in- 


stances motor  carriers  maintain  rules  which  permit  rates 
to  be  constructed  on  a  space  basis  instead  of  on  a  weight 
basis.  In  Central  teriitory  a  "light  and  bulky  rule" 
was  maintained  which  provided  that  on  shipments  of 
articles  rated  first-class  or  lower,  and  weighing  less  than 
12  pounds  per  cubic  foot,  the  charges  should  be  based 
on  a  weight  of  12  pounds  per  cubic  foot.-^  A  rule  of 
this  sort  has  the  same  effect  as  a  "weight  or  space"  basis 
of  computing  charges  commonly  used  by  ocean  carriers. 

Another  feature  of  motor-carrier  rates  is  the  main- 
tenance of  graded  quantity  rates  or  volume  rates,  i.  e., 
lates  which  are  lower  in  cents  per  hundred  pounds  for 
large  than  for  small  shipments.  Volume  rates  are  not 
to  be  confused  with  truckload  rates.  Truckload  mini- 
mum weights  have  some  relation  to  the  capacity  of  a 
truck,  but  volume  minima  do  not.  Volume  rates  vary 
with  the  size  of  the  shipment  irrespective  of  the  quan- 
tity that  may  be  necessary  to  constitute  a  truckload. 
In  Rates  ietween  Arizona,  CdHfoiiiia,  New  Mexico,  amd 
Texas,-^  motor-vehicle  class  rates  were  authorized 
which  were  on  three  levels.  The  highest  level  applied 
on  shipments  weighing  less  than  5.000  pounds.  On  ship- 
ments weighing  5,000  to  10,000  jiounds  the  rates  were 
10  cents  lower,  and  on  shij^ments  weighing  10,000  pounds 
or  more  the  rates  were  20  cents  lower  than  on  shipments 
weighing  less  than  5,000.  In  Central  Territory  Motor 
Carrier  Rates^^  the  Commission  approved  a  basis  of 
rates  which  provided  that  on  articles  rated  first  class  the 
first-class  rate  applied  only  if  the  shipment  weighed 
less  than  5,000  pounds.  Shipments  of  the  same  articles 
weighing  5,000,  10,000,  and  16.000  pounds  were  charged 
95,  90,  and  85  percent,  respectively,  of  the  first-class 
rates,  subject  to  certain  exceptions.  The  term  "weight 
break-downs"  is  commonly  used  to  denote  the  system  of 
grading  rates  according  to  the  size  of  the  shipment. 

Volume  rates  of  motor  carriers  have  enabled  them  to 
compete  for  carload  traffic  of  the  railroads.  The  rail- 
roads, on  the  other  hand,  have  found  it  advisable  to  copy 
the  system  of  graded  volume  rates  in  order  to  compete 
with  the  motor  carriers  for  shipments  which  are  less 
than  carloads  but  which  are  larger  than  the  tj'pical 
less-than-carload  shipment.^" 

Little  infoi-mation  is  available  concerning  the  charges 
of  contract  carriers  by  motor  vehicle.  Under  the  Motor 
Carrier  Act,  as  amended  in  1940,  contract  carriers  are 
required  to  file  with  the  Commission  schedules  of  mini- 
mum charges.  Actual  rates  charged  may  exceed  these 
minima.  The  fact  that  common  carriers  complain  of 
competition  from  contract  carriers  and  have  sought  leg- 


-"■  A'cir  Englnnil  Motor  Carrier  Rates,  8  M.  C.  C.  287,  321  (1938). 
'-Ibiil,  p.  322. 


2^  Dishes   or  Ice  Cream    Coiien   Classiflcatioii   Rating,   12   M.   C.   C.   55 
(1939), 
«3  M.  C.  C.  505  (19,t7). 
2=21  M.  C.  C.   473    (1940). 
"  See  p.  107,  infra. 
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islation  to  restrict  their  operations  and  conti'ol  their 
rates  indicates  that  in  many  cases  contract-carrier  rates 
are  lower  tlian  those  maintained  by  common  carriers. 
This  is  in  conformity  with  the  lower  cost  of  contract- 
carrier  service  which,  in  turn,  grows  out  of  the  difler- 
ence  in  the  service  provided.  It  is  to  be  expected  tliat 
contract-carrier  charges  would  conform  closely  to  the 
costs  of  providing  the  service  in  question,  since  their 
charges  are  largely  a  matter  of  bargain  between  the 
carrier  and  its  patrons,  and  since  contract-carrier  serv- 
ice is  often  an  alternative  to  private  transportation  by 
the  large  industries.  Substantial  differences  between 
contract-carrier  charges  and  common-carrier  rates  are 
likely  to  appear  when  the  common-carrier  rates  are 
related  to  rail  rates  rather  than  to  cost  of  service.  Com- 
mon carriers  often  seek  to  force  contract  carriers  to 
charge  common-carrier  rates,  and  this  has  been  required 
by  State  authorities  in  some  instances. 

Prior  to  1935  motor-carrier  rates  were  not  regulated 
by  the  Federal  Government  although  many  States  exer- 
cised some  degree  of  control  over  intrastate  rates  of 
motor  carriers.  The  Motor  Carrier  Act  of  1935  gave  the 
Interstate  Commerce  Commission  power  to  regulate 
rates  of  motor  carriers.  For  common  carriers  the  Com- 
mission may  prescribe  "the  lawful"  rate,  or  maximum 
and  minimum,  or  maximum  or  minimum  rates.  Only 
minimum  rates  may  be  prescribed  for  contract  carriers. 
Rarely  have  there  been  complaints  that  rates  of  common 
carriers  by  motor  vehicle  are  excessive.  Among  the  few 
examples  are  Linoleum,  etc.-SaUm,  N.  J  .-Baltimore, 
Md.f'  and  Southwestern  Class  and  Conwiodity  Rates}^ 
Thus  the  Commission  has  had  little  occasion  to  exercise 
its  power  to  prescribe  maximum  reasonable  rates  for 
motor  carriers. 

Of  much  more  importance,  in  practice,  is  the  Commis- 
sion's power  to  prescribe  minimum  rates.  INIost  of  the 
motor-carrier  rate  cases  which  come  before  the  Commis- 
sion raise  the  question  of  whether  existing  or  proposed 
rates  are  too  low.  When  reductions  are  pi'oposed  by 
motor  carriers  objection  usually  appears  from  compet- 
ing motor  carriers  or  from  railroads.  The  exercise  of 
the  Connnission's  power  over  minimum  rates  of  motor 
carrier?-  is  discussed  below."" 

Rates  of  Water  Carriers 

Inland  Waterways 

Generalization  concerning  rates  for  transportation  on 
inland  waterways  is  difficult  because  of  wide  variations 
in  costs  of  operation  and  in  rates.  These  variations  are 
due  to  differences  in  the  nature  of  the  waterways,  chan- 
nel depths,  types  of  craft  used  on  the  waterways,  and 


differences  in  the  commodities  transported  and  the 
length  of  hauls. 

Transportation  on  the  waterways  is  performed  by 
three  classes  of  carriers — common  carriers,  contract  car- 
riers, and  private  or  industrial  carriers.  The  first  two 
are  carriers  for  hire ;  the  third  represents  individualized 
transportation  performed  largely  by  industrial  concerns. 
This  classification  of  carriers  is  overlapped  to  some  ex- 
tent by  the  fact  that  some  common  carriers  have  also 
performed  a  contract-carrier  service,  and  that  industrial 
carriers  sometimes  transport  for  hire.  A  rough  estimate 
made  by  the  War  Department  of  the  proportion  of  the 
total  tonnage  on  inland  waterways  carried  by  each  type 
of  carrier  is  as  follows:  Common  carriers,  5  percent; 
contract  carriers,  15  percent ;  private  carriers,  80  percent. 

Common-carrier  rates. — Common-carrier  service  is 
naturally  more  expensive  than  contract-carrier  service 
since  it  nivolves  transportation  over  regular  routes, 
usually  on  schedule,  and  the  handling  of  miscellaneous 
shipments,  fi-equently  in  small  lots.  For  these  reasons 
common-carrier  rates  are  higher  than  contract-carrier 
charges.  The  common-carrier  rates,  furtliermore.  are 
commonly  related  directly  to  the  rail  rates  by  fixed 
differentials. 

Prior  to  the  enactment  of  the  Transportation  Act  of 
1940  the  port-to-port  rates  of  common  carriers  on  inland 
waterways  were  not  subject  to  regulation  and  the  water 
carriers  were  free  to  determine  their  own  charges.  These 
rates,  however,  have  generally  Ijeen  fixed  at  differen- 
tials under  the  all-rail  rates  between  the  same  points, 
although  the  differentials  are  not  uniform.  On  the  Mis- 
sissippi and  Oliio  rivers  the  port-to-port  rates  of  the 
common-carrier  barge  lines  have  generally  been  80  per- 
cent of  the  all-rail  rates.  Joint  rail-and-barge  rates  on 
the  Mississippi  River  system  have  been  established  in 
recent  years,  largely  under  the  stimulus  provided  by  the 
Denison  Act  of  1928  which  practically  forced  the  rail- 
roads to  establish  joint  rates  witli  the  barge  lines.'" 
These  joint  rail-barge  rates  have  also  been  based  on  the 
20  percent  differential  under  the  all-rail  rates.  The 
soundness  of  this  differential  has  been  questioned,  and 
it  seems  to  have  been  based  on  tradition,  rather  than  on 
careful  analysis."  The  whole  rpiestion  of  the  relation- 
ship between  all-rail  and  barge-rail  or  rail-barge  rates 
is  pending  before  the  Interstate  Commerce  Commis- 
sion.^-    The  20-percent  differentials  are  not  rigidly  ob- 


='11  M.  C.  C.  514.  .516   (1038). 
='8  M.  C.  C.  539,  512   (1938). 
="See  pp.   110-114.   iiifra. 


""See  Throufili  7i"o«/f.s  niid  Joint  Rates  between  Inland  Watei-ways 
Corp.  and  Other  Connnon  Carriers,  l."i3  I.  C.  C.  129  (1929)  ;  Through 
Routes  and  Joint  Rates  between  Ohio  and  Mississippi  Transit  Co.  and 
Other  Common  Carriers,  156  I.  C.  C.  724  (1929)  ;  Applieation  of  Ameri- 
can  Surge  Line  Co.,  182  I.  C.  C.  521  (1932)  ;  Applieation  of  Mississippi 
Valley  Barge  Line  Co.,  167  I.  C.  C.  41  (1930). 

^'  See  Concurring  Opinion  of  Comnii-ssioner  Woodlock  in  Through 
Routes  and  Joint  Rates  Between  Inland  Wateru-ays  Corp.  and  Other 
Common  Carriers,  153  I.  C.  C.  129,  138  (1929). 

^- Rail  and  Barge  Joint  Rates   (Docltet  26,  712). 
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served.  On  botli  port-to-port  traffic  and  on  joint  rail- 
and-barge  traffic  tlie  railroad  freight  classifications  or 
slight  modifications  thereof,  are  generallj-  observed. 

In  addition  to  the  joint  rail-barge  rates  the  barge  lines 
sometimes  maintain  joint  rates  with  motor  carriers. 
There  are  also  joint  rail-barge-ocean  rates  maintained 
from  some  points  in  the  Mississippi  Valley  to  the  Pacific 
Coast,  via  New  Orleans.  These  rates  are  differentially 
lower  than  the  corresponding  rail-ocean  rates  between 
the  same  points  via  New  Orleans,  and  the  rail-ocean 
rates,  in  turn,  are  lower  than  the  all-rail  rates  between 
the  same  points. 

Contract-carrier  rates. — The  charges  of  contract  car- 
riers on  the  inland  waterways,  unlike  those  of  common 
carriers,  are  not  made  with  reference  to  rail  rates. 
They  reflect  very  closely  the  costs  of  transportation  and 
vary  according  to  the  nature  of  the  service  performed. 
A  study  of  typical  contract-carrier  charges  for  the 
transportation  of  the  principal  commodities  which  are 
moved  by  contract  carriers  on  inland  waterways  has 
been  made  by  the  "War  Department.  Charges  for  con- 
tract-carrier service  commonly  vary  with  the  size  of 
the  shipment  and  are  often  based  on  mininuun  quanti- 
ties of  not  less  than  300  tons  or  500  tons.  The  charges 
made  by  contract  carriers  tend  to  be  less  per  ton-mile 
for  longer  hauls.  Charges  for  transporting  coal  on 
the  various  streams  in  the  Mississippi  River  system  were 
found  to  average  4.3  mills  per  ton-mile  for  hauls  of  less 
than  100  miles,  but  the  average  for  all  distances  is  only 
2.3  mills.^^  For  petroleum  and  its  pi-oducts  average 
revenue  for  all  hauls  on  the  Mississippi  River  system 
is  2.85  mills  per  ton-mile ;  ^*  for  steel  moving  from  600 
to  1,800  miles  the  charges  average  3.2  mills  per  ton- 
mile.^"  On  grain  the  rates  for  contract  carriage  on 
9-foot  waterways  average  only  2.1  mills  per  ton-mile.^* 
Transportation  charges  of  contract  carriers  are  lower  on 
the  Mississippi  River  system  than  on  the  Coastal  rivers. 
On  the  Pacific  Coast  rivers  the  charges  are  higher  than 
elsewhere  in  the  United  States.  In  some  cases  these 
charges  are  higher  than  rail  rates  for  similar  distances, 
particularly  where  there  is  no  rail  service  available.  On 
bulk  commodities  the  average  level  of  contract-carriei- 
charges  varies  on  the  Pacific  Coast  rivers  from  3.4  cents 
per  ton-mile  at  20  miles  to  7.8  mills  at  190  miles.  River 
hauls  on  the  Pacific  Coast  streams  are  com])aratively 
short. 

Private  carrier  costs.- — -As  has  been  pointed  out,  a 
large  part  of  the  traffic  moved  on  inland  waterways  is 
carried  by  private  or  industrial  carriers.  No  rates  are 
involved,  but  since  shippers  have  the  alternative  of 
employing  contract  carriers  or  performing  their  own 


transportation,  contract  carrier  charges  cannot  exceed 
the  cost  of  private  carriage  if  the  business  is  to  thrive. 
In  some  cases,  however,  private  transportation  is  per- 
formed by  industries  at  a  cost  which  is  above  the  charges 
exacted  by  contract  carriers.  The  War  Department 
has  made  a  study  of  the  costs  of  private  transportation 
on  the  inland  waterways.  Coal  is  carried  on  the  Mis- 
sissippi River  system  at  costs  ranging  from  2  mills  to  4.2 
mills  per  ton-mile,  and  petroleum  at  costs  ranging  from 
2  to  6  mills  per  ton-mile.'' 

The  figures  compiled  by  the  War  Department  show 
that  both  contract -carrier  rates  and  private-carrier  costs 
of  transportation  are  very  low  on  most  of  the  inland 
waterways  of  the  United  States.  In  making  compari- 
sons, however,  allowance  must  be  made  for  the  fact  that 
in  many  cases  distances  by  water  are  greater  than  rail 
distances  between  the  same  points.  Moreover,  part  of 
the  costs  of  providing  inland  water  transportation  are 
borne  by  the  general  public  through  taxation.  The  real 
cost  of  inland  waterway  transportation  cannot  be  deter- 
mined without  an  inclusion  of  the  costs  which  are 
defrayed  by  the  taxpayer. 

Rate  regulation. — In  the  past  there  has  been  no  regu- 
lation of  the  port-to-port  rates  of  water  carriers  on 
inland  waterways.  The  Transportation  Act  of  1940, 
however,  gives  the  Interstate  Commerce  Commission 
jurisdiction  over  these  rates.  This  power  extends  to  the 
prescription  of  maximum  and  minimum  rates  for  com- 
mon carriers  and  minimum  rates  for  such  contract  car- 
riers as  are  not  exempt  from  the  Act.  The  Commission, 
however,  has  had  jurisdiction  over  joint  rail-and-water 
rates  since  its  creation  in  1887.  Until  the  enactment 
of  the  Transportation  Act  of  1940  the  Commission's 
power  over  these  rates  only  extended  to  the  prescription 
of  maximum  reasonable  rates. 

In  general  it  may  be  said  that  there  has  been  little 
need  for  prescribing  maximum  rates  for  water  carriers 
operating  upon  the  inland  waterways.  Common-car- 
rier rates  have  been  kept  down  by  tlie  necessity  of  main- 
taining rates  differentially  lower  than  the  rail  rates  in 
order  to  attract  traffic  to  the  water  lines.  The  fact  that 
the  railroads  have  frequently  reduced  their  rail  rates 
where  they  come  into  competition  with  water  carriers 
has  often  made  a  low  rate  "ceiling''  which  limited  the 
charges  that  could  be  made  by  the  water  carriers.  Con- 
tract-carrier service  has  been  a  highly  competitive  busi- 
ness, and  chai'ges  made  by  these  carriers,  furthermore, 
have  been  held  down  by  the  freedom  of  the  individual 
to  transport  his  own  cornmodities  upon  the  waterways 
as  a  private  carrier. 

Whether  there  is  need  for  empowering  regulatory 
bodies  to  prescribe  the  minimum  rates  for  inland  water 


"  See  p.irt  II,  section 
"  Ibid. 
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carriers  has  been  a  debatable  question.  For  a  long  time 
Congress  proceeded  on  the  assumption  that  this  power 
was  not  necessary.  The  Interstate  Conmierce  Commis- 
sion, accordingly,  was  not  given  the  power  to  prescribe 
minimum  rates  on  joint  rail-water  hauls  until  1940. 
Since  port-to-port  rates  of  inland  water  carriers  were 
unregulated  there  were,  of  course,  no  limitations  on  rate 
reductions.  Only  when  water  carriers  were  controlled 
by  railroads  did  tlie  Interstate  Commerce  Commission 
have  power  to  control  the  minimum  rates  of  the  water 
lines,  and  this  power  did  not  exist  until  1920. 

Spokesmen  for  water  transportation  contend  that 
competition  between  inland  water  carriers  has  never 
been  of  the  "ruinous"  tyi^e.  It  is  claimed  that  since  the 
costs  of  inland  water  carriers  are  largely  direct  costs, 
which  vary  with  the  amount  of  traffic  handled,  there  is 
little  incentive  to  charge  less-than-cost  rates  in  order 
to  obtain  traffic,"*  nor  is  there  any  possibility  of  profit- 
ablj'  doing  so  because  of  the  absence  of  any  noncompeti- 
tive traffic  which  can  be  made  to  bear  high  rates. 

On  the  Great  Lakes 

On  the  Great  Lakes  enormous  quantities  of  iron  ore, 
stone,  coal,  and  grain  are  transported  in  huge  cargo 
vessels  constructed  esi)ecially  for  carrying  bulk  com- 
modities. These  commodities  are  transported  almost 
exclusively  by  industrial  and  contract  carriers.  Prior 
to  the  enactment  of  the  Transportation  Act  of  1940  the 
charges  of  contract  carriers  on  the  Lakes  were  not  sub- 
ject to  regulation.  The  rates  of  contract  carriers  for 
transporting  grain  have  tended  to  fluctuate  continually, 
but  the  rates  on  ore  and  coal  ha^'e  been  more  stable. 
Grain  is  transported  at  charges  varying  from  0.7  mill 
per  ton-mile  to  1  mill.""  Iron-ore  charges  yield  about 
0.8  mill  23er  ton-mile,  and  coal  0.5  mill.*"  These  rates 
are  so  low  that  the  raihoads  do  not  compete  for  the 
traffic. 

There  is  some  transportation  of  general  cargoes  on 
the  lakes  by  common  carriers.  The  port-to-port  rates 
of  these  carriers  have  been  subject  to  regulation  by  the 
Maritime  Commission,  but  the  Transportation  Act  of 
1940  transfers  control  to  the  Interstate  Commerce  Com- 
mission. Joint  lake-rail  rates,  however,  have  long  been 
under  the  control  of  the  Interstate  Commerce  Commis- 
sion. The  lake-rail  routes  from  ])oints  in  the  East  to 
points  in  the  West  are  competitive  with  all-rail  routes. 
Joint  lake-rail  class  rates  on  this  traffic  were  prescribed 
by  the  Interstate  Commerce  Commission  in  Lal:e  and 
R<(il  Class  and  Cotnmodity  Rates^^  The  lake-rail  rates 
from  eastern  points  to  points  in  western  trunk-line  ter- 


M  Ihiil. 
'« Ibid. 
"  Ibid. 
>'  20.->  I.  r   c.  ini   (in:;.T)  ;  l'14  I.  C.  C.  93  (1936). 


ritory  were  made  ditferentials  under  the  all-rail  rates. 
The  differentials  are  the  greatest  at  points  between 
which  the  lake-rail  routes  are  fairly  direct  and  are 
less  at  points  between  which  the  lake-rail  routes  are 
somewhat  circuitous.  Differentials  were  prescribed  on 
first-class  traffic.  The  maintenance  of  the  usual  per- 
centage relationships  between  classes  gives  lower  dif- 
ferentials on  the  lower-rated  articles.  Some  commodity 
rates  are  also  fixed  at  differentials  imder  the  all-rail 
rates. 

The  differentials  prescribed  by  the  Commission  do 
not  seem  to  have  been  based  on  cost  analyses.  Inter- 
ested shippers  are  inclined  to  believe  that  the  differen- 
tials are  not  as  great  as  they  should  be.  The  contention 
is  that  the  greater  economy  of  water  transportation 
justifies  lower  lake-rail  rates  than  are  permitted  by  the 
existing  differentials. 

Coastwise  and  Intercoastal 

Coastwise  and  intercoastal  traffic  is  carried  by  com- 
mon, contract,  and  private  carriers.  The  tanker  traffic 
is  almost  entirely  private  transportation.*-  Contract 
carriage  is  important  in  the  transportation  of  such  com- 
modities as  coal,  sulfur,  phosjjhate  rock,  sand  and  gravel, 
and  lumber.*"  Common  carriage,  however,  is  more 
important  than  contract  and  private  carriage  in  the 
intercoastal  and  coastwise  trades,  if  the  tanker  service  is 
excluded.** 

Intercoastal  rates. — The  rates  of  common  carriers  by 
water  operating  between  the  Atlantic  and  Pacific  coasts 
are  port-to-port  rates.  Although  most  of  the  tonnage 
originates  at,  or  is  destined  to,  interior  points  and  so 
necessitates  a  rail  or  truck  haul,  the  intercoastal  carriers 
in  this  trade  do  not  make  joint  through  rates  with  either 
railroads  or  motor  trucks.  Some  of  the  carriers  in  the 
Gulf-Intercoastal  trade,  however,  maintain  joint  rates 
with  rail  and  barge  lines  to  and  from  points  in  the 
Middle  West  via  the  Gulf  ports. 

On  traffic  between  the  Atlantic  and  Pacific  ports  the 
rates  are  blanketed,  i.  e.,  they  are  the  same  between  any 
of  the  Atlantic  and  any  of  the  Pacific  ports.  The  Gulf- 
Intercoastal  rates  are  also  generally  blanketed  at  Pacific 
Coast  ports  north  of  Los  Angeles  to  and  including  Puget 
Sound  ports.*^  The  blanketing  of  rates,  however,  is 
modified  in  the  Atlantic-Pacific  trade  by  the  mainte- 
nance of  a  so-called  "port  ecjualization  rule.''  This  rule 
authorizes  certain  deductions  in  rates  on  traffic  moving 
through  the  ports  of  New  York  and  Philadelphia  and 
offsets  tlie  "port  differentials"  maintained  by  the  rail- 
roads.    This    equalizes   the    combination    of    inil    and 

"  UnUed  States  Maritime  rnmniission.  Economic  l^urrcii  of  Coastwise 
and  Intrrroaxtnl  Shipping  (1039),  p.  11. 
"Ibid.,  p.  11. 
"  Ibid. 
"Ibirl..   p.   18. 
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water  rates  through  the  ports  of  Baltimore,  Phila- 
(lelpliia,  and  New  York." 

Ill  the  Atlantic-Pacific  trade  the  carriers  are  divided 
into  A  and  B  lines.  At  times  there  also  have  been  C 
lines.  Because  of  their  less  frequent  sailings  the  B  lines 
charge  rates  on  some  traffic  which  are  differentially  lower 
than  those  charged  by  the  A  lines.  In  the  Gulf-Inter- 
coastal  trade,  however,  uniform  rates  are  maintained  by 
all  the  lines. 

Due  to  railroad  competition  intercoastal  lines  main- 
tain both  carload  and  less-than-carload  rates  similar  to 
the  practice  prevailing  on  the  railroads.  Mixed-carload 
rules  exist  also,  as  on  the  raih'oads,  to  enable  mixed 
shipments  to  move  at  carload  rates. 

The  competition  between  the  intercoastal  lines  and 
the  transcontinental  railroads  has  at  times  been  intense. 
Prior  to  the  amendments  to  the  long-and-short-haul 
clause  in  1910  which  made  the  clause  effective,  the  trans- 
continental railroads  commonly  charged  lower  rates  to 
and  from  Pacific  Coast  ports  than  applied  to  and  from 
intermediate  points  in  "intermountain  territory."  This 
was  done  in  order  to  meet  the  competition  of  the  water 
lines.  By  a  series  of  decisions  between  1911  and  1918 
the  Interstate  Commerce  Commission  brought  inter- 
coastal rates  into  conformity  with  the  long-and-short- 
liaiil  clau-se.*'  Since  then  the  Commission  lias  refused  to 
modify  its  position  with  respect  to  these  rates.^*  On  a 
limited  number  of  commodities,  however,  the  Commis- 
sion has  granted  the  railroads  fourth-section  relief.*" 
Forcing  the  railroads  to  comply  with  the  long-and-short- 
haul  clause  on  transcontinental  traffic  gave  them  the 
alternatives  of  raising  the  rates  at  the  Pacific  Coast 
points,  of  lowering  the  rates  at  intermediate  points,  or 
of  effecting  some  compromise  between  the  first  two 
choices.  Generally  speaking,  the  railroads  raised  the 
rates  to  the  Pacific  Coast.  This  had  the  effect  of  divert- 
ing traffic  to  the  water  lines  and  increasing  the  impor- 
tance of  intercoastal  shipi^ing. 

Coastvise  rates. — Port-to-port  rates  in  the  coastwise 
service  have  naturally  been  lower  than  rail  rates.  In 
order  to  offset  the  disadvantages  of  shipping  by  water, 
the  water  lines  maintain  rates  differentiallv  lower  than 


<■'  Intrrmastal  Rate  Structure,  2  U.  S.  M.  C.  285.  281  (1940). 

*' Rnihnatl  Commission  of  yevada  v.  Southern  Pacific  Co..  21  I.  C.  C. 
329  (1911)  ;  City  of  fipolane  et  al.  v.  Xortlicrn  Pacific  Rij.  Co.  ct  al. 
21  I.  C.  C.  400  (1911)  ;  Commodity  Rates  to  Pacific  Coast  Terminals  and 
Intermetliate  Points,  32  I.  C.  C.  611  (1915)  :  34  I.  C.  C.  13  (1915)  ;  In 
the  Matter  of  Reopening  Fourth  Section  Applications,  40  I.  C.  C.  35 
(1916)  ;  Transcontinental  Rates,  46  I.  C.  C.  236  (1917)  ;  Transconti- 
nental Commodity  Rates,  4.S  I.  C.  C.  79  (IfllS). 

'"Transcontinental  Cases  of  ttii,  74  I.  C.  C.  48:  Commodity  Rates  to 
Pacific  Coast  Terminals.  107  I.  C.  C.  421   (1926). 

«  Soo  Transcontinental  Caxca  of  1S2?..  74  I.  C.  C.  48,  60-62,  83-89,  63 
&  90;  Sugar  Cases  of  1933,  195  I.  C.  C.  127  (1933)  ;  Sugar  from  Califor- 
nia to  Chicago,  211  I.  C.  C.  239  (1935)  ;  Soya  Bean  Meal  to  Pacific  Coast 
Ports,  225  I.  C.  C.  51   (1937). 


the  rail  rates.  The  granting  of  fourth-section  relief  to 
railroads  to  enable  them  to  meet  the  competition  of 
coastwise  vessels  at  the  ports  has  narrowed  the  spread 
between  the  rail  and  the  water  rates  and  has  made  a 
difficult  situation  for  the  water  lines. ^^  Many  joint  rail 
and  ocean  rates  are  maintained  by  coastwise  lines  and 
connecting  railroads. 

Regulation  of  coasticise  and  intercoastal  rates. — From 
1887  to  the  present  time  joint  rail  and  water  rates  main- 
tained in  connection  with  the  coastwise  and  intercoastal 
A\  ater  carriers  have  been  subject  to  the  jurisdiction  of  the 
Interstate  Commerce  Commission.  After  the  enact- 
ment of  the  Panama  Canal  Act  in  1912  the  Commission 
had  jurisdiction  over  the  port-to-port  rates  of  water 
carriers  that  were  owned  or  controlled  by  competing 
railroads. 

By  the  Shipping  Act  of  191G  the  port-to-port  rates 
of  coastwise  and  intercoastal  water  carriers  not  already 
subject  to  the  jurisdiction  of  the  Interstate  Commerce 
Commission  were  subjected  to  control  by  the  United 
States  Shipping  Board.  This  control,  however,  was 
\\  eak.  Common  carriers  were  required  to  file  maximum 
rates,  but  these  were  often  much  higher  than  the  rates 
actually  charged.  Eegulation  was  strengthened,  so  far 
as  the  intercoastal  carriers  were  concerned,  by  the  Inter- 
coastal Shipping  Act  of  1933.  This  act  applied  both  to 
common  and  contract  carriers  in  the  intercoastal  service 
and  required  publication  of  actual  rates  and  strict 
adherence  thereto.  Amendments  to  the  Intercoastal 
Shipping  Act  in  1938  further  strengthened  the  authority 
of  the  United  States  jNIaritime  Commission  (successor 
to  the  United  States  Shipping  Board  Bureau  of  the 
Department  of  Commerce,  which  had  succeeded  the 
United  States  Shipping  Board)  and  extended  its  pro- 
visions to  common  carriers  in  the  coastwise  service  but 
not  to  contract  carriers.  The  Transportation  Act  of 
1940  gave  the  Interstate  Commerce  Commission  the 
jurisdiction  over  coastwise  and  intercoastal  carriers 
formerly  possessed  by  the  ISIaritime  Commission.  It 
extended  control  over  contract  carriers  in  the  coastwise 
service,  but  numerous  exemptions  provided  in  the  act 
have  the  effect  of  excluding  many  contract  carriers  from 
the  Commission's  authority. 

The  essentially  competitive  nature  of  water-carrier 
.services  explains  both  the  slowness  with  which  coastwise 
and  intercoastal  carriers  came  to  be  subjected  to  effective 
regulation  and  the  incompleteness  and  weakness  of  such 


™  For  examples  of  granting  o£  fourth-section  relief  to  railroads  to 
meet  the  competition  of  coastwise  shipping  see  Citrus  Fruit  from  Florida 
to  North  .-Itlantic  Ports,  211  I.  C.  C.  535  (1935),  218  I.  C.  C.  6r,7  (1936), 
226  I.  C.  C.  315  (1938)  :  Pacific  Coast  Fourth  Section  Applications,  129 
I.  C.  C.  3  (1927),  163  I.  C.  C.  373  (1930),  173  I.  C,  C.  577  (1931),  190 
I.  C,  C.  273  (1932),  196  I.  C.  C.  296  (1933),  200  I.  C.  C.  2.i9  (1934). 
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control  as  has  existed  until  recently.  Competing  car- 
riers have  contended  for  coastwise  and  intercoastal  traf- 
fic, and  their  rates  have  been  held  down  also  by  the 
necessitj'  of  maintaining  rates  differentially  lower  than 
those  maintained  by  railroads.  Under  these  conditions 
few  complaints  arose  of  excessive  rates. 

Although  the  Government  has  not  attempted  until  re- 
cently to  control  competition  between  water  carriers  in 
the  coastwise  and  intercoastal  services  by  means  of  the 
minimum-rate  power,  freely  competitive  conditions  have 
not  at  all  times  prevailed.  "Conference  agreements' 
wliicli  were  legalized  by  tlie  Shipping  Act  of  1916,  if  ap- 
proved by  the  Shipping  Board,  have  resulted  in  some 
control  over  rates  and  services.  The  principal  "confer- 
ences" operating  in  the  intercoastal  and  coastwise  serv- 
ices are  the  Intercoastal  Steamship  Freight  Association, 
the  Gulf-Intercoastal  Conference,  the  Atlantic  Coast- 
wise Steamship  Conference,  the  North  Atlantic  Gulf 
Steamship  Association,  the  Puget  Sound  Carriers  Con- 
ference, the  Pacific  Coastwise  Conference,  and  the  Pa- 
cific Lumber  Carriers  Association."^  Confei'ences  have 
had  a  difficult  time,  particularly  in  the  intercoastal  trade, 
in  tlieir  efforts  to  control  competition.  The  situation 
may  be  described  as  one  of  periods  of  rate  stability  ob- 
tained through  the  conferences,  followed  by  periods  of 
very  severe  rate  wars.^-  The  extreme  severity  of  com- 
petition in  the  intercoastal  trade,  the  inability  of  the 
conferences  to  control  competition  for  more  than  short 
periods  of  time,  and  the  deplorable  financial  condition 
of  the  water  lines,  were  responsible  for  the  strengthen- 
ing of  regulation  by  the  Intercoastal  Shipping  Act  of 
1933,  and  the  grant  to  the  Maritime  Commission  of 
power  over  minimum  rates  in  1938.  In  1934  the  Fed- 
eral Coordinator  of  Transportation  was  convinced  that 
the  demoralization  of  conditions  in  the  coastwise  and 
intercoastal  shipping  business  was  due  to  ruthless  com- 
petition and  that  the  appropriate  regulatory  authorities 
sliould  have  the  power  to  prescribe  the  minimmn  rates  of 
water  carriers.^' 

Pipe-Line  Rates 

Pipe  lines  are  important  in  the  transportation  of  crude 
oil  and  refined  petroleum  products."*  Rates  for  the 
transportation  of  crude  oil  by  pipe  line  have  generally 
been  very  low  in  comparison  with  corresponding  rates 
of  railroads.     The  Interstate  Commerce   Commission 


has  recently  pointed  out  that  rates  for  the  transporta- 
tion of  crude  oil  avi  rage  about  35.72  percent  of  the  cor- 
responding rail  rates."'  The  low  level  of  pipe-line  rates 
as  compared  Mith  railroad  rates  explains  why  such  a 
large  proportion  of  the  crude  oil  is  transported  by  pipe 
lines. 

Although  the  pipe-line  rates  are  low,  they  have  yielded 
the  pipe-line  companies  very  large  profits,  and  a  recent 
decision  of  the  Interstate  Commerce  Connnission  found 
many  pipe-line  rates  to  be  unreasonably  high.  The  Com- 
mission held  that  8  percent  on  their  value  shoidd  be 
considered  a  fair  i-eturn  for  pipe  lines.  Fourteen  pipe- 
line companies  earned  less  than  this  return  in  1935;  21 
earned  a  return  varying  from  9.72  percent  to  46.86  per- 
cent. 

The  fact  that  pipe  lines  have  been  considered  as  plant 
facilities  of  the  large  oil  companies,  and  have  in  many 
cases  been  owned  by  the  oil  companies  either  directly  or 
through  subsidiaries,  ex^ilains  why  the  pipe-line  rates 
have  not  been  lower.  The  oil  companies  have  found  it  to 
their  advantage  to  maintain  these  rates  at  a  higher  level 
than  strict  cost-of-service  cojisiderations  made  necessar}'. 
Owners  of  pipe  lines  get  their  oil  transported  in  effect 
at  cost,  but  by  charging  others  high  rates  place  inde- 
pendent refiners  at  a  disadvantage,  it  is  alleged.  This 
situation  has  been  one  which  has  aroused  criticism  and 
has,  from  time  to  time,  led  to  a  demand  for  legislation 
\vhich  would  compel  a  divorcement  of  pipe  lines  from 
other  branches  of  the  oil  industry.""  Bills  have  fre- 
quently lieen  introduced  in  Congress  to  this  effect.  Re- 
gardless of  the  merits  of  such  a  proposal,  it  is  clear  that 
as  long  as  the  large  oil  companies  own  or  control  pipe 
lines  there  ma}'  be  a  tendency  for  them  to  keep  the  rates 
high. 

Railroads  generally  have  not  attempted  to  meet  the 
rates  of  pipe  lines  on  crude  oil.  In  some  instances, 
however,  rail  rates  on  crude  oil  seem  to  have  been  influ- 
enced by  pipe-line  rates.^^ 

Pipe-line  rates  on  gasoline  are  higher  than  the  rates 
on  crude  oil,  which,  in  1932,  averaged  0.72  mills  per 
barrel-mile  on  4.61  mills  per  ton-mile.  In  1934.  typical 
gasoline  pipe-line  rates  from  the  midcontinent  field 
yielded  revenues  of  about  11.6  mills  per  ton-mile  for  an 
average  haul  of  566  miles.  From  Atlantic  Coast  ports 
to  representative  eastern  points  Ihey  yielded  about  8  82 
mills  per  ton-mile  for  an  average  haul  of  about  215 


°i  U.  S.  Maritime  Commission,  Economic  Survey  of  Coastwise  and 
Intercoastal  Shipping  (1939),  pp.  17-19. 

^-  For  ,1  liistory  of  rocent  intercoastal  conferences  see  Rates  of  Neh<on 
Steamship  Co.,  1  V.  S.  S.  B.  B.  .326,  328-330  (1934)  ;  Intercoastal  In- 
vestigation, 1935,  1  U.  S.  S.  B.  B.  400,  406-407  (1935). 

^  liegulation  of  Transportation  Agencies,  73(1  Cong.,  2d  sess.,  S.  Doc. 
No.  152  (1934),  pp.  9-13. 

"  See  pp.  4.j6  £f.,  supra. 


==  liediiced  Pipe-Line  Rates  and  Gathering  Charges,  243  I.  C.  C.  115. 
124  (1940). 

^  See  Interstate  Conimorce  C<>mniission,  Railroad  Discritnination  and 
Monopolies  in  Coal  and  Oil,  .Wth  Cong.,  2d  sess.,  II.  Doc.  Xo.  60G  (1907)  : 
Federal  Trade  Commission,  Report  on  the  Price  of  Gasoline  in  2915 
(1917),  and  Petroleum  Industry:  Prices,  Profits,  and  Competition,  70th 
Cong.,  1st  sess.,  S.  Doc.  No.  61  (1928). 

"Oilliland  Oil  Co.  V.  Atchison,  Topeka  >(  Santa  Fe  Ry.  Co.  ft  al.,  161 
I.  C.  C.  87.  89  (1930). 
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niiles.^*  In  some  instances  gasoline  pipe-line  rates  have 
been  made  approximately  the  same  as  the  rail  rates 
between  the  same  points.  In  other  instances  gasoline 
rates  by  pipe  line  have  been  established  at  about  half 
the  corresponding  rail  rat(*s.  In  1940  a  study  of  81 
representative  gasoline  rates  showed  the  average  pipe- 
line rates  to  be  about  63  percent  of  the  corresponding 
railroad  rates.-'" 

Pipe-line  rates  on  gasoline  have  influenced  railroad 
rates  far  more  than  have  crude-oil  rates  of  the  pij^e  lines. 
In  many  cases  the  Interstate  Connnerce  Connnission 
has  shown  that  rail  rates  on  gasoline  and  other  products 
of  petroleum  have  been  depressed  by  pipe-line  conipeti- 
tion."''  Low  rail  rates  on  gasoline  have  sometimes  been 
forced  by  low  pipe-line  rates  on  crude  oil  in  order  to 
enable  refineries  near  the  oil  fields  to  compete  with  those 
nearer  consuming  markets."  In  fact,  the  Commission's 
ideas  as  to  what  constituted  maximum  reasonable  rates 
on  petroleum  products  seem  to  have  been  affected  by 
the  realization  that  low  rail  rates  were  required  if  the 
railroads  were  to  compete  with  pipe  lines.'"'^ 

Fourth -sect  ion  relief  has  sometimes  been  granted  to 
railroads  to  enable  them  to  meet  actual  or  potential 
pipe-line  competition  in  the  transportation  of  petroleum 
products."^ 

The  Interstate  Commerce  Commission  has  had  juris- 
diction over  pipe  lines  and  their  rates  since  1906.  The 
only  case  decided  by  the  Commission  which  has  involved 
the  reasonableness  of  pipe-line  rates  is  Reduced  Pipe- 
Line  Rates  aiul  Gathering  Charges,  decided  December 
23, 1940." 

Railway  Express  Rates 

The  exjDress  service  provided  by  the  railroads  through 
the  Railway  Express  Agency  is  especially  devised  for 
the  transportation  of  valuable  articles,  small  packages, 
and  commodities  reriuiring  special  care  and  expedited 
service.  Express  is  usually  transported  in  express  cars 
on  regular  passenger  trains. 

The  rate  levels  for  express  service  reflect  the  higher 
costs  of  such  a  service  and  its  value  to  the  shipper.    The 


^  See  part  II,  sectinii  V,  of  this  report. 

si/friU,  p.  467. 

"'Cook  £  Brown  Lime  Co.  et  nV.  v.  Abilene  .C  Southern  Itii.  Co..  222 
I.  C.  C.  739,  710  (ior',7)  ;  Refined  Petrohum  Prodnets  in  the  Southirest, 
203  I.  C.  e.  103   (UI34), 

<"^  Refined  Petroleum  Proiliicts  in  the  t<outhire!<t,  171  I.  C.  C.  381,  424 
(1031). 

"'  See  statement  nf  t'oinmissioner  Mah.Tffie  in  Petroleum  Protlurt.^  in 
the  Southu-est,  174  I.  C.  C.  745,  755  (1931),  and  of  Commissioner  Porter 
in  Refined  Petroleum  Products  in  the  Southieest,  171  I.  C.  C.  3S1,  433 
(1931). 

«^E.  g..  Gasoline  from  Superior.  Wis..  222  I.  C.  C.  487  (1937)  :  Petro- 
leum and  Petroleum  Products,  1S3  I.  C.  C.  24  (1932). 

"'243   I.   C.   C.   115. 


Commission  has  had  definite  jurisdiction  over  express 
rates  since  1906.  The  present  express  rate  structure 
resulted  from  a  comprehensive  investigation  of  express 
rates  by  the  Interstate  Commerce  Commission  in  1912.''-'' 
Modifications  in  the  structure  then  established  have 
been  made  from  time  to  time.'"' 

Articles  handled  by  express  are  divided  into  three 
classes  for  which  different  rate  levels  are  in  effect.  All 
commodities  not  specifically  excepted  are  in  first  class. 
Second-class  traffic  consists  mostly  of  foods  and  drinks. 
Second-class  rates  may  not  exceed  75  percent  of  the 
first-class  rates.  Printed  matter  of  various  kinds  con- 
stitutes third-class  traffic.  Some  commodities  which 
require  the  speed  of  express  service,  principally  perish- 
able foods,  move  under  special  commodity  rates. 

For  the  purpose  of  making  express  rates  the  country 
is  divided  into  blocks,  each  bounded  by  lines  of  longi- 
tude and  latitude,  all  63  miles  long,  but  varying  in  width 
from  4.5  to  62  miles  from  the  northernmost  to  the  south- 
ernmost tier.  Interblock  first-class  rates  are  constructed 
on  a  distance  basis.  Each  block  is  divided  into  sub- 
blocks  which  are  used  for  computing  rates  over  short 
distances.  Different  levels  of  rates  are  jDrovided  for 
three  geographic  zones,  corresponding  substantially  to 
the  railroad  freight  classification  territories. 

Although  the  express  agency  furnishes  a  specialized 
.service  there  is  competition  with  the  regular  railroad 
freight  service  and  with  other  transport  agencies.  Im- 
proved fast-freight  service  by  the  railroads  encroaches 
upon  the  express  traffic  in  perishable  goods.  Freight 
forwarders,  in  recent  years,  have  taken  some  traffic  which 
would  otherwise  move  by  express,  and  the  Government's 
parcel-post  system  is  competitive  with  express  in  the 
handling  of  small  parcels.  Motor  carriers  have  also 
provided  the  express  agency  with  competition.  Some 
of  the  recent  modifications  in  express  rates  have  been 
designed  to  enable  the  express  agency  to  meet  competi- 
tion more  effectively. 

Under  contracts  with  the  various  railroads  the  exj^ress 
agency  is  prohibited  from  establishing  any  rates  less  than 
twice  the  prevailing  first-class  railroad  rates  between 
the  same  points  without  the  consent  of  the  railroad  com- 
panies serving  that  territory,  or  unless  so  ordered  by 
State  or  Federal  authority.'"  The  effect  of  this  pro- 
vision is  to  limit  competition  between  the  express  service 
and  railroad  freight  service  and  to  confine  the  express 
business  to  the  particular  class  of  service  which  the  ex- 


°^/»  Re  Express  Rates,  Practices,  Accounts,  and  Revenues.  24  I,  C.  C. 
380  (1912),  28  I.  C.  C.  131  (1913),  33  I.  C.  C.  3   (1915). 

«« See  particularly  ETpress  Rates.  1932.  83  I.  C.  C.  606  (1923),  89 
I.  C.  C.  297  (1924)  ;  Ei-i)res8  Rales,  J!aS-19S9,  231  I.  C.  C.  471  (1939). 

"'  /?.  ^y.  Burch,  Inc.,  et  nl.  v.  RniUcay  Express  Apencij.  Inc.,  et  al., 
190  I.  C.  C.  520,  530  (1932). 
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press  companies  have  traditionally  provided.  There  are 
some  instances,  however,  where  express  commoditj'  rates 
have  been  established  as  low,  or  even  lower,  than  rail- 
road rates. 

Air  Express  Rates 

Although  the  amount  of  freight  or  express  carried  by 
air  lines  is  insignificant  when  compared  to  that  carried 
by  other  transportation  agencies,  air  traffic  is  growing 
rajDidly.  At  the  j^resent  time  air  express  in  the  United 
States  is  practically  all  handled  through  the  Railway 
Express  Agency,  which  has  contracts  with  the  principal 
air  lines. 

There  is  no  classification  applicable  to  air  express. 
All  articles  are  carried  at  the  same  rate  except  that  news- 
papers, when  shipped  in  quantities  of  25  pounds  or  more, 
are  charged  60  percent  of  the  regular  rates,  and  racing 
forms  also  receive  special  rates. 

Air  express  rates  are  constructed  on  a  distance  basis. 
There  is  a  base  rate  of  4  cents  per  pound  for  the  first  149 
miles  and  4  cents  a  pound  for  each  additional  hundred 
miles  or  fraction  thereof.  A  system  of  arbitraries,  how- 
ever, is  provided  for  short  hauls  and  for  small  packages, 
which  increases  the  charges  for  such  traffic.  Light  and 
bulky  articles  are  charged  on  a  space  basis;  i.  e.,  400 
cubic  inches  constitutes  a  pound. 

The  contract  between  the  Railway  Express  Agency 
and  the  air  lines  provides  that  air  express  rates  may  not 
be  reduced  without  the  consent  of  the  agency  to  a  level 
which  is  less  than  twice  the  existing  first-class  rail  ex- 
press rate.  The  lawfulness  of  this  arrangement  and  its 
effect  are  under  investigation  by  the  Civil  Aeronautics 
Board. 

Under  the  Civil  Aei'onautics  Act  of  1938  air  carriers 
were  required  to  publish  tariffs  showing  their  rates  and 
fares  and  to  file  them  with  the  Civil  Aeronautics  Author- 
ity. Rates  and  fares  must  be  just  and  reasonable,  and 
there  are  provisions  in  the  law  against  unjust  discrimi- 
nation and  undue  preference  and  prejudice  comparable 
to  the  provisions  in  the  Interstate  Commerce  Act  relat- 
ing to  rail  and  motor-carrier  rates.  The  Civil  Aero- 
nautics Board,  which  has  succeeded  the  Civil  Aero- 
nautics Authority,  has  the  power  to  prescribe  both 
raaximimi  and  minimum  reasonable  rates  for  air  car- 
riers. These  powers,  however,  have  never  been  exercised. 
In  its  Annual  Report  for  1940  the  Civil  Aeronautics 
Authority  pointed  out  that  certain  inconsistencies  and 
inequalities  in  fares  and  rates  which  had  been  disclosed 
as  a  result  of  studies  made  by  its  staff  were  being 
adjusted  informally  with  the  carriers.''* 


Freight-Forwarder  Rates  '*' 

Although  freight  forwarders  are  not  of  recent  origin 
they  have  assumed  increasing  importance  in  recent 
years.  In  1936  the  three  largest  forwarders  had  gross 
revenues  of  about  $102,000,000,  equal  to  about  45  percent 
of  the  total  revenue  received  by  the  railroads  in  that 
year  from  less-than-carload  shipments.^^ 

Freight  forwarders  charge  shippers  rates  which  are 
generally  less,  although  sometimes  equal  to,  the  railroad 
less-than-carload  rates.  These  shipments  are  combined 
into  carload  or  truckload  lots.  When  these  shipments 
move  for  themselves  by  rail  the  forwarders  pay  the 
regular  carload  rates,  retaining  the  difference  between 
the  rfite  charged  the  shipper  and  the  rate  paid  to  the 
railroad. 

The  three  large  forwarders  now  publish  their  rates. 
Formerly  they  often  made  special  rates  to  large  ship- 
pers, or  made  concessions  from  their  regular  charges. 
In  the  Freight  Forwarding  Investigation  the  Commis- 
sion said :  "It  appears  that  such  rates  are  now  generally 
adhered  to," ""  but  since  the  forwarders  are  not  regulated 
and  required  by  law  to  observe  their  published  tariffs,  it 
is  by  no  means  certain  that  their  tariffs  are  always 
strictly  observed.^^ 

Rates  charged  by  forwarders  are  only  slightly  lower 
than  rail  1.  c.  1.  rates."  The  Interstate  Commerce  Com- 
mission has  pointed  out  that  forwarder  rates  from  St. 
Louis  to  certain  points  in  Texas  were  3  cents  per  him- 
dred  pounds  lower  than  the  railroad  1.  c.  1.  rates  on  first- 
class  traffic,  2  cents  lower  on  second  class,  and  about  1 
cent  lower  on  third  class.'^  Commissioner  Eastman  was 
inclined  to  believe  that  the  savings  to  shippers  repre- 
sented by  the  differences  in  the  forwarder  rates  and  the 
rail  ].  c.  1.  rates  were  generally  greater  than  the  above 
figures  would  indicate.^*  There  are  some  instances, 
however,  in  which  the  forwarders  charge  rates  which 
are  the  same  as  the  rail  1.  c.  1.  rates,  relying  on  the 
superior  service  which  they  provide  to  obtain  the  traffic. 

As  noted  above  freight  forwarder  rates  are  not  regu- 
lated. The  Interstate  Commerce  Commission  has  no 
jurisdiction  over  them.  Bills  to  regulate  forwarders 
have  been  introduced  into  Congress  in  recent  years  and 
have  been  considered  by  the  appropriate  committees. 
No  legislation  covering  freight-forwarder  operations 
has  been  enacted  by  Congress  up  to  the  present  time. 


"Second  Annual   Report  of  the  Civil   .\eronautics  .\utlionty    (1940), 
P.  8. 

414487—42 8 


'^Freight  Forwarding  Investigation,  229  I.  C.  C.  201,  203   (1938). 

™229  I.  C.  C.  201.  211. 

^'  See  testimony  of  Mr.  Hastiniis.  vice  presiilent  in  chari:e  nf  traffic. 
Santa  Fe  Ry.,  in  Lessthan-Carload  Freight  Traffic  and  Freight  For- 
warder Carload  Traffic,  Hearings  before  a  subcommittee  of  tbe  Commit- 
tee on  Interstate  Conunerce.  V.  S.  Senate,  T(>tli  Cong.,  3(1  sess,,  on  S.  Res, 
146,  p.  211  (June  5  to  24,  1940). 

"   229  I.  C.  C.  201,  211. 

"  Ibid. 

''Ibid.,  pp.  310-311. 
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CURRENT  PROBLEMS  IN  RATE  MAKING  AND  REGULATION    WITH    EMPHASIS    ON    PUBLIC 

POLICY 


The  Fair-Return-on-Fair-Value  Doctrine 

In  the  days  when  the  chief  objective  of  regulation  was 
to  restrain  the  raih'oad  monopoly,  or  seeming  monopoly, 
the  courts  developed  the  fair-return-on-fair- value  stand- 
ard as  a  limitation  on  the  power  of  commissions  and 
legislative  bodies  to  reduce  rates.  The  rule  was  first 
stated  in  the  famous  Smyth  v.  Avnes  decision  of  the 
Supreme  Court  of  the  United  States  in  1898."  Since  the 
courts,  in  later  cases,  defined  "fair  return"  as  a  return 
which  would  attract  capital  to  the  industry,  it  became 
clear  that  a  return  which  met  the  judicial  test  was,  from 
an  economic  point  of  view,  an  adequate  return.  Thus  the 
Smyth  V.  Ames  rule,  which  was  originally  the  criterion 
for  avoiding  confiscatory  rates,  became  the  standard  for 
setting  the  rate  level.  Above  this  level  rates  did  not  need 
to  rise,  since  such  a  return  was  ample  to  attract  capital; 
below  it  they  could  not  go  without  judicial  veto  of  the 
Commission's  action.  Tlie  Transportation  Act  of  1920 
added  section  15a  to  the  Interstate  Commerce  Act  in 
which  the  Interstate  Commerce  Commission  was  di- 
rected in  prescribing  rates,  to  "initiate,  modify,  estab- 
lish, or  adjust  such  rates  so  that  carriers  as  a  whole  (or 
as  a  wliole  in  each  of  such  rate  groups  or  territories,  as 
the  Commission  may  from  time  to  time  designate)  will, 
under  honest,  efficient,  and  economical  management  and 
reasonable  expenditures  for  maintenance  of  way,  struc- 
tures, and  equipment,  earn  an  aggregate  annual  net  rail- 
way operating  income  equal,  as  nearly  as  may  be,  to  a 
fair  return  upon  the  aggregate  value  of  the  railway 
property  of  such  carriers  held  for  and  used  in  the  serv- 
ice of  transportation."  Thus,  the  Smyth  v.  Ames  rule 
of  the  courts  was  adopted  by  the  legislative  branch  of 
the  government  as  a  standard  for  prescribing  the  level 
of  railroad  rates,  with  the  important  difference  that 
Congress  set  up  this  standai'd  for  the  railroads  "as  a 
whole"  or  "as  a  whole  in  *  *  *  rate  groups," 
whereas  the  courts  had  applied  it  to  individual  carriers. 

In  conformity  with  the  mandate  of  the  Act,  the  Inter- 
sfate  Commerce  Commission  in  Increased  Rates,  1920, 
proceeded  to  increase  railroad  rates  which  had  been 
intentionally  held  down  by  the  Government  during  the 
wartime  period  of  Federal  operation  of  railroads.  In 
subsequent  rate-level  cases  the  needs  of  the  railroads 
were  a  major  consideration,  although  the  Commission 
did  not  succeed  in  prescribing  a  level  of  rates  which 
would  yield  the  desired  return  to  the  carriers. 

In  1933  the  rule  of  rate  making  provided  by  section 
15a  was  rewritten.    Tlie  new  rule  provided  that  "In  the 


exercise  of  its  power  to  prescribe  just  and  reasonable 
rates  the  Commission  shall  give  due  consideration, 
among  other  factors,  to  the  effect  of  rates  on  the  move- 
ment of  traffic;  to  the  need,  in  the  public  interest,  of 
adequate  and  efficient  railway  transportation  service  at 
the  lowest  cost  consistent  with  the  furnishing  of  such 
service ;  and  to  the  need  of  revenues  sufficient  to  enable 
the  carriers,  under  honest,  economical,  and  efficient 
management,  to  provide  such  service." 

Several  points  regarding  the  changes  in  the  language 
of  section  15a  should  be  emphasized.  First,  it  will  be 
noted  that  the  definite  standard  of  fair  return  on  fair 
value  gives  way  to  a  more  indefinite  standard,  viz,  the 
need  of  revenues  sufficient  to  enable  the  carriers  to 
provide  adequate  and  efficient  railway  transportation 
service.  Furthermore,  under  the  original  section  15a, 
revenue  need  of  the  carriers  was  the  only  standard  pre- 
scribed by  this  section  of  the  Act,  whereas  the  revised 
section  15a  makes  revenue  need  only  one  of  three  factors 
to  be  considered  in  fixing  rates.  A  third  point  is  that 
the  "effect  of  rates  on  the  movement  of  traffic"  is  specifi- 
cally mentioned  as  a  factor  to  be  considered  by  the 
Commission. 

These  changes  in  section  15a  reflect  certain  difficul- 
ties that  were  encountered  in  the  rate-level  cases  which 
came  up  for  consideration  before  1933.  Aside  from  the 
difficulties  growing  out  of  the  indefiniteness  of  the  "fair 
^'alue"  concept  as  interpreted  by  the  courts,  there  were 
two  main  difficulties  with  the  old  section  15a.  One  diffi- 
culty was  that  section  15a  gave  rise  to  the  belief  that 
railroad  earnings  could  be  stabilized,  regardless  of  the 
ups  and  downs  of  general  business  activity.  The  Com- 
mission occasionally  pointed  out  the  fallacy  in  such  a 
belief.  Thus,  in  Reduced  Rates,  1922,  the  Commission 
said:  "Section  15a,  reasonably  construed,  contemplates 
the  determination  of  a  return  which  the  carriers  collec- 
tively or  in  rate  groups  may  attain  over  a  period  of  time 
under  rates  adjusted  from  time  to  time  with  that  object 
in  view.  The  phrase  'from  time  to  time'  does  not  mean 
that  we  should  adjust  rates  to  meet  business  fluctua- 
tions." '"  In  fact,  the  reductions  in  rates  required  in  that 
{proceeding  were  made  at  a  time  when  the  railroads  were 
not  making  the  "fair  return"  contemplated  by  the  Act. 
Professor  I.  L.  Sharfman  has  also  emphasized  the  falsity 
of  the  belief  that  railroa"d  earnings  can  be  stabilized, 
regardless  of  business  conditions : 

In  an  economic  system  in  whicli  progressive  change  in  exist- 
ing arrangements  and  the  chaotic  succession  of  cyclical  fluctua- 


«1C9   U.    S.    466. 
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tions  create  a  large  measure  of  instability,  instability  must,  for 
the  most  part,  be  the  lot  of  the  railroads  also.  The  hope  that 
rate  regulation  will  at  all  times  afCord  earnings  adequate  but 
not  excessive — that  a  formula  involving  property  value  and  a 
rate  of  return  thereon  will  mark  out  for  the  railroads  a  calm 
course  through  troubled  economic  waters — is  obviously  an  il- 
lusory one ;  and  any  attempt  to  maintain  a  steady  flow  of  rail- 
road income  by  adjusting  rates  inversely  to  the  volume  of  traffic 
Is  not  only  bound  to  prove  impracticable  but  is  clearly  unwar- 
ranted in  its  presumption  that  the  philosophy  of  regulation 
bestows  upon  the  carriers  so  preferred  a  status  in  the  ranks  of 
industry.  The  railroads,  as  an  integral  part  of  the  economic 
system,  must  inevitably  share  the  common  fate ;  and  this  cir- 
cumstance precludes  sole  regard  for  the  maintenance  of  earnings 
through  rate  adjustments." 

The  second  difficulty  with  the  fair-retiirn-on-fair- 
vahie  rule  was  that  under  the  conditions  which  pre- 
vailed after  1920  it  was  virtually  impossible  to  maintain 
rates  at  a  level  which  would  yield  the  desired  revenues. 
For  this  situation  there  were  two  main  reasons. 

Tlie  first  was  the  decline  in  business  activity  and 
traffic,  particularly  after  1929.  The  second  reason  for 
the  failure  to  maintain  railroad  earnings  was  the  inabil- 
ity of  the  remaining  traffic  to  stand  rates  sufficiently 
high  to  earn  the  fair  return  contemplated  by  the  Act. 
The  inability  of  traffic  to  stand  high  rates  was  largely 
the  result  of  the  development  of  motor  transport  and  to 
a  lesser  extent  the  increasing  importance  of  pipe  lines 
and  of  water  transportation.  Decentralization  and 
relocation  of  industries,  a  smaller  export  business,  and 
the  decline  in  coal  traffic  resulting  from  increased  effi- 
ciency in  the  utilization  of  coal  and  from  increasing  use 
of  substitute  fuels  were  also  contributing  factors.  The 
inapplicability  of  the  fair-return-on-fair-value  standard 
under  the  conditions  existing  during  the  1930's  at  that 
time  was  recognized  by  railroad  management.  In  the 
rate-level  cases  of  the  depression  period  the  carriers 
were  not  seeking  rates  which  would  yield  a  fair  return 
on  fair  value;  they  were  seeking  rates  that  would  enable 
them  to  pay  fixed  interest  charges  or  to  make  such  im- 
provements in  inadequate  earnings  as  might  be  possible. 

Experience  with  the  fair-return-on-fair-value  rule  in- 
dicates that  it  is  impractical  of  strict  application  under 
the  conditions  that  have  arisen  in  recent  years.  Modifi- 
cation of  the  rule  of  rate  making  in  1933  was  a  partial 
recognition  of  this  fact.  A  technological  revolution  in 
the  transport  industry  has  occurred.  The  railroad  in- 
dustry has  not  yet  adjusted  itself  to  these  changes.  Al- 
thougli  there  is  reason  to  believe  tliat  the  railroads  will 
continue  to  occupy  an  important,  if  not  the  most  im- 
portant, place  in  the  transportation  system,  there  is  no 
denying  tliat  a  large  amount  of  capital  invested  in  rail- 
road facilities  has  been  rendered  functionally  obsolete 


or  obsolescent.  In  the  absence  of  an  unprecedented 
increase  in  the  volume  of  traffic,  much  of  the  investment 
which  will  continue  in  use  will  be  unable  to  earn  the 
return  which  was  expected  when  that  investment  was 
made. 

The  only  way  that  a  rate  level  could  be  maintained 
that  would  enable  the  railroads,  under  the  conditions 
existing  in  the  30's,  to  earn  a  fair  return  upon  the 
"value"  of  their  properties  would  be  through  the  sup- 
pression of  the  newer  forms  of  transportation  or  by 
arbitrarily  increasing  the  rates  of  all  agencies  of  trans- 
port. Even  if  this  policy  were  pursued  it  is  by  no 
means  sure  that  the  traffic  would  stand  the  rates  which 
seemed  necessary  to  give  the  desired  income  to  the  rail- 
roads. In  any  event  such  a  policy  would  deprive  the 
public  of  the  benefits  of  technological  improvements  in 
transportation. 

Dependence  of  the  railroads  on  the  fair- return-on-fair- 
value  rule,  or  any  similar  rule  of  rate  making,  under 
recent  conditions  has  three  undesirable  consequences: 
First,  it  raises  false  hopes  on  the  part  of  the  investors 
and  owners;  second,  it  results  in  the  tendency  to  place 
unjustly  upon  regulatory  bodies  the  responsibility  for 
deficiencies  in  railroad  income;  third,  it  may  lead  man- 
agement to  become  insensitive  to  changed  conditions 
which  the  industry  should  seek  to  meet. 

Although  reliance  on  the  fair-return-on-fair-value 
rule  ntay  be  undesirable,  it  must  be  remembered  that 
under  existing  interpretation  of  the  Constitution,  the 
fair-value  doctrine  will  remain  in  the  background  as  a 
protection  of  the  individual  carrier  against  confiscatory 
rates.  A  more  realistic  approach  to  rate  problems  than 
that  implied  in  the  old  section  15a  is  not  prevented, 
however. 

Rate  Regulation  and  Managerial  Discretion 

The  impossibility  of  maintaining  a  rate  level  during 
the  20"s  and  30's  which  would  yield  the  carriers  a  fair 
return  on  their  fair  value  resulted  from  the  inability  of 
traffic  to  stand  high  rates.  The  real  question  in  many 
of  the  rate-level  cases  was  whether  needed  increases  in 
revenues  could  be  obtained  from  increases  in  rates.  The 
carriers  took  the  position  that  the  Commission  should 
not  substitute  its  judgment  for  that  of  the  carriers  as  to 
the  revenue  results  of  proposed  changes  in  rates.  The 
Commission  never  accepted  the  railroad  position  on  this 
matter.'''  It  is  significant  that  Congress,  in  1933,  revised 
section  15a  and  specifically  directed  the  Commission  to 
take  into  consideration,  in  rate  proceedings,  "the  effect 
of  rates  on  the  movement  of  traffic."  The  railroads, 
however,  have  objected  to  this  change  in  section  15a, 
and  the  Committee  of  Six,  composed  of  three  railroad 


"  Sharfman,    I.    L.,    The   Interstate    Commerce    Oommissiun,    pt.    Ill, 
B.  p.  295. 


"  See  Fifteen  Per  Cent  Case,  I9J1.  178  I.  C.  C.  539  (1931). 
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executives  and  three  representatives  of  railroad  labor, 
which  made  recommendations  to  the  President  in  1938 
concerning  the  transportation  situation,  recommended 
the  elimination  of  this  provision  from  section  ISa.'"  The 
removal  of  the  disputed  provision  from  section  15a, 
however,  would  not  necessarily  bring  the  results  desired 
by  the  carriers  because  even  before  this  provision  was 
put  into  the  act  in  1933,  the  Commission  considered  it 
necessary  and  proper  to  take  into  consideration  the 
effect  of  rates  on  the  movement  of  traffic  and  on  reve- 
nues.'" This  question  also  came  up  in  passenger-fare 
cases  during  the  depression  period.*^ 

Without  attempting  to  discuss  the  merits  of  the  Com- 
mission's action  in  particular  cases  we  may  make  some 
generalizations  concerning  the  matter  of  principle  in- 
volved. As  long  as  section  15a  is  in  the  Act  and  the 
Commission  is  charged  with  some  responsibility  for 
maintaining  a  level  of  rates  that  is  adequate  for  the 
railroads,  the  Commission  cannot  ignore  the  revenue 
effects  of  proposed  increases  or  reductions  in  rates.  In 
the  second  place,  it  will  probably  be  agreed  that  rail- 
road managers  should  be  in  a  much  better  position  than 
a  regulatory  body  to  judge  of  the  probable  results  of 
rate  changes ;  therefore,  great  weight  should  be  attached 
to  the  judgment  of  management  on  these  questions. 
But  if  the  carriers  expect  gi'eat  weight  to  be  given  to 
their  conclusions,  certain  things  are  necessary.  The 
rates  proposed  by  the  carriers  should  be  proposed  in 
good  faith;  the  rate  changes  should  be  well  considered; 
and  the  conclusions  of  the  carriers  concerning  their 
effects  should  be  plausible.  Professor  Sharfman  stated 
with  regard  to  this  problem  "that  section  15a  should 
ever  have  been  so  simply  construed  by  the  carriers  as  to 
be  deemed  to  require  rate  advances  whenever  such  a 
return  was  not  enjoyed — that  the  railroads  should  have 
sought  higher  rates  when  their  earnings  would  prob- 
ably not  benefit  therefrom — may  seem  incredible;  but 
the  Commission  had  ample  occasion,  notably  in  the  1931 
proceeding,  to  emphasize  the  depressing  effect  of  high 
charges  upon  the  flow  of  traffic  and  to  point  out  that  re- 
quests for  rate  advances  are  sometimes  deficient  in  good 
judgment,  if  not  in  good  faith."*-  The  Commission 
is  not  anxious  to  interfere  with  the  managerial  judg- 
ment of  the  carriers.  If  rate  changes  proposed  by  the 
carriers  are  well  considered  and  reasonably  supported, 
occasions  for  a  clash  between  managerial  judgment  and 


™  Report  of  Committee  appointed  Sept.  20,  WSS,  hy  the  President  of  the 
United  States  to  submit  Recommendations  upon  the  Transportation  Situ- 
ation, pp.  14-15. 

M  Reduced  Rates,  19.1S,  68  I.  C.  C.  676 ;  Fifteen  Per  Cent  Ca^e.  B.U.  178 
I.  C.  C.  539. 

*'  See  particularly  Passenger  Fares  and  Surcharfies.  215  I.  C.  C.  673 
(1936)  ;  Eastern  Passenger  Fares  in  Coaches,  227  I.  C.  C.  17  (1938), 
227  I.  C.  C.  685  (1938). 

"  Sharfman,  I.  L.,  The  Interstate  Commerce  Commission,  pt.  III-B, 
p.  296. 
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Commission  judgment  over  the  probable  effect  of  rate 
changes  should  not  be  numerous. 

Readjustments  in  Railroad  Rates 

Under  this  heading  mention  will  be  made  of  recent 
changes  in  the  railroad  rate  structure  representing  ad- 
justments to  new  competitive  and  commercial  situa- 
tions. In  connection  with  each  of  these  changes  the 
attitude  of  the  Commission  will  be  indicated  insofar  as 
the  Commission  has  had  occasion  to  consider  the  law- 
fulness of  the  rates. 

Weakening  of  the  value-of -service  principJe.— It  was 
pointed  out  earlier  that  a  long-established  character- 
istic of  railroad  rates  has  been  the  practice  of  charging 
high  rates  on  such  traffic  as  could  stand  high  charges. 
This  practice  had  the  approval  of  the  Interstate  Com- 
merce Commission  from  its  beginning.*^  Although 
value  considerations  have  never  been  controlling,  as  a 
study  of  the  Interstate  Commerce  Commission's  deci- 
sions will  reveal,  it  seems  that  the  railroads  not  only 
have  been  permitted  to  adjust  rates  on  particular  com- 
modities in  accordance  with  their  value  but  they  may  be 
compelled  to  do  so.*^  This  is  a  natural  result  of  the 
process  of  determining  the  reasonableness  of  rates  by 
comparing  rates  in  question  with  rates  on  similar  or 
analogous  articles  and  considering  value  as  a  factor  in 
determining  whetlier  the  articles  are  analogous  or  not. 
The  operation  of  this  principle,  however,  generally 
results  in  forcing  low  rates  on  low-grade  commodities 
rather  than  compelling  high  rates  on  high-grade  com- 
modities. 

In  recent  years,  the  ability  of  the  railroads  to  adhere 
to  the  value-of-service  principle,  insofar  as  it  results 
in  high  rates  on  valuable  articles,  has  been  seriously 
impaired  because  of  the  rise  of  competing  forms  of 
transportation,  particularly  motor  transport.  In  1934 
the  Federal  Coordiinit(n's  Section  of  Transportation 
Service  stated:  "Common-carrier  motortrucks  use 
railroad  classification  methods  generally  only  when 
compelled  to  do  so  by  regulatory  orders."*^  It  was  also 
pointed  out  that  truck  lines  sometimes  charged  flat 
rates  which  had  no  relation  to  the  rail  classification  or 
charged  a  flat  rate  for  articles  in  the  first  three  rail 
classes.  Thus,  the  common-carrier  truck  lines  were  in- 
clined to  disregard  fine  calculations  of  what  rate  a  par- 
ticular article  could  be  made  to  stand  because  the  high 
degree  of  competion  in  the. motortruck  industry  led  to 
a  greater  emphasis  on  cost-of-service  factors.    The  ex- 


^  Second  Annual  Report  of  the  Interstate  Commerce  Comtnission,  ISSS, 
p.  35  ;  Schumacher  Milling  Co.  V.  Chicago,  Rock  Island  and  Pacific  R.  R. 
Co.,  4  I.  C.  R.  373,  377   (1803). 

"Sharfman,  I.  L.,  The  Interstate  Commerce  Commission,  Part  III-B, 
pp.  489-490. 

»  Merchandise  Traffic  Report,  p.  6,  note  71. 
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istence  of  high  rail  rates  and  I'atings  on  valuable 
articles  explains  much  of  the  loss  of  high-class  less-than- 
carload  traffic  by  the  railroads.  Today  common  car- 
riers by  motor  vehicle  generally  use  freight  classifica- 
tions, and  in  most  instances  these  classifications  are  the 
same  as,  or  follow  closely,  the  rail  classifications.  In 
Xew  England,  however,  an  attempt  was  made  to  build 
motor-freight  classifications  on  cost-of-service  prin- 
ciples. Even  where  the  motor  carriers  copy  rail-classi- 
fication methods  and  charge  rail  rates,  a  large  amount 
of  the  high-grade  traffic  tends  to  move  by  highway 
because  of  service  advantages. 

The  extent  to  which  railroads  have  attempted  to  re- 
adjust their  rates  on  high-valued  articles  by  reductions 
in  classification  ratings,  by  exceptions  to  the  classi- 
fications, or  by  the  creation  of  a  larger  number  of  com- 
modity rates,  cannot  be  readily  ascertained.  Recent 
reductions  in  approximately  3,500  classification  ratings 
on  less-than-carload  traffic  in  Southei'n  Territory,  and 
between  Southern  Territory  and  Official  and  Western 
Territories  represent  an  effort  on  the  part  of  the  rail- 
roads to  recover  much  of  the  less-than-carload  traffic 
which  had  been  lost  to  motortrucks  and  to  freight 
forwarders.  One  characteristic  of  these  reductions  was 
that  quite  generally  less-than-carload  rates  higher  than 
third  class  were  reduced  to  third  class  in  disregard  of 
certain  differences  in  value  characteristics. 

Certain  devices  which  represent  a  break-down  cf  the 
traditional  rate-making  scheme  have  been  used  by  the 
railroads  for  some  time,  however,  to  meet  motortruck 
competition.  The  most  common  device  of  this  sort  is 
the  "ail-freight"  or  "all-conomodity"  rate.  These  rates, 
usually  on  carloads,  apply  on  all  commodities,  with 
certain  exceptions,  regardless  of  the  ratings  provided  by 
the  freight  classification.  They  were  introduced  about 
1932.  The  first  all-freight  rates  were  70  percent  of  first 
class  but  now  commonly  range  from  36  to  50  percent  of 
the  first  class.  The  chief  users  of  all-freight  rates  are 
the  freight  forwarders,  but  it  should  be  recognized  that 
the  patrons  of  the  freight  forwarders  are  indirect  bene- 
ficiaries. Since  the  all-freight  rates  are  usually  carload 
rates  they  cannot  be  compared  with  the  rates  that  may 
have  formerly  been  charged  under  the  classification 
ratmgs  on  the  same  articles  in  less  than  carloads.  All- 
freight  rates  do,  however,  disregard  differences  in  the 
value  of  the  articles  moving  under  these  rates. 

All-freight  rates  first  came  before  the  Commission 
officially  in  1937  in  Freight  from  Boston  to  East  Hart- 
foTcl^'^  and  received  the  Commission's  approval.  They 
were  also  approved  in  a  number  of  other  cases.*'     Cer- 


tain features  of  all-freight  rates  have  been  condemned 
and  the  rates  restricted  to  prevent  abuses.*'  In  some 
instances  the  Commission  has  spoken  approvingly  of 
all-freight  rates,  pointing  out  that  they  had  been  help- 
ful in  enabling  the  railroads  to  hold  merchandise  traffic 
to  their  lines  and  in  regaining  some  which  had  been 
previously  lost  to  motor  carriers.*^  The  Commission 
seems  to  have  been  somewhat  more  reluctant  to  approve 
of  all-freight  rates  for  motor  carriers  than  for  rail  car- 
riers. In  a  number  of  motor-carrier  cases  the  Commis- 
sion has  disapproved  of  such  rates,  particularly  when 
applied  on  less-than-truckload  shipments,  or  when  pub- 
lished as  any-quantity  rates.""  In  numerous  cases, 
however,  all-freight  rates  have  been  specifically  ap- 
proved for  motor  carriers.'^  Some  recent  decisions  sug- 
gest that  Division  3  of  the  Commission  looks  with  dis- 
trust at  all-freight  rates  of  both  motor  carriers  and 
railroads,'-  while  the  Commission  as  a  whole  will 
approve  of  them."^ 

Individual  commissioners  have  expressed  opposition 
to  all-freight  rates.'*  Other  Commissioners  have  de- 
fended all-freiglit  rates,  or  cautioned  against  any  dis- 
approval of  them  which  is  based  merely  on  the  grounds 
that  they  are  not  in  conformity  with  traditional  methods 
of  rate  making.'^ 

Distrust  of  all-freight  rates  is  based  on  the  fact  that 
they  disregard  the  traditional  principles  of  rate  making 
and  threaten  to  break  down  existing  freight  classifica- 
tions. To  the  extent  that  all-freight  rates  disregard 
value  of  service  in  rate  making  and  reduce  rates  on  high- 


»223  I.  C.  C.  421   (1937). 

^'  AM  Freight  from  Chicago  and  St.  Louis  1o  Birminghnm,  226  I.  C.  C. 
455  (1938)  ;  Commodities  between  Chicago,  III.,  and  Twin.  Cities,  226 
I.  C.  C.  356   (1938)  ;  All  Freight  bettceen  Boston  and  Maine  Railroad 


Points,  226  I.  C.  C.  387  (1938)  ;  All  Freight  Beticeen  Barlem  River, 
N.  T.,  and  Boston,  234  I.  C.  C.  673  (1939)  :  All  Freight  to  Pacific  Coast, 
238  I.  C.  C.  327  (1940). 

"  Freight  Foricarding  Investigation,  229  I.  C.  C.  291  (1938)  ;  Middle 
Atlantic  States  Motor  Carrier  Conference,  Inc.,  V.  Central  B.  B.  Co.  of 
New  Jersey  et  al.,  232  I.  C.  C.  381  (1939). 

^  All  Freight  from  Chicago  and  St.  Louis  to  Birmingham,  226  I.  C.  C. 
455  (1938). 

w  Central  Territory  Motor  Carrier  Rates,  12  M.  C.  C.  143,  170-171 
(1939),  17  M.  C.  C.  543,  544  (1939)  ;  Chicago  and  Wisconsin  Points 
Proportional  Rates,  10  M.  C.  C.  556  (1938),  17  M.  C.  C.  573  (1939); 
All  Commodity  Rates  over  Interstate  Motor  Freight  Systems,  13  M.  C.  C. 
24  (1938)  ;  All  Freight  from  and  to  Lincoln  and  Omaha,  Nebr.,  26 
M.  C.  C.  634  (1940) 

'^Freight,  AH  Kinds,  between  Denver,  Colorado,  and  Wyoming,  20 
M.  C.  C.  5  (1939)  :  Central  Territory  Motor  Carrier  Rates,  21  M.  C.  C. 
677,  679  (1940)  ;  All-Freight  between  Los  Angeles  and  Albuquerque,  28 
M.  C.  C.  161  (1041). 

"  Sec  All-Freight,  Chicago  ,i  St.  Loui.-<  to  El  Pn.so,  Tex..  28  M.  C.  C. 
7271  (1941),  and  All-Freight,  Eastern  Ports  to  South,  245  I.  C.  C.  207 
(1941). 

M  All  Freight  to  Pacific  Coast,  248  I.  C.  C.  73. 

"*  See  dissenting  opinion  of  Commissioner  Alldredge  in  All-Freight 
Between  Harlem  River,  N.  7.,  and  Boston,  234  I.  C.  C.  673,  676  (1939)  ; 
and  in  All-Freight  between  Los  Angeles  and  Albuquerque,  28  M.  C.  C. 
161,  167  (1041).  See  also  Commissioner  Caskie's  doubts  as  to  the  law- 
fulness of  such  rates  in  Freight,  All  Kinds,  Between  Denver,  Colorado, 
and  Wyoming,  20  M.  C.  C.  5,  7   (1939). 

"  See  separate  statement  of  Commissioner  Eastman  on  Central  Motor 
Carrier  Rates,  17  M.  C.  C.  543,  548  (1939),  and  in  Chicago  and  Wiscon- 
sin Points  Proportional  Kates,  10  M.  C.  C.  5C6,  570  (1938),  and  state- 
ment of  Commissioner  MahafFc  in  Middle  .itlantic  States  Motor  Carrier 
Conference,  Inc.,  v.  Central  R.  R.  Co.  of  Xew  Jersey  et  al.,  232  I.  C.  C. 
381,  405-415  (1939). 
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grade  articles,  they  are  not  objectionable  but  merely 
indicate  the  passing  of  a  situation  which  enabled  rail- 
roads to  exploit  their  semimonopoly  position.  All- 
freight  rates,  however,  disregard  cost-of-service  as  well 
as  value-of-scrvice  factors  that  have  been  recognized  in 
freight  classification.  This  would  suggest  that  all- 
freight  rates  might  be  restricted  to  articles  for  which 
costs  of  transportation  are  not  greatly  different  or  that 
such  cost-of-service  factors  as  weight,  density,  suscepti- 
bility to  loss  and  damage,  and  the  insurance  element 
might  be  taken  care  of  in  a  different  way  instead  of 
through  the  medium  of  the  classification. 

The  all-freight  or  all-commodity  rate  is  not  the  only 
device  which  has  been  used  by  the  railroads  to  recover 
traffic  lost  to  trucks.  Rates  on  loaded  trucks,  trailers,  or 
semitrailers  were  authorized  by  the  Interstate  Com- 
merce Commission  in  Ti^ucks  on  Flat  Cars  Between  Chi- 
cago and  Ttoin  Cities."'-  The  rates  in  this  instance  were 
flat  rates,  regardless  of  the  contents  of  the  car.  Rates 
on  loaded  trucks  and  trailers,  however,  are  not  com- 
mon. Rates  provided  in  connection  with  the  "container 
service"  of  the  railroads  exhibit  the  same  tendency  to 
disregard  traditional  freight  classification."  The  first 
all-freight  or  all-commodity  rates  are  said  to  have  been 
originated  by  certain  railroads  as  a  means  of  meeting 
competition  of  other  railroads  which  were  providing 
a  container  service  with  flat  rates.  All-freight  rates 
and  similar  devices  have  been  effective  in  recovering 
some  traffic  to  the  rails. 

During  the  time  that  railroads  have  been  developing 
all-freight  rates  and  other  devices  which  represent  a 
breaking  down  of  the  old  system  of  rate  making,  oppo- 
site tendencies  have  been  at  work  also.  Motor  carriers 
have  more  and  more  adopted  the  rate-making  practices 
of  the  railroads.  The  efforts  of  common  carriers  by 
motor  vehicle  to  copy  rail  classifications  and  rates,  how- 
ever, is  made  difficult  by  the  existence  of  contract  car- 
riers. To  overcome  this  difficulty  efforts  are  frequently 
made  to  restrict  the  operations  of  contract  carriers  or 
to  force  them  to  charge  common-carrier  rates.  But  even 
if  contract  carriers  were  brought  into  line  and  made  to 
charge  common-carrier  rates,  private  transportation 
would  interfere  to  some  extent  with  the  ability  of  rail- 
roads and  motor  carriers  to  maintain  the  tradition 
system  of  rate  making.  Already  there  are  intimations 
of  concern  over  the  development  of  private  transporta- 
tion and  of  efforts  to  restrict  it.°^ 


°»216  I.  C.  C.  435  (103fi). 

"'See  In  the  Matter  of  Container  Service,  173  I.  C.  C.  377  (1931), 
185  I.  C.  C.  787  (1932). 

»*  See  B.  n.  Meyer,  '"Transportation  Viewpoints,"  51  Proceedings  of 
the  Western  Railway  Club  22  (1939)  :  Ware,  Wallace  L.,  Address  before 
Associated  Traffic  Clubs  in  San  Frnncisco  (1939)  ;  Willette,  F.  P.,  Ad- 
dress before  the  NaUonal  Wholesale  Hardware  Association  at  Atlantic 
City  (1940)  :  and  at  legist  one  organization  has  been  formed  to  combat 
private  transportation — Distributors  Transportation  League. 


Efforts  to  extend  old  patterns  of  railroad  rate  making 
to  motor  carriers  cannot  be  wholly  successful  unless  con- 
tract and  private  carriers  are  in  some  way  restricted. 
Such  efforts  would  appear  to  be  contrary  to  the  public 
interest.  They  would  tend  to  deprive  the  public  of 
benefits  which  the  newer  forms  of  transportation  have 
made  possible.  If  resort  to  contract  carriers  and  private 
carriage  is  not  restricted,  but  common  carriers  by  motor 
vehicle  are  required  to  adopt  the  rail  pattern  of  rates, 
then  the  inherent  advantages  of  motor  transport  are 
denied  to  those  who  must  patronize  the  common  carriers 
by  motor  vehicle ;  but  are  extended  to  those  who  can 
make  use  of  contract  carriers,  or  can  perform  their  own 
transportation.  This  discrimination  against  the  pa- 
trons of  common  carriers  by  motor  vehicle  can  best  be 
eliminated  by  permitting  motor-carrier  rates  to  find  the 
level  that  competition  would  normally  establish,  i.  e., 
rates  that  reflect  costs  of  transportation  by  motor  ve- 
hicle, and  not  an  assumed  ability  of  certain  traffic  to 
pay  higher  transportation  charges. 

A  policy  of  permitting  railroads  to  adjust  their  rates 
to  the  new  competitive  situation  would  reduce  to  a 
minimum  the  financial  losses  that  railroad  owners  and 
investors  will  have  to  suffer.  It  would  also  tend  to  dis- 
courage an  unnecessary  expansion  of  highway  trans- 
jDort,  since  the  practice  of  maintaining  high  rail  rates 
on  higli-grade  traffic  enables  truckers  to  operate  profit- 
ably even  where  their  costs  are  higher  than  rail  costs. 
If  rail  rates  on  high-grade  traffic  were  reduced  to  con- 
form more  nearly  to  rail  costs,  truckers  would  be  forced 
to  confine  themselves  to  operations  for  which  their  costs 
are  lower  than  rail  costs,  or  where  superior  service  offsets 
the  lower  rail  rates. 

Relation  of  rates  to  size  of  shipment. — It  has  been 
pointed  out  that  for  many  years  the  railroads  have 
made  a  difference  in  the  rates  on  carload  and  on  less- 
than-carload  shipments.  Early  in  the  history  of  the 
Commission  the  propriety  of  a  difference  in  rates  on  car- 
load than  on  less-than-carload  quantities  came  up  for 
consideration.  The  Commission  approved  of  such 
differences  in  rates."^  The  Commission,  however,  was 
reluctant  to  require  the  establishment  of  carload  rates.^ 
As  late  as  1910  the  Commission  could  say  that  it  had 
never  ordered  the  establishment  of  lower  rates  on  car- 
loads than  on  less-than-carloads.-  In  more  recent  years 
the  Commission  has  sometimes  found  an  any-quantity 
rate  unreasonable,  insofar  -as  it  applied  to  carload  lots. 


™  U'm.  Seofleld  v.  Lake  Shore  d-  Michigan  Southern  R.  R.  Co.,  2  I.  C.  R. 
67  (1888)  ;  Thurier  v.  New  York  Central  d  Hudson  River  R.  R.  Co., 
2  I.  C.  R.  712  (1890). 

'  BrowneU  v.  Columbus  i6  Cincinnati  Midland  Ry.  Co.,  4  I.  C.  R.  285 
(1S93). 

'Commercial  Club  of  Omaha  v.  Baltimore  d-  Ohio  R.  n.  Co.  et  al.. 
19  I.  C.  C.  397,  401  (1910). 
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lliis  virtually  amounts  to  requiring  the  establishment 
of  carload  rates. ^ 

The  justification  for  lower  carload  rates  is  the  lower 
cost  of  transporting  goods  in  carloads  than  in  less-than- 
carloads.  Lower  billing  costs,  the  fact  that  loading  and 
unloading  is  performed  by  tlie  shipper  and  consignee, 
less  terminal  expense  per  car,  and  other  factors  are  ordi- 
narily held  to  justify  the  lower  carload  rates. 

Multiple-carload  rates. — If  lower  rates  on  carloads 
tiian  on  less-than-carloads  can  be  justified  on  the  basis 
of  lower  costs  of  providing  the  service,  it  would  seem 
that  lower  rates  on  trainloads,  or  multiple  carloads, 
than  on  carloads  would  also  be  justified  to  the  extent 
that  lower  costs  can  be  shown.  Until  recently,  however, 
the  Commission  was  inclined  to  look  unfavorably  on 
such  rates  because  they  could  be  used  by  only  a  limited 
number  of  shippers  and  would  tend  to  favor  large 
shippers.* 

The  competition  from  pipe  lines,  barges,  and  coast- 
wise and  intercoastal  vessels  has  given  rise  to  the  sug- 
gestion that  railroads  establish  such  "cargo"  rates.  The 
Federal  Coordinator's  Section  of  Transportation  Serv- 
ice recommended  their  establishment.  The  arginnent 
that  those  rates  would  discriminate  against  small  ship- 
pers did  not  impress  the  Coordinator's  staff  because  fre- 
quentlj'  the  large  sliipper  already  obtains  low-cost  trans- 
portation by  pipe  line  or  by  providing  himself  with 
fleets  of  vessels.^ 

Multiple-car  rates  on  sand  and  gravel  were  approved 
by  the  Michigan  Public  Utilities  Commission,  with  a 
minimum  of  15  cars,  in  1935."  In  1939  the  Interstate 
Commerce  Commission  allowed  multiple  carload  rates 
to  go  into  effect  on  blackstrap  molasses  in  tank  cars  from 
New^  Orleans  and  Harvey,  La.,  to  Peoria  and  Pekin,  111. 
The  rates  authorized  were  15  cents  per  hundred  pounds 
subject  to  a  minimum  of  1,800  tons,  the  equivalent  of 
about  38  cars,  as  compared  with  a  rate  of  17.5  cents  in 
carload  lots.  The  Commission  found  that  the  cost  of 
handling  the  traffic  in  carloads  was  about  10  percent 
greater  than  in  38-car  lots.'     Since  the  Commission's 


^  Auto  Vehicle  Co.  v.  Chicago,  Milwaukee  cf  St.  Paul  Ry.  Co.  et  al.,  21 
I.  C.  C.  286  (1911)  :  In  re  Transportation  of  Wool,  Hides,  and  Pelts, 
23  I.  C.  C.  151,  16S-169  (1912)  ;  Brunswicke-Balke-Collender  Co.  v. 
Chicago  Great  Western  R.  R.  Co.  Director  General  et  al.,  56  I.  C.  C.  340 
(1920)  ;  Interstate  Cottonseed  Crushers'  Assoc,  v.  Director  General,  Ala- 
hama  d  Vicksburg  Ry.  Co.  et  al..  61  I.  C.  C.  1   (1021). 

*  Puinc  nro.1.  iC-  Co.  v.  Lehigh  Talley  R.  R.  Co.,  7  I.  C.  C.  218  (1S97)  ; 
Carstens  Packing  Co.  v.  Oregon  Short  Line  R.  R.  Co.,  17  I.  C.  C.  324,  328 
(1909)  ;  Anaconda  Copper  Mining  Co.  v.  Chicago  d  Erie  R.  R.  Co.,  19 
I.  C.  C.  502,  506  (1910)  ;  Woodward  Bennett  Co.  v.  San  Pedro,  Los 
Angeles  <t  Salt  Lake  R.  R.  Co.,  29  I.  C.  C.  664  (1914)  ;  J.  W.  Wells  Lum- 
ber Co.  V.  Chicago,  Milwaukee  <£•  St.  Paul  Ry.  Co.,  38  I.  C.  C.  464  (1916)  ; 
Miller  d  Lux,  Inc.,  V.  Southern  Pacific  Co.,  41  I.  C.  C.  617  (1916). 

^Freight  Traf/ic  Report,  vol.  II,  pp.  91-92. 

"In  the  Matter  of  The  Complaint  of  the  Michigan  Trucking  Associa- 
tion et  al.,  against  Certain  Sand  and  Oravel  Tariffs,  Orders  and  Opinions, 
Michigan  P.  U.  Com.,  1935,  p.  40G. 

'^ Molasses  from  Xew  Oilcans,  La.,  to  Peoria  and  PeMn,  III.,  235 
I.  C.  C.  485  (1930). 


decision  in  the  Molasses  case  multiple-car  rates  have 
been  established  in  a  few  other  instances.  A  multiple- 
car  rate  of  $2.00  per  ton,  minimum  2,000  tons,  applies 
on  coal  from  Fort  Smith,  Ark.,  to  St.  Louis,  Mo.  There 
is  a  rate  on  concrete  aggregates  from  Oxford,  Mich.,  to 
Detroit,  subject  to  a  minimum  of  25  carloads;  and  a  rate 
on  concentrated  bauxite  ore  from  Mobile,  Ala.,  to  Van- 
couver, AVash.,  subject  to  a  minimum  of  1,800  tons.' 
The  Commission  has,  in  one  case,  refused  to  require  the 
establishment  of  trainload  rates." 

Graduated  qiuintity  rates. — Although  railroads  have 
long  maintained  different  rates  on  carloads  and  on  less- 
than-carloads,  there  has  not  been,  until  recently,  any 
attempt  to  provide  rates  graduated  according  to  the 
size  of  less-than-carload  shipments.  The  shipper, 
therefore,  has  been  compelled  to  pay  the  comparatively 
high  less-than-carload  rate  on  shipments  of  considerable 
size  (although  constituting  less  than  a  carload)  or  else 
pay  the  carload  rate  on  the  minimum  carload  weight.^" 
To  meet  the  competition  of  motor  carriers  the  railroads 
have  begun  to  establish  rates  of  this  nature.  This  fea- 
ture is  often  found  in  the  all-freight  or  all-commodity 
rates."  In  Rates  ietween  Arizona.^  California.,  New 
Mexico,  and  Texas,  the  railroads  and  motor  carriers  put 
into  effect  a  system  of  class  rates  in  which  the  basic  rates 
ai^plied  on  shipments  of  less  than  5,000  pounds.'^  On 
shipments  weighing  from  5,000  to  10,000  pounds  the 
rates  were  10  cents  lower,  and  on  shipments  weighing 
10,000  pounds  or  more  the  rates  were  20  cents  lower 
than  the  basic  rates.  The  reduction  of  10  cents  and  20 
cents  for  the  larger-sized  shipments  were  made  on  the 
theory  that  there  was  a  saving  of  approximately  these 
amounts,  on  the  part  of  the  motor  carriers  at  least,  in 
handling  the  larger  quantities.  In  the  Freight  For- 
ivardlng  Investigation  the  Commission  suggested  that 
it  might  be  well  for  the  railroads  to  inaugurate  a  more 
efficient  service  for  less-than-carload  traffic  which  would 
be  handled  under  a  basis  of  "graduated  quantity'  rates" 
or  volume  rates.  ^-^ 

More  recently  the  Santa  Fe  and  other  railroads  put 
into  effect  a  system  of  graduated  less-than-carload  class 
rates  between  certain  points  in  the  Southwest." 

Graduated  quantity  rates  represent  an  attempt  to 
meet  competition  of  trucking  concerns  which  have  quite 
generally  adopted  this  scheme  of  rate  making.  They 
may  also  be  effective  in  meeting  the  competition  of 


«243  I.  C.  C.  5-89,  546  (1941). 

"Petroleum  Rail  Shippers'  Assn.  v.  Alton  d  Southern  R.  R.  Co.,  243 
I.  C.  C.  589  (1941). 

'"  See  p.  01,  supra. 

"  See  Commodities  between  St.  Louis  District  and  Missouri,  234 
I.  C.  C.  425  (1939). 

"3  M.  C.  C.  505  (1937). 

"220  I.  C.  C.   201.  301    (1038). 

"  Commodities  betieeen  El  Paso,  Tcx.;  Colorado  ;  and  New  Mexico,  237 
I.  C.  C.  113  (1940). 
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freight  forwarders  since  they  tend  to  reduce  the  spread 
between  less-than-carload  and  carload  rates  on  which 
freight  forwarders  thrive. 

Quantity  rates  and  multiple-car  rates  represent  an 
adjustment  in  rates  to  meet  new  competitive  situations 
and  should  be  of  some  help  to  the  railroads  in  recoup- 
ing traffic  lost  to  other  transportation  agencies.  They 
should  be  encouraged  if  properly  policed  to  prevent 
unjust  discriminations. 

Control  of  Competition — 
The  Minimum-Rate  Power 

The  intensification  of  competition  in  transport  result- 
ing from  the  rise  of  motor-vehicle  transportation  and 
from  the  increasing  importance  of  water  transportation 
and  pipe  lines  has  brought  about  increased  resort  to 
minimum  rate  regulation  as  a  means  of  controlling  com- 
petition. The  use  of  this  power  to  interfere  with  the 
processes  of  free  competition  has  been  viewed  with  dis- 
trust by  many  persons  who  have  feared  that  it  would 
result  in  an  effort  to  "cartelize"  the  transport  industry. 
The  minimum-rate  power  is  a  power  that  might  easily 
be  abused  or  unwisely  exercised.  For  this  reason  it 
may  not  be  out  of  place  to  review  the  policies  of  regu- 
latory authorities  in  the  exercise  of  this  power. 

Minhrvwm-rate  regulation — Railroads.- — -The  Inter- 
state Commerce  Commission  has  had  power  to  prescribe 
minimum  reasonable  rates  for  railroads  since  1920. 
There  was  little  controversy  over  the  wisdom  of  grant- 
ing this  power  to  the  Commission.  The  tendency  for 
railroad  competition  to  become  "ruinous"  or  "cutthroat" 
in  nature  had  long  been  recognized.  It  was  forcefully 
demonstrated  by  President  Hadley,  of  Yale  University, 
prior  to  the  enactment  of  the  Act  to  Regulate  Com- 
merce.^° 

The  Commission  may  exercise  its  minimum-rate 
power  as  a  result  of  complaints  brought  before  it  that 
some  rate  is  unreasonably  low,  but  more  often  it  is 
exercised  as  a  result  of  a  suspension  proceeding,  that  is, 
a  case  in  which  rates  proposed  by  railroads  have  been 
suspended  pending  an  investigation  of  their  lawfulness. 
If  the  iDroposed  rates  represent  reductions  they  are  often 
opposed  by  rival  carriers  or  by  parties  which  would  be 
adversely  affected  by  the  resulting  change  in  rate  rela- 
tionships. In  classifying  the  circumstances  under 
which  the  Commission  will  prescribe  minimum  rates  or 
find  proposed  reductions  not  justified,  and  in  citing 
illustrative  cases,  it  should  be  recognized  that  frequently 
two  or  more  circumstances  combine  to  justify  the  exer- 
cise of  the  minimum-rate  power. 

Generally  speaking,  the  Connnission  has  exercised 
its  power  to  limit  or  restrict  rate  reductions  with  cau- 


tion. As  early  as  1922  the  Commission  said :  "We  be- 
lieve *  *  *  that  this  power  should  be  sparingly 
exercised  and  only  in  cases  where  it  clearly  appears  that 
its  exercise  is  necessary  in  order  that  substantial  public 
injury  may  be  avoided."^"  Similar  statements  have 
been  made  by  the  Commission  many  times  since." 

An  examination  of  a  substantial  number  of  cases  in 
which  the  Commission  has  interfered  with  rate  reduc- 
tions reveals  the  following  situations  which  will  call 
forth  the  exercise  of  the  minimum-rate  power  or  will 
cause  the  Commission  to  disapprove  reductions  proposed 
by  the  railroads : 

1.  The  Commission  will  interfere  to  prevent  noncom- 
pensatory rates  or  rates  which  are  barely  compensatory. 
The  term  "compensatory"  although  not  precisely  defined 
carries  some  of  the  meaning,  at  least,  associated  with  the 
term  "reasonably  compensatory"  found  in  section  4  of 
the  act  (the  long-and-short-haul  clause)  and  defined  by 
the  Commission  in  Transcontvie^ital  Cases  of  1922}^ 
Rates  are  not  compensatory  unless  they  cover,  and  more 
than  cover,  the  out-of-pocket  expenses  of  providing  the 
service  in  question.  This  means,  of  course,  that  they  may 
be  compensatory  even  thougli  considerably  below  "rea- 
sonable" or  normal  rates  on  the  article  in  question.  The 
Commission  does  not  hesitate  to  condemn  rates  which 
are  so  low  as  to  be  noncompensatory,  or  barely  compen- 
satory.^" Even  in  these  cases,  however,  the  Commis- 
sion is  inclined  to  resolve  in  the  carrier's  favor  any  doubts 
as  to  the  compensatory  character  of  the  rates.^ 

2.  Although  the  Commission  will  condemn  noncom- 
pensatory rates  as  too  low  it  will  sometimes  find  rates 
"unreasonably  low"  when  they  are  compensatory  in  the 
sense  that  they  cover  direct  or  out-of-pocket  costs,  but 
are  nevertheless  low  in  comparison  with  rates  on  similar 
traffic,  or  yield  less  revenue  than  seems  appropriate.^^ 
Other  circumstances  which  also  justify  interference  with 
the  proposed  rates  are  usually  found  in  cases  of  this 
type.  This  standard  of  reasonableness  suggests  that  the 
adequacy  of  the  rates  is  to  be  determined  by  the  process 
of  comparing  them  with  other  rates  on  similar  traffic — 
the  usual  procedure  when  maximum  reasonable  rates  are 
to  be  determined.    In  Salt  Cases  of  1923  the  Commission 


"See  .\.  T.  Hadley — Railiond  Transportation  (1885). 


i' Sugar  Cases  of  r9i2,  SI  T.  C.  C.  448,  472   (1023). 

"  E.  g.,  Ex-Lake  Iron  Ore  from  Chicago  to  Granite  City,  III.,  123 
I.  C.  C.  503,  504  (1927)  ;  H.  Moffat  Co.  v.  Southern  Pacific  Co.,  195 
I.  C.  C.  198,  202  (1933)  ;  .inchor  Storage  Co.  v.  Alton  R.  R.  Co.,  211 
I.  C.  C.  307,  309  (1935)  ;  Inland  Empire  Paper  Co.  v.  Great  Northern 
Ry.  Co..  219  I.  C.  C.  501,  510   (193G). 

1^74  I.   C.  C.  48,  71    (1922).      . 

"  Cocoanut  Oil  from  Pacifio  Coast  to  East-hound  Transcontinental 
Destinations,  167  I.  C.  C.  599  (1930)  ;  Ex-Lake  Grain  to  North  Atlantic 
Forts,  235  I.  C.  C.  415  (1939). 

="See  Bunker  Coal  from  Alabama  Mines  to  Gulf  Ports,  227  I.  C.  C. 
485  (1938),  and  Barium,  St.  Louis  to  Eastern  Points,  209  I.  C.  C.  140, 
144  (1935). 

^  See  Cotton  Piece  Goods  in  The  South,  234  I.  C.  C.  525  (1938)  ;  So.s7i 
and  Doors  from  Pacific  Coast  to  Neir  York,  N.  Y.,  81  I.  C.  C.  279  (1923)  ; 
Lehigh  Stone  Co.  v.  Baltimore  rf  Ohio  R.  R.  Co.,  222  I.  C.  C.  281  (1937). 
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asserted  that  it  could  use  tests  of  the  same  character  as 
are  used  in  determining  maximum  reasonable  rates.^^ 
This  means  that  rate  comparisons,  and  comparisons  of 
earnings  per  car,  per  car-mile,  and  per  ton-mile  are  per- 
tinent. It  should  not  be  inferred,  however,  that  mini- 
mum reasonable  rates  and  maximum  reasonable  rates  are 
the  same  thing.  The  Supreme  Court  of  the  United 
States  has  said  that  there  is  a  "zone  of  reasonableness" 
between  maxima  and  minima  "within  which  a  carrier  is 
ordinarily  free  to  adjust  its  charges  for  itself."  ^^  The 
Commission,  in  thousands  of  cases,  has  permitted  the 
railroads  to  maintain  low  rates  to  meet  competition. 

3.  Minimum  rates  may  be  prescribed,  or  rate  reduc- 
tions disapproved,  even  though  the  rates  themselves  are 
not  below  a  reasonable  minimum,  if  they  result  in  the 
creation  of  undue  prefei'ence  and  prejudice  or  unjust 
discrimination.  Cases  are  very  numerous  in  wliich  pro- 
posed reduced  rates  have  been  condemned  for  this 
reason.-^ 

4.  Closely  allied  with  the  above  are  cases  which  arise 
under  section  13  of  the  Interstate  Commerce  Act,  i.  e., 
cases  which  involved  a  level  of  intrastate  rates  so  much 
below  interstate  rates  as  to  create  unjust  discrimination 
against  interstate  commerce.^^ 

5.  IMinimum  rates  are  frequently  prescribed,  or 
proposed  reductions  are  disapproved,  when  collateral 
losses  of  revenue  to  the  carriers  proposing  the  rates  seem 
likely  to  offset  revenue  from  new  traffic  to  be  obtained 
by  the  reduced  rates.  This  frequently  happens  when 
reductions  are  proposed  for  competitive  reasons,  even 
though  a  considerable  volume  of  traffic  moves  by  the 
carrier  in  question  at  the  higher  rates.  Cases  are  not 
difficult  to  find  in  which  rate  reductions  have  been  pre- 
vented because  of  the  collateral  losses.^"  The  Commis- 
sion recognizes,  however,  that  the  question  of  whether 
a  reduction  in  rates  on  particular  items  of  traffic  will 
increase  or  reduce  revenues  cannot  be  determined  with 
certainty.  Since  the  question  is  one  which  is  primarily 
within  the  province  of  management,  the  Commission  is 
not  likely  to  interfere  on  tlie  grounds  that  the  revenue 
results  are  uncertain." 


^=92  I.  C.  C.  388,  410  (1924). 

=3  United  States  v.  Chicago,  Milwaukee,  St.  Paul  &  Pacific  R.  R.  Co., 
294  U.  S.  499.  506  (1935). 

^E.  g.,  Arkansas  Jobbers  d  Manufacturers  Assoc,  v.  Director  General, 
Chicago,  Rock  Island  d  Pacific  Ry.  Co.  et  al.,  59  I.  C.  C.  662  (1920)  ; 
CoUee,  Roasted,  in  the  Southeast,  225  I.  C.  C.  271  (1937)  ;  Lnimber  from 
Decatur,  Ala.,  to  Gulf  Ports,  226  I.  C.  C.  164  (1938)  ;  Heating  Apparatus 
between  'Western  Trunk  Line  Points,  232  I.  C.  C.  641  (1939)  ;  Whiskey 
from  Frankfort,  Ky.,  to  Lawrenceburg,  Ind.,  241  I.  C.  C.  465  (1940). 

^  E.  g..  Intrastate  Rates  on  Bituminous  Coal  beticeen  Points  in  Illi- 
nois, 182  I.  C.  C.  537  (1932)  ;  Southwark  Mfg.  Co.  v.  Pennsylvania- 
Rending  Seashore  Lines,  231  I.  C.  C.  755  (1939)  ;  Class  Rates  within 
the  State  of  Ga.,  209  I.  C.  C.  586  (1935). 

="  See  Trunk  Line  and  Ex-Lake  Iron  Ore  Rates,  G9  I.  C.  C.  589,  610 
(1922)  ;  All  Freight  between  Portland  and  Seattle,  238  I.  C.  C.  729 
(1940). 

"Lumber  from  Pacific  Coast  to  Eastern  Points,  210  I.  C.  C.  317,  346 
(1935). 


6.  The  Commission  will  condemn  rates  which  are 
reduced  to  meet  competition  if  they  are  lower  than 
necessary  to  meet  the  competition  encountered.  Cases 
are  very  numerous  in  which  minimum  rates  have  been 
prescribed,  or  reductions  denied,  because  proposed  rates 
were  lower  than  necessary  to  meet  competition.^^  In 
cases  of  this  type  doubts  as  to  whether  the  proposed 
rates  are  lower  than  necessary  to  meet  competition  may 
be  resolved  in  favor  of  the  carrier  proposing  the  rates,^' 

7.  Lastly,  the  Commission  sometimes  exercises  the 
minimum-rate  power  to  prevent  rate  wars,  or  what 
amounts  to  nearly  the  same  thing,  to  prevent  the  dis- 
ruption of  an  established  rate  structure  which  is  deemed 
to  be  reasonable.  This  is  done  in  order  to  prevent  the 
loss  of  revenues  which  would  result  when  a  chain  of 
reductions  is  started.  The  Commission  early  asserted 
that  its  power  over  minimum  rates  might  be  exercised 
for  this  purpose.^"  This  interpretation  of  the  Act  has 
been  approved  by  the  courts,  which  have  recognized  the 
close  connection  between  the  minimum-rate  power  and 
the  Commission's  obligation  under  section  15a  of  the 
act  to  maintain  a  rate  level,  so  far  as  possible,  that  is 
adequate  to  support  the  railroad  system.^^  The  cases 
are  numerous  in  which  the  Commission  has  interfered 
with  rate  reductions  or  prescribed  minimum  rates  for 
the  purposes  of  preventing  the  break-down  of  a  rate 
structure  deemed  to  be  reasonable.^^ 

The  decision  of  the  Supreme  Court  of  the  United 
States  in  1935  in  United  States  v.  Chicago,  Milwaukee, 
St.  Paul  <&  Pacific  R.  R.  Co.  forced  a  critical  reexamina- 
tion and  reconsideration  of  the  Conunission's  use  of  the 
minimum-rate  power  to  protect  an  existing  rate  struc- 
ture. An  order  of  the  Commission  was  set  aside  in 
which  the  Commission  had  refused  to  authorize  certain 
reductions  in  rates  on  coal  on  the  grounds  that  they 
would  disrupt  the  rate  structure.  The  Court  held  that 
"such  a  disruption  without  more  is  no  sufficient  reason 


=*  Gasoline  from  San  Francisco  Bay  Points  to  Ogden,  Utah,  198  I.  C.  C. 
683,  699  (1934)  ;  Coal  from  Illinois  to  Keokuk,  Iowa,  210  I.  C.  C.  395, 
400  (1935)  ;  Coal  from  Smithfield,  Ohio,  to  the  Ohio  River,  209  I.  C.  C. 
399,  408  (1935)  ;  Lehigh  Stone  Co.  v.  Baltimore  <t  Ohio  R.  R.  Co.,  222 
I.  C.  C.  2S1,  283  (1937)  ;  Petroleum  between  Washington.  Oregon,  Idaho, 
and  Montana,  234  I.  C.  C.  609  (1939)  ;  Sugar  from  Port  Wentworth,  Ga., 
to  Tampa,  Fla.,  241  I.  C.  C.  667  (1910). 

=»  See  Malt  Liquors  from  New  Orleans  to  Texas  Points,  277  I.  C.  C.  439. 
447  (1938). 

'"  See  Trunk-Line  and  Ex-Lake  Iron  Ore  Rates,  69  I.  C.  C.  589,  611 
(1922). 

»See  Anchor  Coal  Co.  v.  United  States,  25  F.  (2d)  462,  471-472 
(1928),  and  especi.illy  Jefferson  Island  Salt  Mining  Co.  v.  United  States, 
6  F.  (2d)  315,  317-318  (1925). 

^Salt  Cases  of  BJS,  92  I.  C.  C.  .388.  412  (1924)  ;  Grain  and  Grain 
Products  from  Kansas  and  Missouri  to  Gulf  Ports,  115  I.  C.  C.  153,  164 
(1926)  :  Cement  in  Carloads  from  Linicood,  Iowa,  to  Points  in  Illinois, 
140  I.  C.  C.  579,  682  (1928)  ;  Coo!  Bituminous  Fx-Riier,  from  Colona 
and  Conway,  Pa.,  to  Youngstoion,  Ohio.  197  I.  C.  C.  617,  634  (1933)  ; 
Coal  from  Kansas  and  Missouri  to  Missouri  via  M.-K.-T.  R.  R.  Co.,  198 
I.  C.  C.  535  (1934)  ;  Intrastate  Rates  on  Bituminous  Coal  between  Points 
in  Illinois,  206  I.  C.  C.  120,  124  (1934)  ;  Shoes  from  Jacksonville,  Fla., 
to  Quitman,  Ga.,  225  I.  C.  C.  732,  734  (1938)  :  Export  Grain,  C.  P.  A. 
Territory  to  North  Atlantic  Ports,  235  I.  C.  C.  655,  672  (1940). 
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for  prohibiting  a  change."  ^^  There  is  an  implication  in 
the  opinion,  however,  that  a  disruption  of  the  rate  struc- 
ture whicli  was  clearly  shown  to  impair  revenues  of  tlie 
carriers  coukl  properly  be  stopped  by  the  Commission, 
and  the  opinion  also  makes  it  clear  that  when  an  existing 
rate  structure  has  been  specifically  found  just  and  reason- 
able the  minimum-rate  power  may  be  exercised  to  pre- 
vent its  disruption.  A  few  weeks  after  the  above  de- 
cision was  handed  down  the  Court  upheld  another  order 
of  the  Commission  in  Avhich  minimum  rates  had  been 
prescribed  to  preserve  the  rate  structure."*  The  Court 
distinguished  the  case  from  the  earlier  one  by  pointing 
out  that  in  the  Milwaukee  case  the  existing  rate  struc- 
ture had  not  been  specifically  found  just  and  reasonable, 
while  in  the  Youngstown  case  the  threatened  rate  struc- 
ture liad  been  approved. 

It  should  be  noted  that  the  Commission  will  not  exer- 
cise this  power  for  the  purpose  of  .settling  disputes  be- 
tween competing  shippers  over  their  markets  when  no 
undue  preference  or  prejudice  under  section  3  exists. 
In  Sugar  Cases  of  1922  the  Commission  said :  "We  are 
really  being  asked  *  *  *  to  fix  such  rates  for  the 
purpose  of  giving  each  refining  point  what  we  may  deem 
to  be  its  'fair  share'  of  the  sugar  business  in  the  destina- 
tion territory  under  consideration,  a  purpose  which  con- 
sidered alone  rather  than  as  a  mere  incident  of  other  pur- 
poses, clearly  does  not  justify  the  use  of  this  power."  "^ 
A  minimum-rate  order  of  the  Commission  was  set  aside 
by  a  court  in  Anchor  Coal  Co.  v.  United  States  ^^  on  the 
grounds  that  the  Commission  had  (although  the  Com- 
mission stoutly  denied  it)  prescribed  rates  for  the  pur- 
iwse  of  dividing  markets  between  competing  producers,^' 

By  way  of  concluding  the  examination  of  the  Commis- 
sion's exercise  of  its  power  to  prevent  or  to  limit  volun- 
tary rate  reductions  by  railroads,  it  may  be  observed  that 
the  exercise  of  this  power  in  the  seven  general  classes  of 
cases  noted  above  does  not  seem  inappropriate.  Of 
course,  cases  are  bound  to  arise  in  which  the  wisdom  of 
interfering  or  not  interfering  is  problematical,  and  dif- 
ferences of  opinion  will  necessarily  appear.^*  The  Com- 
mission has,  however,  exercised  its  powers  with  restraint, 
and  it  has  not  attempted  to  freeze  the  rate  structure,  nor 
has  it  unduly  interfered  with  the  efforts  of  the  railroads 
to  make  reasonable  competitive  adjustments  in  rates. 

Minionum  rate  regulation — Motor  carriers. — The 
Motor  Carrier  Act  of  1935  gave  the  Interstate  Commerce 
Commission  the  power  to  prescribe  minimum  as  well  as 


■''204  U.  S.  499,  507  (1935). 

^  Youngstou-n  fllieet  and  Ttihe  Co.  V.  United  States,  205  U.  S.  476 
(19.35). 

s^Sl  I.  C.  C.  44S,  472  (1023). 

=«25  Fed.   (2(1)   4G2   (1928). 

"  See  .also  pp.  125-126,  infra. 

^  For  a  case  in  point  see  Lake  Cargo  Coal  from  Illinois,  Indiana,  and 
Kentucky  to  Chicago,  238  I.  C.  C.  G33  (1940). 


maximum  reasonable  rates  of  common  carriers  by  motor 
vehicle,  and  the  power  to  prescribe  miniminn  rates  of 
contract  carriers  by  motor  vehicle.  Doubts  have  been 
expressed,  from  time  to  time,  of  the  necessity  of  giving 
the  Interstate  Commerce  Commission  this  power  over 
the  rates  of  motor  carriers,  and  fear  has  been  expressed 
that  the  power  may  be  abused.  The  argument  that 
minimum  rate  regulation  was  unnecessarj'  rests  upon  the 
contention  that  the  motor-carrier  industry  is  a  naturally 
competitive  industry,  in  contradistinction  to  the  rail- 
road industry  which  is  naturally  monopolistic.  It  is 
reasoned  that  the  ease  with  which  one  may  enter  and 
leave  the  industry,  the  small  units  of  operation,  and  the 
absence  of  a  large  mass  of  constant  or  overhead  costs 
in  the  industry  should  enable  the  supply  of  facilities  to 
adjust  itself  to  the  traffic  and  prevent  either  "ruinous" 
competition,  or  excessive  rates.  Fear  that  the  power 
to  prescribe  minimum  rates  will  be  abused  is  based  on 
the  realization  that  powerful  pressures  will  be  exerted 
to  keep  motor-carrier  rates  above  a  truly  competitive 
level  in  an  effort  to  protect  high-cost  carriers  by  motor 
vehicle  and  perhaps  to  protect  railroads.  No  final  an- 
swer can  be  given  to  the  question  of  the  wisdom  or 
necessity  of  minimum  rate  regulation  from  the  limited 
experience  which  has  been  had.  Any  consideration  of 
the  question,  however,  should  be  made  in  the  light  of 
such  experience  as  is  available.  For  this  reason  an 
effort  has  been  made  to  discover  the  principles  and  poli- 
cies observed  by  the  Commission  in  prescribing  mini- 
mum rates  for  motor  carriers  to  the  extent  that  they  are 
observable  in  the  Commission's  decisions.  A  much 
more  thorough  analj'sis  is  desirable  than  it  has  been 
possible  to  undertake  in  connection  with  this  study. 

In  five  important  territorial-rate  cases  the  Commis- 
sion has  prescribed  minimum  motor-carrier  rates  over 
large  areas  to  put  a  stop  to  what  it  considered  to  be 
excessive  rate  cutting  and  ruinous  competition.^^  The 
Commission's  action  in  these  cases  was  to  establish  as 
minima,  in  most  instances,  the  rates  which  the  motor 
carriers,  through  their  "conferences"  or  "associations" 
had  agreed  upon.  Many  of  the  rates  prescribed  as 
minima,  furthermore,  were  the  same  as  the  rail  rates 
or  were  made  in  definite  relation  thereto.  This  action 
of  the  Commission  naturally  aroused  the  suspicions  of 
those  who  had  feared  that  motor-carrier  regulation 
would  deprive  the  public  of  such  low-cost  transportation 
as  the  development  of  highways  and  motor-vehicle 
transportation  had  brought  them.  It  should  be  recog- 
nized, however,  that  in  the  territorial  ca-s&s  the  Com- 


^  Middle  Atlantic  States  Motor  Carrier  Rates,  4  M.  C.  C.  6S  (1937); 
New  England  Motor  Carrier  Itatcs,  S  M.  C.  C.  2S7  (1938)  ;  Central  Ter- 
ritory Motor  Carrier  Rates,  S  M.  C.  C.  233  (193S)  ;  Trunk  Line  Territory 
Motor  Carrier  Rates,  24  M.  C.  C.  501  (1940)  ;  Midwestern  Motor  Carrier 
Rates,  27  M.  C.  C.  297   (1941). 
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mission  was  confronted  with  situations  which  it  consid- 
ered of  an  emergency  nature  requiring  prompt  action. 
The  Commission  felt  that  action  could  not  wait  for  a 
careful  examination  of  particular  rates,  or  a  careful 
analysis  of  motor-carrier  costs.  In  the  Middle  Atlantic 
case  the  Commission  said:  "The  record  shows  plainly 
that  the  motor  carriers  here  concerned  found  them- 
selves in  a  competitive  struggle  which  was  undermining 
their  rates  and  depleting  their  revenues  at  a  time  when 
costs  of  operation  were  rising  rapidly.  Their  reserves, 
to  the  extent  that  they  had  any,  were  nearing  exhaustion 
and  financial  ruin  loomed  ahead."  *"  Through  coopera- 
tive action  some  agreement  had  been  reached  within  the 
industry  but  in  order  to  bring  all  carriers  into  line  and 
to  prevent  demoralization  of  the  rates  the  exercise  of  the 
minimum-rate  power  seemed  necessary  to  the  Commis- 
sion. This  put  a  bottom  under  the  rates,  and  provided 
a  basis  from  which  to  begin  the  process  of  working  out 
a  sound  motor-carrier  rate  structure. 

In  the  Central  Territory  case  the  Commission  found 
the  gross  revenues  of  the  respondent  motor  carriers  to 
be  inadequate.  In  some  instances  they  were  baiely  equal 
to  operating  expenses,  but  in  most  instances  they  were 
considerably  less.  The  Commission  summed  up  the 
situation  by  saying:  "The  evidence  of  respondents, 
members  of  the  Bureau  (the  Central  States  Motor 
Freight  Bureau)  reveals  that  the  motor-carrier  industry 
in  this  territory  is  in  a  demoralized  condition,  due  prin- 
cipally to  conflicting  rates  and  practices,  the  lack  of 
unity  of  action  among  respondents,  and  continuing  rate 
wars."  ^^  The  Commission  was  convinced  that  a 
minimum-rate  order  was  essential  in  order  to  eliminate 
unfair  and  destructive  competition  and  to  provide  for 
adequate  and  dependable  service.  A  somewhat  similar 
situation  existed  in  New  England.^-  In  the  Truck  Line 
Territory  case  the  Commission  prescribed  minimum 
rates  for  the  same  reason,  but  the  emergency  nature  of 
the  situation  was  not  as  clear,  and  Commissioner  Joseph 
B.  Eastman  was  not  convinced  that  a  minimum  rate 
order  was  necessary.^^  The  demoralized  condition  of 
the  motor-carrier  industry  due  to  rate  wars  was  noted 
again  in  the  INIidwestern  case,  and  the  Commission 
pointed  out  that  if  further  rate  cutting  was  indulged  in 
the  operations  of  the  motor  carriers  as  a  whole  would 
be  conducted  at  a  loss. 

In  all  of  these  cases  the  Commission  disclaimed  any 
intention  of  freezing  the  rates  at  the  level  prescribed, 
and  in  fact  the  Commission  has  by  numerous  supple- 
mental orders  in  the  above  cases  modified  the  original 


"  4  M.  C.  C.  68,  77. 
"8  M.  C.  C.  233,  253. 

"8  M.  C.  C.  287,  319-:i20,     See  also  A'eic  England  Territory  Commod- 
ity Rates,  8  M.  C.  C.  387  (1938). 
"  See  24  M.  C.  C.  501,  625-631  (1940). 


minima  in  hundreds  of  instances.  In  the  Midwestern 
case  the  Commission  said:  "Once  a  floor  has  been  laid 
under  the  existing  rate  structure,  respondents  state  that 
they  will  proceed  to  ascertain  costs  and  develop  a  sym- 
metrical rate  structure  based  as  far  as  possible  on  cost 
factors.  Respondents  will  be  expected  to  act  promptly 
in  this  respect."  ■"  Neither  the  wholesale  prescription 
of  minimum  rates  in  these  cases,  nor  the  manner  in 
which  they  were  fixed,  could  be  justified  in  the  absence 
of  a  critical  situation  in  the  industry  which  required 
emergency  action. 

Proposals  to  modify  motor-carrier  rates  on  particular 
commodities  or  between  particular  points,  if  the  ex 
parte  investigations  of  large  scope  are  excluded,  come 
before  the  Commission  in  three  ways.  There  are  com- 
plaints that  existing  rates  are  unreasonable,  usually  that 
they  ai'e  unreasonably  low;  there  are  suspension  cases, 
which  represent  changes,  usually  reductions,  proposed 
by  the  motor  cai'riers  and  protested  by  competing  motor 
carriers  or  railroads ;  and  there  are  petitions  to  modifj' 
minimum-rate  orders  previously  made,  usually  in  the 
territorial  investigations  referred  to  above. 

In  these  three  types  of  cases  an  opportunity  is  afforded 
the  Commission  to  gi'\-e  more  attention  to  particular 
rates  than  in  the  territorial  cases,  where  the  need  for 
quick  action  made  it  impossible  to  examine  each  indi- 
vidual rate.  But  even  in  these  cases  the  Commission  is 
breaking  new  ground,  and  its  policies  are  not  firmly 
established  on  many  issues.  The  decisions  may  show  a 
degree  of  inconsistency  which  often  accompanies  the 
development  of  policy  through  the  decision  of  specific 
cases. 

Some  of  the  inconsistency  in  the  decisions  has  resulted 
from  changes  in  the  view  which  has  prevailed  within  the 
Commission  on  the  matter  of  burden  of  proof  in  suspen- 
sion proceedings.  Nothing  was  said  in  the  original 
Motor  CaiTier  Act  concerning  burden  of  proof  in  rate- 
suspension  cases.  In  the  early  cases,  however.  Division  5 
of  the  Commission  took  the  view  that  failure  of  a  carrier 
to  justify  proposed  reductions  by  showing  that  they  were 
compensatory  in  character  and  consistent  with  its  costs 
of  operation  was  sufficient  to  warrant  denial  of  the 
reductions.^^  Amendments  to  the  Motor  Carrier  Act  in 
1938  placed  upon  the  carrier  in  a  suspension  proceeding 
the  burden  of  justifying  a  proposed  increase  in  rates. 
No  mention  was  made  of  the  burden  of  proof  if  reduc- 
tions in  rates  were  proposed.  In  C onwJ Id ated  Freight 
Co.  Commodities  from  Flint,  Mich.,  a  majority  of  the 
Commission  took  the  position  that  the  buixlen  of 
proof  was  not  upon  a  carrier  to  show  that  a  reduced  rate 


"27  M.  C.  C.  297  (1941). 

'■•See  Kutcs  ovi-r  Carpet  City  TrucUinfi,  i  M.  C.  C.  589   (1038).  and 
Confectionery  and  Shoes  over  Reliable  Transfer,  11  M.  C.  C.  71  (1939). 
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was  just  and  reasonable.  Keferring  to  the  pertinent 
provisions  of  the  Motor  Carrier  Act  the  Commission 
said :  "We  are  unable  to  read  into  those  provisions  any 
requirement  for  a  carrier  affirmatively  to  show  in  an 
investigation  and  suspension  proceeding  in  the  first 
instance  that  a  proposed  reduced  rate  is  just  and  reason- 
able, or  any  authority  for  us  to  find  a  proposed  reduced 
rate  to  be  unlawful  merely  because  the  respondent  has 
not  borne  a  supposed  burden  of  justification."  *''  The 
Commission  further  said:  "Before  we  may  enter  an 
order  requiring  the  cancelation  of  a  proposed  reduced 
rate  we  must  be  able  to  find  definitely  upon  the  record 
before  us  that  the  proposed  rate  is  unreasonable,  un- 
justly discriminatory,  unduly  prejudicial,  or  otherwise 
in  violation  of  the  act."  *'  Following  this  decision  re- 
ductions in  motor-carrier  rates  were  approved  without 
proof  that  they  were  compensatory."  The  situation 
has  again  changed,  however,  since  the  Transportation 
Act  of  1940  has  definitely  placed  the  burden  of  justify- 
ing a  reduction  as  well  as  an  increase,  in  rates  ui^on  the 
respondent  in  a  suspension  proceeding. 

Tlie  most  common  reason  for  interfering  with  rate 
reductions  is  the  unremunerative  character  of  the  rate. 
The  minimum-rate  power  is  frequently  exercised  to  pre- 
vent tlie  establishment  of  a  rate  which  would  be  "below 
a  reasonable  minimum"  or  noncompensatory.  Just  what 
constitutes  compensatory  or  noncompensatory  is  not 
clearly  defined. 

Perhaps  the  most  common  situation  which  leads  to  the 
condemnation  of  a  rate  as  below  a  reasonable  minimum 
is  one  which  can  be  justified  only  on  an  out-of-pocket- 
cost  or  added-traffic  theory.  The  leading  case  on  this 
pomt  is  Refrigerator  Material  from  Memphis,  Term.,  to 
Dayton,  Ohio.*^  This  case  is  often  cited  by  the  Commis- 
sion, and  the  principle  has  been  followed  in  numerous 
other  cases™  A  possible  exception  to  the  rule  laid 
down  was  noted.  This  was  when  the  motor  carrier  was 
attempting  to  meet  the  competition  of  a  railroad  which 
maintained  rates  on  an  out-of-pocket-cost  basis.  "It 
must  frankly  be  recognized,"  said  the  Commission,  "that 
if  the  railroads  are  hereafter  to  be  allowed  to  apply  this 
theory  in  competing  with  the  trucks,  the  latter  must 
fairly  be  allowed  equal  leeway."  ^'^  Such  a  situation 
arose  in  Stoves  from  Alabama  and  Temiessee  to  Inter- 
state Points.^  Here  very  low  motor-carrier  rates  were 
authorized  to  meet  the  competition  of  railroads  because 
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the  railroad  rates  were  constructed  on  an  out-of-pocket- 
cost  basis.  Commissioner  W.  M.  W.  Splawn,  in  a  dis- 
senting opinion  in  another  case,  has  questioned  the 
soundness  of  this  policy.  "That  other  carriers  may 
maintain  rates  which  are  unreasonably  low  when  meas- 
ured by  the  accepted  standards  of  rate  making,  in  my 
opinion,  certainly  affords  no  ground  for  a  finding  that 
rates  equally  low  are  not  unreasonable  because  neces- 
sary to  meet  competition  of  the  carriers  maintaining 
the  depressed  level  of  rates."  ^^ 

One  situation  in  which  out-of-pocket  cost  rates  can 
be  most  easily  justified  on  economic  grounds  occurs  when 
traffic  moves  predominantly  in  one  direction  and  in- 
volves a  return  naovement  of  empty  vehicles.  Low  rates 
on  the  back  haul  are  commonly  deemed  desirable  for  the 
purpose  of  obtaining  some  revenue  from  the  back  haul. 
The  Commission,  however,  is  not  inclined  to  permit  out- 
of-pocket  cost  rates  even  in  this  situation.  In  fact,  the 
Refrigerator  Material  case,  which  established  that  rates 
would  not  be  approved  when  they  could  be  justified  only 
on  the  out-of-pocket  cost  theory,  was  a  case  in  which  the 
low  rates  were  proposed  by  the  carrier  in  order  to  obtain 
revenue  on  back  hauls.  In  numerous  cases  the  Commis- 
sion has  refused  to  permit  departure  from  the  Refriger- 
ator Material  case  principle  in  back-haul  situations.  ^* 
At  first  thought  this  position  of  the  Comnaission  seems 
inconsistent  with  its  position  in  railroad  cases  where  the 
propriety  of  lower  rates  in  the  direction  of  empty-car 
movement  has  long  been  recognized. ^^  The  reasoning  of 
tlie  Commission  in  the  motor-carrier  cases  was  revealed 
in  the  Refrigerator  Material  case  where  the  commission 
said :  "An  unbalanced  condition  of  truck  traffic,  because 
of  the  greater  number  of  operators  (as  compared  with 
railroads)  is  apt  to  be  somewhat  of  an  individual  mat- 
ter. That  is  to  say,  the  traffic  of  one  truck  operator  may 
preponderate  in  one  direction,  whereas  that  of  a  com- 
peting operator  may  preponderate  in  the  other.  As  be- 
tween operators,  therefore,  the  application  of  the  'out- 
of-pocket'  cost  method  of  making  rates  might  well  result 
in  a  break-down  of  the  rates  in  both  directions."  ^^  The 
same  reasoning  has  been  repeated  in  other  cases. ^' 
Whether  the  Commission  would  take  a  different  position 
if  the  one-way  movement  of  traffic  was  general  in  char- 
acter has  not  been  made  clear.    Perhaps  the  most  sym- 


«21  M.  C.  C.  329,  331   (1940). 

"  Ihm.,  p.  332. 

"  E.  g.,  Manufactured  Iron  and  Steel  Articles,  Illinoi-i,  Indiana,  loica, 
Pennsylvania,  21  M.  C.  C.  569  (1940). 

«4  M.  C.  C.  187  (1938). 

**  E.  g.,  Q-rain  Products  from  Lincoln,  Ncbr.,  to  Illinois,  loica.  and 
Minnesota,  22  M.  C.  C.  409  (1940)  ;  Sugar  from  Colorado  to  Kansas 
and  Missouri,  18  M.  C.  C.  248  (1939). 

"4  M.  C.  C.  187,  190  (1938). 

«M  M.  C.  C.  641   (1938). 


«  Wooden  Chairs  from  Fort  Smith,  Ark.,  to  St.  Louis,  Mo.,  24  M.  C.  C. 
447,  450  (1940). 

"D  d-  H  Motor  Freight  Commodities  in  N.  J.,  N.  V.,  and  Pa.,  22 
M.  C.  C.  389  (1940)  ;  Paper  Hoxes  from  Lawrence,  Kans.,  to  Iowa 
Points,  24  M.  C.  C.  63  (1940)  ;  Mid-Western  Motor  Freight  Tariff 
Bureau,  Inc.,  v.  Frank  Eichhol::,  4  M.  C.  C.  755,  708  (1938)  ;  Sugar 
from  Colorado  to  Kansas  and  Missouri,  18  M.  C.  C.  248  (1939). 

»E.  g.,  Weil  V.  Pennsijlvania  R.  R.  Co.,  11  I.  C.  C.  627.  6.'!0  (1906). 

<'<' Refrigerator  Material  from  Memphis,  Tenn.,  to  Dayton,  Ohio,  4 
M.  C.  C.  187,  189  (1938). 

<!'  See  Iron  and  Steel  Articles  over  T.  C.  Beffelfingcr  Estate,  9  M.  C.  C. 
611,  612-613  (1938). 
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pathetic  statement  made  by  the  Commission  toward  low 
rates  in  the  direction  of  empty-truck  movement  was 
made  in  a  recent  case  where  the  Commission  said :  "We 
are  not  unmindful  of  the  lawfuhiess  and  desirability  of 
the  efforts  of  the  managers  of  common  carriers  to  secure 
traffic  to  furnish  lading  for  transportation  units  which 
would  otherwise  move  empty.  Such  efforts  necessarily 
tend  toward  the  goal  of  transportation  service  to  the 
public  at  the  lowest  cost  consistent  with  the  furnishing 
of  such  service.  The  result  of  finding  remunerative 
back-haul  traffic  might  well  be  the  means  for  removing 
from  the  going  heavy  volume  of  traffic  the  burden  of  the 
cost  of  empty  return  movement  and  for  bringing  about 
true  economy  in  operation."  ^^  In  this  case,  however,  the 
rates  proposed  were  less  than  half  the  lowest  rates  pre- 
viously maintained,  and  the  Commission  would  not 
approve  of  them. 

In  determining  the  adequacy  of  proposed  rates,  the 
Commission  relates  them,  if  possible,  to  cost  of  service. 
The  statement  of  the  Commission  that  rates  cannot  be 
approved  when  they  can  only  be  justified  on  the  out-of- 
pocket-cost  basis  implies  that  to  be  compensatory  the 
rates  should  be  related  to  the  full  allocated  cost  of  serv- 
ice or  to  average  costs.  The  Commission  often  con- 
demns rates  as  below  "cost"  when  the  earnings  per 
truck-mile  under  the  proposed  rates  are  below  the  car- 
rier's costs  per  truck-mile.^"  Sometimes  the  cost  figures 
relate  to  the  specific  traffic  in  question,  but  in  some  cases 
the  costs  are  the  average  costs  per  truck-mile  of  the 
carrier  or  carriers  proposing  the  reduced  rates.  The 
weight  which  may  be  altached  to  average  costs  of  the 
carrier  or  carriers  involved  is  shown  in  Tallow  from 
Tulsa,  Okla.  to  Mo.,  Ind.,  and  Ky.,  where  the  Commis- 
sion said  that  a  rate  which  yielded  earnings  less  than 
the  ajiplicant's  "average  fuUy  allocated  costs  cannot  be 
said  to  be  compensatory  in  the  absence  of  any  evidence 
to  show  that  such  admitted  average  costs  are  not  repre- 
sentative for  the  particular  movement  under  considera- 
tion." "» 

Insofar  as  costs  are  considered  in  territorial  cases  of 
wide  scope  the  average  costs  of  all  carriers  must  be  con- 
sidered. In  the  Central  Territory  case  the  Commission 
said:  "Necessarily,  the  rates  which  we  prescribe  are 
affected  by  cost  and  they  must  be  based  upon  the  average 
cost  of  all  carriers  handling  the  various  kinds  of  traf- 
fic." *^^    The  question  whether  an  individual  carrier  may 


■*  Onions  and  Potatoes  from  Xorth  Dakota  to  Twin  Cities,  26  M.  C.  C. 
153,  157  (1940). 

™  For  examples  ot  rates  which  were  found  to  be  below  costs  see 
Tallow  trom  Tulsa,  Okla.,  to  Mo.,  III.,  Ind.,  and  Ky.,  ID  M.  C.  C.  751, 
752-753  (1939)  ;  Leather  from  Middleboro,  Ky.,  to  Chicago,  III.,  18 
M.  C.  C.  265,  269  (1939)  ;  Shellac,  Liquid — Memphis,  Tenn.-St.  Louis, 
Mo.,  17  M.  C.  C.  447  (1939). 

«»19  M.  C.  C.  751.  752   (1939). 

•'8  M.  C.  C.  233,  256  (1938), 


justify  lower  rates  than  are  generally  maintained  by  a 
showing  that  the  rates  are  compensatory  to  it  is  one 
which  may  cause  much  difficulty.  In  the  Trunk  Line 
case  Commissioner  Eastman  said :  "I  am  not  wholly  sat- 
isfied that  a  uniform  rate  structure  for  all  the  motor 
common  carriers  in  this  territory  is  desirable  and  in  the 
23ublic  interest."  '^-  The  effect  of  prescribing  minimum 
rates  over  large  areas  is  to  prevent  some  rates  which 
might  be  justified  by  the  low  costs  of  particular  oper- 
ators. The  Commission,  however,  is  not  committed  to 
uniformity  in  rates  by  all  motor  carriers  competing  for 
the  same  traffic  or  serving  the  same  general  area.  In 
McGormick  Transfer,  Commodities  in  Mass.  and  N.  E., 
the  Commission  said :  ".  .  .  we  are  not  warranted  upon 
this  record  in  finding  the  proposed  rates  to  be  unlawful 
merely  because  they  are  lower  than  those  prescribed  in 
New  England  Motor  Carrier  Rates.''''  ^^  A  showing  of 
the  compensatory  character  of  such  rates  to  the  carriers 
proposing  them  may  be  required  in  such  instances.  In 
Packing  House  Products — Portland,  Oreg. -Washing- 
ton, the  Commission  said :  "Before  we  approve  reduced 
rates  for  motor  common  carriers,  which  are  lower  than 
tliose  maintained  generally  by  other  such  carriers  be- 
tween the  same  points,  we  should  have  before  us  evidence 
that  the  proposed  reduced  rates  will  be  reasonably  com- 
pensatory for  the  service  rendered.  Tliis  requires,  at 
the  least,  a  statement  of  costs  of  operation  by  the  car- 
rier seeking  to  defend  the  lawfulness  of  such  rates,  since 
it  is  a  matter  within  the  knowledge  of  such  carrier."  " 
In  other  cases  the  Commission  has  followed  the  same 
principle.*'^ 

The  importance  attached  to  average  costs,  or  fully 
allocated  costs,  suggests  that  these  costs  are  of  more 
significance  in  fixing  minimum  reasonable  rates  for 
motor  carriers  than  in  prescribing  rates  for  railroads. 
The  tendency  of  the  Commission  to  approve  railroad 
rates,  particularly  in  competitive  situations,  when  they 
yield  something  over  out-of-pocket  costs  has  been  noted 
elsewhere.  Since  truck  transportation  costs  vary  more 
nearly  with  the  amount  of  service  performed  than  do 
railroad  costs  the  greater  significance  apparently  at- 
tached to  average  costs  in  the  motor-carrier  cases  is 
natural  and  fully  warranted. 

The  compensatory  or  noncompensatory  character  of 
proposed  rates  is  not  always  determined  by  a  considera- 
tion of  costs  of  operation.  The  reasonableness  of  the 
rates  may  be  determined  by  comparing  them  with  rates 
of  other  motor  carriers.     They  may  be  considered  non- 


'=24  M.  C.  C.  501,  631  (1940). 
"22  M.  C.  C.  385.  388  (1940). 
<"  17  M.  C.  C,  255,  258  (1939). 

"  Wool  and  Mohair  from  Idaho  and  Wiioming  to  California,  24  M.  C,  C. 
794  (1940). 
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compensatory  when  out  of  line  with  rates  of  other  motor 
carriers  which  are  deemed  reasonable.'^'^ 

Although  the  adequacy  of  proposed  rates  is  deter- 
mined by  rate  comparisons  or  by  a  comparison  of  reve- 
nues per  truck-mile  under  the  proposed  rates  with 
average  costs  per  truck-mile,  the  Commission  does  recog- 
nize the  right  of  the  motor  carriers  to  adjust  their  rates 
to  competitive  conditions.  We  have  already  noted  that 
even  rates  which  can  only  be  justified  on  an  out-of- 
pocket-cost  basis  may  be  approved  if  they  are  necessary 
to  meet  the  competition  of  other  carriers  which  main- 
tain out-of-pocket-cost  rates.  Rates  below  a  normal 
basis  have  been  authorized  by  the  Commission  to  meet 
market  competition.''" 

As  in  railroad  minimum-rate  cases,  the  Commission, 
with  an  eye  to  its  duty  to  maintain  rates  which  are 
adequate  for  the  carriers  involved,  will  deny  rata  reduc- 
tions that  threaten  to  cause  rate  wars  or  imperil  a  rate 
structure  deemed  reasonable.  Minimum  rates  in  the 
large  territorial  cases  above  referred  to  were  prescribed 
for  the  purpose  of  stopping  rate  wars  and  the  reduction 
of  rates  to  unremunerative  levels.  The  same  threat 
may  arise  in  rate  cases  of  more  limited  scope.''^ 

An  examination  of  the  decisions  of  the  Interstate 
Commerce  Commission  under  the  Motor  Carrier  Act 
will  not  provide  definitive  proof  that  minimum  rate 
regulation  for  motor  carriers  is  necessary,  if  one  is  dis- 
posed to  raise  the  question.  A  consideration  of  the 
leading  territorial  rate  cases,  however,  does  make  it 
clear  that  the  Commission  was  convinced  that  "ruinous 
competition"  and  destructive  rate  wars  had  developed 
in  the  motor-carrier  industry,  and  that  the  prescription 
of  minimum  rates  was  necessary  to  ward  off  financial 
disaster  to  the  motor  carriers. 

It  is  clear  that  the  Commission  will  generally  permit 
reductions  in  rates  proposed  by  motor  carriers  if  they 
are  shown  to  be  compensatory  in  character.  In  deter- 
mining the  propriety  of  reductions  the  Commission 
emphasizes  the  relation  of  the  proposed  rates  to  the 
costs  of  service  by  the  carriers  proposing  them.  This 
suggests  that  rates  prescribed  by  the  Commission  con- 
form with  the  standards  of  normal  competition. 

The  Commission  is  solicitous  of  the  adequacy  of 
motor-carrier  revenues,  as  the  Act  requires.  The  Com- 
mission has  kept  many  rates  from  falling  below  a  level 


"See  Ralrx  over  Carpet  City  TriickinO.  i  M.  C.  C.  5S0,  593  (1938)  ; 
n.  C.  Itoulston,  Inc.,  Commodity  Rates,  8  JI.  C.  C.  547,  548  (1938)  ; 
Alcoholic  Liquors  from  Baltimore,  Md.,  to  Washiiii^ton,  D.  C,  24 
M.  C.  C.  419  (1940). 

'''Shellac,  Liquid — Memphis,  Tenn. — St.  Louis.  Ifo.,  17  M.  C.  C.  447 
(1939)  ;  Plate  Class  from  Butler,  Pa.,  to  Chattanooga,  Tenn.,  18 
M.  C.  C.  747,  751  (1939). 

""E.  j;.,  Paper  Book  Matches  in  Middle  Atlantic  States,  17  M.  C.  C. 
601,  604  (1939)  ;  Building  Material  from  Alabama  to  Southern  States, 
22  M.  C.  C.  171,  170  (1910)  ;  Lubricating  Oil  and  Greases — Oklahoma^ 
Missouri,  9  M.  C.  C.  465,  468  (1938). 


which  unrestricted  competition  would  have  temporarily 
brought  about.  Whether  it  has  kept  them  higher  than 
M'as  necessary  for  the  maintenance  of  adequate  service 
is  a  question  which  cannot  be  definitely  answered.  It 
would  be  difficult  to  prove,  however,  that  earnings  of 
motor  carriers  have  been  excessive. 

The  Commission  is  skep)tical  of  out-of-pocket-cost 
rates  and  does  not  ordinarily  permit  them.  With  the 
possible  exception  of  back-haul  cases  this  is  in  accord- 
ance with  the  general  belief  that  there  is  little  room 
for  out-of-pocket-cost  rates  in  the  motor-carrier  indus- 
try, since  there  is  an  absence  of  a  large  mass  of  constant 
or  overhead  costs.  There  appears  no  disposition  to  pre- 
scribe high  minimum  rates  for  motor  carriers  in  an  ef- 
fort to  protect  railroads. 

Water  carriers. — There  has  been  little  actual  experi- 
ence in  the  prescription  of  minimum  reasonable  rates 
for  water  carriers.  The  only  important  instance  in 
which  minimum  rates  have  been  prescribed  for  water 
carriers  was  a  recent  case  before  the  United  States  Mari- 
time Commission  involving  intercoastal  steamship 
rates.'''  Here  the  Maritime  Commission  prescribed 
mininnmi  reasonable  rates  in  the  westbound  intercoastal 
trade.  The  Commission,  upon  the  basis  of  the  evidence 
submitted,  found  that  unrestricted  competition  in  rate 
making  by  the  intercoastal  carriers  had  resulted  in  rate 
wars,  and  in  unduly  low  and  depressed  rates  and 
charges.  The  Commission  noted  that  the  excessive  rate 
cutting  had  impaired  respondents'  capacity  to  provide 
service  and  facilities  and  to  make  necessary  replace- 
ments, and  that  as  a  whole  the  steamship  lines  were  con- 
ducting their  oijerations  in  the  westbound  intercoastal 
trade  at  a  substantial  operating  loss.'"  Minimum  rates 
were  therefore  prescribed. 

Rates  to  Facilitate  Transport  Coordination 

The  most  pressing  transportation  problems  of  today 
have  grown  out  of  the  development  of  highway  trans- 
portation, the  increased  importance  of  transportation 
by  water  and  by  pipe  line,  and  the  intensified  competi- 
tion between  all  of  the  various  modes  of  transport.  It 
is  generally  conceded  that  each  form  of  transport  has 
its  advantages  from  a  cost-and-service  standpoint  and 
that  there  is  a  place  for  each  in  the  transportation  sys- 
tem of  the  Nation.  The  problem  of  finding  the  proper 
place  for  each  mode  of  transport  and  fitting  it  into  that 
place  is  sometimes  referred  to  as  the  problem  of  trans- 
port coordination.  The -attainment  of  transport  coor- 
dination does  not  require  the  exercise  of  arbitrary  power 
by  an  omniscient  government  which  must  assign  each 
form  of  transport  to  its  proper  place  and  keep  it  there. 


«>  Intercoastal  Rate  Structure,  2  U.  S.  M.  C.  2S5  (1940). 
'"Ibid.,  p.  303. 
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Technological  changes,  furthermore,  are  constantly  tak- 
ing place  which  change  the  relative  economy  and  fit- 
ness of  the  different  modes  of  transport  for  particular 
services.  The  place  of  each  form  of  transport  must 
be  found  through  experimentation,  and  by  allowing  a 
considerable  amount  of  competition  between  the  dif- 
ferent transportation  agencies. 

Theoretical  con.s/dcrathiis. — Where  the  traditional 
form  of  carrier  organization  prevails,  that  is,  where 
separate  railroads,  water  carriers,  motor  carriers,  and 
pipe  lines,  compete  with  each  other  for  traffic,  coordi- 
nation is  to  a  large  extent  a  rate  problem.  The  flow 
of  traffic  by  the  various  transportation  agencies  will  be 
determined  in  large  measure  by  the  rates  charged.  It 
has  sometimes  been  suggested  that  coordination  could 
best  be  attained  by  allowing  the  different  modes  of 
transport  to  compete  witli  eacli  other  without  Govern- 
ment interference,  and  tliat  the  superior  agency  in  any 
field  of  operation  would  win  out.  Unfortunately,  the 
problem  cannot  be  solved  as  simply  as  this.  Coordina- 
tion cannot  l)e  attained  bv  allowing  all  of  the  agencies 
of  transport  to  engage  in  a  free-for-all  fight  to  obtain 
traffic.  If  this  were  attempted,  rutliless  rate  cutting 
would  occur;  rates  would  become  unremuneratiA-e  and 
below  the  cost  of  service  for  all  the  carriers;  and  the 
ultimate  end  miglit  be  a  monopoly  of  one  form  of  trans- 
port, or  more  likelj',  some  form  of  agreement  between 
the  carriers  wliich  would  not  necessarily  result  in  the 
allocation  of  traffic  in  the  most  economical  manner. 

Tlie  problem  of  facilitating  transport  coordination  in 
the  sense  in  whicli  it  is  used  above  appears  before  Com- 
missions in  rate  cases  involving  interagency  competi- 
tion. It  is  desirable  to  review  the  various  policies  of 
rate  making  and  of  rate  regulation  that  might  be 
adopted  in  cases  which  involve  competition  between  dif- 
ferent transportation  agencies  and  to  consider  their 
results  in  terms  of  facilitating  transport  coordination. 

One  policy  that  might  be  followed  is  that  of  protect- 
ing the  high-cost  transportation  agency  from  new  and 
often  low-cost  agencies  which  would  otherwise  tend  to 
cut  into  the  traffic  and  revenues  of  the  high-cost  carrier. 
It  seems  evident  from  the  phraseology  of  the  Transpor- 
tation Act  of  1940  that  Congress  did  not  intend  that  the 
minimum  rate  power  should  be  used  in  this  way.  Pro- 
visions in  the  Motor  Carrier  Act  of  1935  and  in  the 
Transportation  Act  of  1940  require  the  Commission  to 
recognize  the  "inherent  advantages"  of  each  mode  of 
transport.  This  provision  was  apparently  designed  to 
prevent  the  adoption  of  a  rate  policy  which  would  pro- 
tect older  forms  of  transport  from  competition.  If  it 
were  not  for  this  precautionary  measure  in  the  law,  pres- 
sure would  be  exerted  upon  the  Commission  to  protect 
existing  rail  rate  structures  through  the  exercise  of  the 
power  to  fix  minimum  rates  of  the  railroads'  competi- 


tors. Such  a  policy  would  have  the  effect  _of  depriving 
tlie  public  of  the  advantages  of  the  cheaper  forms  of 
transportation. 

Another  policy  which  might  be  adopted  and  which 
has  been  advocated  on  occasion,  is  that  the  Commission 
interfere  with  competitive  rate  making  only  to  the 
extent  of  seeing  that  no  carrier  charged  less  than  the 
out-of-pocket  cost  of  providing  the  service.  By  "out- 
of-pocket"  cost  is  meant  the  additional  cost  of  carrying 
the  traffic  in  question  over  and  above  the  cost  which 
would  be  incurred  if  it  were  not  carried.  This  policy 
of  regulation  would  be  little  better  than  no  regulation 
I'.t  all,  for  to  permit  competing  transportation  agencies 
to  reduce  rates  to  an  out-of-pocket-cost  basis  would  be 
to  permit  competition  of  the  "ruinous"  type.  The  car- 
riers could  not  survive  under  such  a  process  of  rate 
making  unless  thei'e  was  a  substantial  amount  of  non- 
competitive traffic  to  support  them  while  engaged  in 
rate  cutting  elsewhere.  To  permit  a  carrier  to  reduce 
its  rates  so  long  as  they  covered  its  out-of-pocket  costs 
would  also  result  in  unjust  discrimination  and  vmdue 
preference.  Points  able  to  obtain  out-of-pocket-cost 
rates  would  be  preferred  over  those  which  were  required 
to  pay  the  full  cost  of  transportation,  even  if  the  traffic 
at  the  latter  points  were  not  made  to  bear  excessively 
high  rates.  It  is  difficult  to  believe  that  this  policy  of 
rate  making  would  meet  the  approval  of  the  public  or 
of  the  carriers  themselves.  Such  a  policy  has  long  been 
rejected  so  far  as  competition  between  railroad  com- 
panies is  concerned,  and  there  is  no  reason  to  believe 
that  the  policy  would  be  acceptable  when  the  competi- 
tion is  between  two  modes  of  transport.  This  policy, ' 
tiierefore,  should  be  rejected  as  clearlj'  unsomid. 

There  are  two  policies,  however,  which  might  be 
adopted  by  the  Interstate  Commerce  Commission  in  the 
exercise  of  its  rate-making  powers,  either  of  which  could 
be  considered  as  recognizing  the  inherent  advantages  of 
the  different  modes  of  transport,  but  which  would  be 
quite  different  in  their  results.  One  of  these  policies 
would  be  to  fix  the  rates  on  the  basis  of  the  cost  of  serv- 
ice by  the  low-cost  agency,  but  to  permit  the  high-cost 
carriers,  if  they  so  desire,  to  meet  the  rates  of  the  low- 
cost  carrier  so  long  as  their  own  out-of-pocket  costs  are 
covered.  The  other  policy  would  be  to  require  each 
transportation  agency  to  base  its  rates  on  its  own  costs. 
Each  of  these  alternatives  requires  examination. 

These  policies  are  alike  in  two  respects.  In  the  first 
place  each  gives  the  jjublic  the  benefit  of  the  low-cost 
transportation  agency.  There  is  no  "holding  the  um- 
brella" over  the  high-cost  carrier.  In  the  second  place 
the  public  would  not  get  rates  lower  than  the  full  cost 
of  service  by  the  low-cost  agency.  In  other  words, 
tlie  cheaper  transport  agency  could  not  be  allowed  to 
make  rates  on  an  out-of-pocket-cost  basis. 


116 


National  Resources  Planning  Board 


In  ascertaining  costs  of  transportation  by  the  low- 
cost  agency  three  cautions  would  have  to  be  observed. 
High  unit  costs  resulting  from  a  low  degree  of  utili- 
zation of  facilities  should  not  be  permitted  to  produce 
rates  which  restrict  more  complete  utilization.  This 
problem  would  arise,  for  instance,  if  the  proposal  were 
adopted  of  le\'j'ing  tolls  for  the  use  of  waterways  built 
or  improved  at  Govermnent  expense.  Furthermore,  a 
certain  amount  of  adjustment  in  the  rates  on  the  basis 
of  the  value  of  the  service  might  be  necessary  in  order 
to  utilize  the  facilities  of  the  low-cost  agency  and  keep 
the  unit  costs  at  a  minimum.  In  the  third  place,  if 
cost  figiu'es  are  based  on  existing  operating  methods 
and  facilities,  they  may  need  to  be  modified  to  make 
allowance  for  obsolescence,  duplicate  facilities,  and  out- 
moded techniques,  before  being  used  for  rate-making 
purposes.  If  this  is  not  done,  some  incentive  for 
improvement  is  removed. 

As  to  the  advantages  and  disadvantages  of  the  two 
policies,  let  us  consider  first  that  of  establishing  mini- 
mum rates  on  the  basis  of  the  low-cost  agency,  but  per- 
mitting the  high-cost  agency  to  meet  those  rates.  Four 
arguments  may  be  advanced  in  behalf  of  this  policy. 
In  the  first  place,  it  represents  the  least  break  with  the 
past.  The  Interstate  Commerce  Commission  has  long 
permitted  circuitous  rail  lines  or  high-cost  routes  to 
meet  the  rates  charged  by  low-cost  routes  or  direct 
routes,  often  granting  fourth-section  relief  to  enable 
them  to  do  so.  Likewise  the  Commission  has  often  per- 
mitted rail  lines  to  reduce  rates  to  meet  the  competition 
of  water  lines,  pipe  lines,  and  motor  trucks,  without 
reducing  rates  where  this  competition  was  not  encount- 
ered.'^ A  second  advantage  is  that  it  results  in  a  greater 
degree  of  competition  for  traffic,  and  hence  stimulates 
good  service.  Third,  it  may  be  the  only  means  whereby 
communities  served  by  the  high-cost  carrier  can  main- 
tain a  transportation  system.  If  high-cost  rail  lines 
were  not  granted  fourth-section  relief  to  enable  them 
to  compete  with  direct  rail  routes  or  with  water  carriers, 
it  might  frequently  happen  that  the  communities  served 
by  the  high-cost  I'oute  or  transportation  system  would 
be  unable  to  support  it  and  would  eventually  lose  their 
transportation  facilities.  Tliis  might  be  a  desirable  re- 
sult if  the  high-cost  form  of  transport  were  not  needed, 
but  in  many  cases  it  is  needed.  In  other  words,  a  share 
of  the  competitive  traffic  may  be  necessary  if  an  essen- 
tial carrier  is  to  maintain  its  existence.  Closely  re- 
lated to  this  argument  is  another.  Although  ability  to 
share  the  competitive  traffic  may  not  be  necessary  for 
the  continued  existence  of  an  agency  it  may  be  a  means 
of  lowering  rates  at  points  served  by  it.  The  contribu- 
tion of  the  competitive  traffic  to  fixed  and  overhead  ex- 


"  See  p.  120,  infra. 


penses,  particularly  of  a  railroad,  may  enable  lower 
rates  to  be  maintained  at  the  points  that  it  seiTes  ex- 
clusively than  would  be  possible  if  the  carrier  did  not 
have  some  competitive  traffic.  This,  of  course,  is  the 
familiar  argument  used  to  justify  the  granting  of 
fourth-section  relief  to  railroads  to  meet  water  competi- 
tion. The  policy  of  permitting  the  high-cost  form  of 
transportation  in  such  situations  to  meet  the  rates  of  the 
low-cost  form  operates  as  a  broad  equalizing  force,  tend- 
ing to  reduce  transportation  rates  at  points  served  only 
by  rail  lines,  lines,  and  lessening  the  disadvantage  of 
location  of  such  towns.  Lastly,  the  policy  of  permitting 
the  high-cost  transportation  agency  to  meet  the  rates 
of  the  low-cost  agency  may  be  more  economical  than  to 
expand  the  facilities  of  the  low-cost  route.  This  will 
happen  when  the  existence  of  unused  capacity  on  the 
high-cost  agency  means  that  additional  traffic  can  be 
carried  with  little  additional  outlay  while  an  expansion 
of  facilities  of  the  low -cost  agency  would  be  necessary  if 
it  were  to  carry  all  the  traffic. 

Notwithstanding  the  above  arguments  there  is  some- 
thing to  be  said  for  the  policy  of  requiring  each  form 
of  transport  to  adhere  to  rates  based  on  its  own  costs. 
In  the  first  place  this  seems  to  be  the  only  way  to 
distribute  traffic  between  rival  forms  of  transport  in 
a  manner  that  is  not  to  some  degree  arbitrary.  If  high- 
cost  carriers  are  to  be  allowed  to  cut  rates  to  meet  the 
rates  of  a  low-cost  carrier,  the  questions  inevitably 
raised  are  how  low  the  rates  must  be  cut  to  attract 
traffic  from  the  low-cost  carrier,  and  what  would  be  a 
"fair  share"  of  traffic  for  each  agency  of  transportation. 
There  seems  to  be  no  rational  basis  for  determining  the 
"fair  share"  of  traffic  except  by  placing  rates  on  a  cost 
basis  and  allowing  the  traffic  to  distribute  itself  as 
it  may.  This  is  the  way  traffic  would  be  distributed 
under  free  competition  if  competition  would  work  nor- 
mally in  the  transport  industr}'. 

In  the  second  place,  the  policy  of  requiring  each  form 
of  transportation  to  charge  rates  which  are  based  on 
its  own  costs  avoids  wasteful  transportation  that  the 
other  policy  may  cause.  If  high-cost  transport  agen- 
cies are  allowed  to  meet  the  rates  of  low-cost  agencies, 
it  is  usually  done  on  the  "out-of-pocket-cost"  or  "added 
traffic"  theory.  The  argument  is  that  the  competitive 
traffic  contributes  to  the  overhead  expenses  of  the  high- 
cost  agency,  and  that  it  is  better  for  the  high-cost  route 
to  carry  the  traffic  than  not  to  carry  it.  This  defense 
of  the  less-than-cost  rates  is  fi'om  the  point  of  view 
of  the  high-cost  line  only.  From  the  point  of  view 
of  society  at  large  the  diversion  of  traffic  fi'om  a  low- 
cost  agency  may  result  in  economic  waste.  There  is 
certainly  economic  waste  equal  to  the  difference  between 
the  direct  costs  incurred  in  moving  the  traffic  over 
the  high-cost  route  and  the  direct  cost  that  would  have 
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been  iiieurred  in  hantUing  the  traffic  o\er  the  cheaper 
route. 

The  careful  observer  will  note  that  the  above  argu- 
ment is  inconsistent  with  one  argument  used  in  behalf  of 
the  policy  of  permitting  the  high-cost  agency  to  meet 
the  rates  of  a  low-cost  agency.  We  have  just  stated  that 
to  permit  the  high-cost  carrier  to  divert  traffic  from 
the  low-cost  agency  may  cause  economic  waste,  whereas 
it  was  argued  previously  that  to  permit  the  high-cost 
agency  to  meet  the  rates  of  the  low-cost  agency  might 
result  in  a  more  efficient  use  of  resources,  in  that  the 
additional  cost  of  moving  the  additional  traffic  by  means 
of  the  high-cost  agency  might  be  less  than  the  cost  of 
moving  the  traffic  via  the  low-cost  agency.  This  means 
that  sometimes  one  policy  is  the  more  economical  and 
sometimes  the  other,  which  suggests  that  a  further 
analysis  of  the  problem  is  desirable. 

If  adequate  facilities  exist  on  the  part  of  both  forms 
of  transport,  the  comparison,  in  order  to  determine 
the  most  economical  agency  to  handle  the  traffic,  is  one 
of  the  direct  costs  of  transporting  the  fi'eight  by  the 
difl'erent  agencies.  Thus,  if  the  competition  is  between 
a  rail  route  and  a  water  route  and  the  direct  expenses 
of  hauling  the  additional  traffic  by  the  rail  route  are 
less  than  the  direct  expenses  of  moving  the  traffic  via 
the  water  lines,  the  railroad  should  be  allowed  to  meet 
the  rates  of  the  water  lines  provided  direct  expenses  of 
the  railroad  are  covered.  If,  on  the  other  hand,  the 
direct  expenses  of  the  water  route  are  less  than  those 
of  the  rail  route,  the  rail  route  should  not  be  permitted 
to  meet  the  rates  of  the  water  route.  For  it  to  do  so 
would  be  to  divert  the  traffic  to  the  route  which  incurs 
the  greater  additional  expense  in  moving  the  freight. 

The  situation  would  be  different  if  an  expansion  of 
facilities  by  one  route  or  the  other  would  be  necessai'y 
in  order  to  carry  the  traffic  in  question.  If,  in  the  above 
situation  the  railroad  could  take  on  additional  traffic 
without  an  expansion  of  facilities,  while  the  water  car- 
riers would  have  to  enlarge  their  investment  in  facilities, 
the  comparison  should  be  between  the  direct  or  out-of- 
pocket  ex])enses  of  the  railroad  and  the  full  cost  (not 
merely  direct  cost)  of  the  water  carriers. 

The  above  illustration  has  been  purely  hypothetical, 
although  actual  illustrations  of  the  situations  described 
above  can  be  found.  The  conclusion  seems  warranted 
tiiat  each  competitive  situation  should  be  examined  care- 
fully, and  that  a  rate  policy  appropriate  to  one  set  of 
conditions  is  not  appropriate  to  a  different  set.  It  seems, 
therefore,  that  the  Interstate  Commerce  Commission 
must  feel  its  way  in  dealing  with  this  problem,  but  that 
restrictions  should  be  imposed  on  less-than-cost  rate 
making  to  prevent  economic  wa.ste  when  that  waste  is 
considerable  in  amount.  When  only  a  small  amount  of 
waste  is  involved,  tliat  waste  may  lie  a  low  ])rice  to  pay 
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for  the  stimulation  to  good  service  which  the  resulting 
increase  in  competition  brings. 

We  may  summarize  as  follows  the  i)olicy  suggested 
in  the  foregoing  discussion.  Recognition  of  the  '"in- 
herent advantages"  of  each  mode  of  transport  in  rate 
making  requires  that  cost-of-service  considerations  be 
emphasized.  When  two  or  more  agencies  of  ti'anspor- 
tation  are  competing  for  the  same  traffic  the  following 
policies  of  rate  making  should  be  observed:  (1)  Rates 
below  the  out-of-pocket  costs  of  the  low-cost  carriers 
should  not  be  permitted.  (2)  A  bottom  should  be  put 
under  the  competitive  rates  fixed  generally  by  the  cost 
of  service  of  the  cheapest  mode  of  transport.  (3) 
Whether  high-cost  carriers  should  be  permitted  to  meet 
the  rates  of  the  low-co:-t  agencies,  or  recjuired  to  adhere 
to  rates  based  on  their  own  costs,  must  depend  upon 
circumstances.  In  no  event  should  the  high-cost  car- 
rier be  permitted  to  charge  rates  which  are  less  than 
its  out-of-pocket  costs.  The  extent  to  which  it  may 
charge  rates  less  than  full  allocated  cost  must  depend 
to  a  large  extent  upon  the  degree  to  which  unused  ca- 
pacity ma)'  exist  on  the  part  of  the  high-cost  carrier, 
with  such  further  restrictions  as  may  be  necessary  to 
prevent  excessively  wasteful  transportation. 

In  making  such  suggestions  allowance  must  be  made 
for  the  fact  that  costs  of  transportation  by  the  various 
modes  of  transport  cannot  be  accurately  determined. 
Ascertainment  of  costs  is  difficult  and  to  some  extent 
arbitrary.  The  most  that  can  be  hoped  for  is  the  deter- 
mination of  approximate  costs;  rigid  adherence  to  cost 
figures  is  not  warranted. 

One  further  point  needs  to  he  made  in  connection 
with  the  proposal  that  more  attention  should  be  i)laced 
on  cost  of  service  in  adjusting  I'ates  between  competing 
transportation  agencies.  The  regulatory  body,  in  bas- 
ing rates  on  co.st,  should  consider  only  the  costs  actually 
incurred  by  the  various  carriers.  Insofar  as  the  costs 
of  water  transportation  are  partially  defrayed  by  the 
taxpayer  they  do  not  appear  as  costs  to  the  operator  and 
would  not  be  reflected  in  rates.  Such  costs  might  be 
translated  into  costs  to  the  water  carriers  by  the  imposi- 
tion of  tolls  for  the  use  of  waterways.  Part  of  the 
costs  of  highway  transportation  incurred  by  State  gov- 
ernments are  translated  into  costs  to  motor  carriers 
through  the  imposition  of  special  taxes  upon  motor 
vehicles  and  gasoline.  Whether  a  proper  share  of  high- 
way costs  is  imposed  upon  the  users  of  the  highway 
is,  of  course,  a  much-disputed  question.  The  rate- 
making  bodies,  however,  can  hardly  be  expected  to  in- 
flate the  costs  of  water  carriers  and  motor  carriers  by 
including  in  their  computations  of  cost,  the  expenses 
which  the  cai-riers  do  not  themselves  incur.  Any  eco- 
nomic analysis  of  the  comparative  social  costs  of  the 
\;uious    foims   of  transport    should    include   costs   de- 
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fraj'ed  by  the  taxpayer  as  well  as  those  incurred  by  the 
carriers,  but  unless  and  until  such  costs  are  shifted  from 
the  taxpayers  to  the  carriers,  they  cannot  very  well  be 
included  in  the  determination  of  costs  for  the  purpose 
of  rate  making.  The  question  of  whether  tolls  should 
be  levied  for  the  use  of  waterways,  and  the  adequacy  of 
motor-carrier  contributions  to  highway  costs,  are  ques- 
tions of  very  great  importance  but  they  are  outside  of 
the  scope  of  this  portion  of  the  study. 

Past  amd  present  policy. — The  discussion  in  the  im- 
mediately preceding  paragraphs  has  been  somewhat 
abstract  in  character  in  an  effort  to  reason  out  a  group 
of  generalized  principles  that  would  be  economically 
sound  for  application  to  the  problem  of  adjusting  rates 
between  competing  transportation  agencies.  Numerous 
variations  of  the  situation  discussed  above  would  arise 
in  actual  practice,  but  it  would  unduly  lengthen  this 
discussion  to  develop  the  matter  further. 

It  is  appropriate  to  turn  our  attention  now  to  the 
policies  of  the  Interstate  Commerce  Commission  in  the 
adjustment  of  rates  between  competing  modes  of  trans- 
port in  so  far  as  they  are  revealed  by  the  Commission's 
decisions.  At  the  outset  it  should  be  noted  that  until 
recently  the  Commission  had  authority  only  over  rail 
rates,  with  the  exception  of  limited  jurisdiction  over 
certain  water-carrier  rates.  Cases  involving  the  rela- 
tionship between  rail  rates  and  the  rates  of  other  car- 
riers were  therefore  presented  to  the  Commission  under 
somewhat  different  circumstances  than  exist  today  since 
the  Commission  now  has  authority  also  over  motor- 
carrier  and  water-carrier  rates.  In  the  past,  the  Com- 
mission's control  over  the  rate  relationships  was  largely 
limited  to  the  determination  of  how  far  the  railroads 
might  go  in  meeting  competition.  The  Commission  al- 
lowed the  railroads  great  freedom  in  this  respect.  Since 
the  Commission  now  has  control  over  the  rates  of  all 
forms  of  transportation,  air  carriers  excepted,  it  is  now 
in  a  position  to  control  rate  relationships  more  precisely. 

Fear  has  been  expressed  that  the  Commission  might 
use  its  new  powers  for  tlie  purpose  of  protecting  rail- 
roads from  other  forms  of  transport.  The  Transporta- 
tion Act  of  1940,  however,  guards  against  such  action. 
The  declaration  of  policy  written  into  the  Interstate 
Commerce  Act  requires  that  the  Act  be  so  administered 
as  to  recognize  and  preserve  "the  inherent  advantages" 
of  all  modes  of  transport.  Commissioner  Eastman,  com- 
menting on  a  similar  phrase  in  the  original  Motor  Car- 
rier Act  of  1935,  said:  "My  understanding  has  always 
been  that  the  principal  purpose  of  this  language  was  to 
make  clear  that  we  should  not  regulate  motor  carriers 
for  the  benefit  of  any  other  kind  of  carriers,  but  instead 
be  guided  by  the  conditions  inherent  in  motor  trans- 
portation itself."  And  he  went  on  to  say :  "In  our  ad- 
ministration of  the  Motor  Carrier  Act,  I  know  of  no 


instance  where  we  have  disregarded  this  policy  of  Con- 
gress."'' Of  similar  purpose  was  the  change  made  in 
section  15a  of  the  Interstate  Commerce  Act  by  the 
Transportation  Act  of  1940.  The  amendment  provides 
that  the  Commission,  in  prescribing  just  and  reasonable 
rates,  shall  take  into  consideration  the  effect  of  rates 
on  the  movement  of  traffic  "by  the  carrier  or  carriers  for 
which  the  rates  are  prescribed."  Similar  phraseology 
is  found  in  the  corresponding  rules  of  rate  making 
provided  to  govern  the  fixing  of  rates  of  motor  carriers 
and  water  carriers.  These  phrases  were  recently  men- 
tioned in  Seairain  Lines,  Inc.  v.  Ahron,  Canton,  and 
Yoimgstoivn,  Ry.  Co.  where  the  Commission  said: 
"Their  meaning,  supported  also  by  the  legislative  his- 
tory, seems  to  be  that  no  carrier  should  be  required  to 
maintain  rates  which  would  be  unreasonable,  judged  by 
other  standards,  for  the  purpose  of  protecting  the  traffic 
of  a  competitor."  '^ 

In  view  of  the  declaration  of  policj'  now  contained 
in  the  Interstate  Commerce  Act,  and  in  view  of  the  new 
rules  of  rate  making  which  the  1940  Act  provided,  it 
seems  improbable  that  the  Commission  will  use  its  rate- 
making  powers  to  maintain  rates  of  one  transportation 
agency  at  a  high  level  to  protect  other  and  higher  cost 
agencies  of  transport. 

We  may  now  turn  to  a  consideration  of  the  Commis- 
sion's policy  in  particular  types  of  cases  in  which  the 
relation  between  the  rates  of  competing  forms  of 
transport  has  frequently  come  up  for  consideration. 

Railroad  minirmim-rate  cases. — ^In  many  cases  in 
which  the  Commission  is  called  upon  to  exercise  its 
power  over  minimum  rates  of  railroads,  or  to  determine 
the  lawfulness  of  reductions,  proposed  by  railroads,  the 
force  operating  to  reduce  the  rail  rates  below  a  normal 
basis  is  competition  with  other  forms  of  transportation. 
We  have  already  discussed  the  Commission's  policy  in 
prescribing  minimum  rates  for  railroads.  At  this  point 
it  should  be  recalled  again  that  the  Conmiission  quite 
generally  permits  reductions  in  rail  rates  below  a  normal 
basis  to  meet  the  rates  of  other  transportation  agencies.'* 

We  have  noted,  however,  that  there  are  many  limita- 
tions on  the  right  of  the  railroads  to  reduce  rates  to 
meet  competition.  The  following  limitations  are  fre- 
quently imposed :  (1)  That  the  reduced  rates  must  be 
"reasonably  compensatory",  and  cover  more  than  the 
f)ut -of -pocket  costs  of  the  service;  (2)  that  undue  pref- 
erence and  prejudice  must  be  avoided;  and  (3)  that  the 


^- Conrurring  opinion  in  Petroleum  hetioeen  Washington  and  Oregon 
Points,  225  I.  C.  C.  382,  390  (1937). 

"24.-!  I.  C.  C.  199,  214  (1040). 

"For  illustrative  cases  see  Petroleum,  hetweeii  Washington  and  Oregon 
Points,  225  I.  C.  C.  382  (1937)  :  Petroleum  from  California  to  Oregon, 
214  I.  C.  C.  668  (1936)  ;  Lumter  from  Pacific  Coast  to  Eastern  Points, 
210  I.  C.  C.  317  (1935)  ;  Naval  Stores  from  Mississippi  to  Oulf  Ports, 
235  I.  C.  C.  723  (1940). 
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rates  must  not  be  lower  than  necessary  to  meet 
competition. 

Mention  should  be  made  here  of  a  recent  case  of  this 
tj'pe  which  has  resulted  in  much  criticism  of  the  Com- 
mission. In  Petroleum  between  Washington,  Oregon, 
Idaho,  &  Montana^^  the  railroads  had  proposed  a  rate 
of  25  cents  per  hundred  pounds  on  petroleum  products 
from  north  Pacific  Coast  ports  to  Spokane  and  other 
interior  points.  The  existing  rail  rate  to  Spokane  was 
41  cents,  and  the  Commission  in  1933  had  prescribed  45 
cents  as  a  maximum  reasonable  rate  for  the  distance 
involved.  The  25-cent  rate  had  been  proposed  by  the 
railroads  in  an  effort  to  meet  water  competition  up 
the  Columbia  River  to  Umatilla,  Oreg.,  and  Attalia, 
Wash.,  and  thence  by  truck  to  destination.  The  Com- 
mission held  that  the  25-cent  rate  was  too  low  but  per- 
mitted a  rate  of  28.5  cents  to  be  put  into  effect.  The 
Commission  felt  that  the  costs  of  transportation  by 
the  river  and  truck  route  were  not  as  low  as  the  rail- 
roads had  figured,  and  hence  that  the  railroads  did  not 
need  to  reduce  their  rates  to  25  cents  in  order  to  obtain 
a  share  of  the  traffic.  At  first  glance  the  ease  would 
appear  to  be  a  typical  case  in  which  the  railroads  had 
proposed  a  low  rate  to  meet  water  and  truck  competi- 
tion, and  were  peimitted  to  do  so  but  not  to  the  extent 
proposed.  Considered  in  this  way  the  case  was  not  in- 
consistent with  hundreds  of  other  decisions  of  the  Com- 
mission, and  was  not  inconsistent  with  the  general  policy 
which  we  have  suggested  as  appropriate  in  controlling 
interagency  competition.  It  would  appear  to  be  a  case 
in  which  the  high-cost  carrier  was  allowed  to  meet  rates 
of  a  low-cost  carrier,  which,  in  turn,  were  based  on  the 
costs  of  transportation  by  the  low-cost  agency. 

There  were  other  circumstances,  however,  which  put 
the  case  in  a  somewhat  different  light,  and  account  for 
the  criticism  which  has  been  made  of  the  Commission's 
decision.  The  proposed  rates  which  the  Commission 
condemned  as  too  low  were  in  no  sense  out-of-pocket- 
cost  rates.  The  commission  specifically  found  that  the 
proposed  rates  were  "compensatory,  considering  all 
costs" ""  and  that  the  25-cent  rate  to  Spokane  "would 
yield  some  margin  over  full  costs."  "^  The  fact  that 
the  Commission  would  not  permit  the  railroad  to  charge 
this  25-cent  rate,  which  more  than  covered  full  costs, 
lends  color  to  the  charge  that  this  was  "umbrella"  rate 
making,  that  is,  that  the  Commission  was  forcing  the 
railroad  to  maintain  rates  above  its  own  cost,  for  the 
purpose  of  protecting  a  high-cost  route.'*     Some  of 


"234  I.  C.  C.  609  (1939). 

"Tbid.,  p.  632. 

"Ibid.,  p.  636. 

".See  Rates  for  an  Era  of  Competition,  110  Railwa.v  Aee  897.  901 
(1941)  ;  also  dissenting  opinion  of  Judge  Fee  in  Scandrett  v.  United 
Slates,  32  F.  Supp.  995,  1002-1008  (1940). 


the  Commission's  language,  furthermore,  might  be  con- 
strued as  an  attempt  to  justify  "umbrella"  rate  making, 
although  it  was  probably  not  so  intended.  Thus  the 
Commission  remarked  that  it  should  not  "allow  com- 
petitive rates  to  gravitate  to  the  lowest  possible  level,"  '^ 
and  further  announced  that  it  would  prescribe  minimum 
rates  which  "will  promote  a  somewhat  healthier  degree 
of  prosperity  for  all  the  carriers  concerned,  by  rail,  by 
highway,  and  by  water." '° 

The  proper  interpretation  of  the  Commission's  de- 
cision in  this  case  depends  upon  reaching  a  conclusion 
as  to  whether  the  railroad  route  or  the  river-truck 
route  was  the  low-cost  route.  If  the  river-truck  route 
was  the  low-cost  route  and  the  railroad  was  the  high- 
cost  route  the  Commission's  decision  was  in  general 
in  conformity  with  the  policy  which  we  have  suggested 
above  as  appropriate  in  cases  which  involve  interagency 
competition.  On  the  other  hand,  if  the  railroad  was 
the  low-cost  agency  the  Commission  indulged  in  "um- 
brella" rate  making,  which  is  not  in  conformity  with 
the  views  set  forth  above. 

Commissioner  J.  Haden  Alldredge  noted  in  a  concur- 
ring opinion  that  the  cost  evidence  in  the  case  left  much 
to  be  desired.  For  this  reason  it  may  be  impossible  to 
say  conclusively  which  was  the  low-cost  carrier.  It 
should  be  borne  in  mind,  however,  that  the  "full  costs" 
which  were  covered  by  the  25-cent  rate  included  operat- 
ing expenses  but  not  taxes,  nor  return  on  investment, 
nor  certain  other  overhead  expenses.  Thus  the  rates 
proposed  by  the  railroads  were  apparently  low,  or  sub- 
normal, rates.  The  case,  therefore,  seems  to  be  one  in 
which  the  high-cost  agency  sought  to  meet  the  rates  of 
a  low-cost  agency,  and  to  some  extent  was  permitted  to 
do  so.  If  this  analysis  is  correct  the  Commission  did  not 
indulge  in  "umbrella"  rate  making.  The  Commission's 
decision  in  this  case  was  upheld  by  a  three-judge  court 
in  Scandrett  v.  United  States,^}  affirmed  by  the  Supreme 
Court  of  the  United  States.*^  Judge  Haney,  speaking 
for  the  three-judge  court,  pointed  out  that  although  the 
Commission  found  that  the  rate  proposed  by  the  car- 
riers was  "compensatory,  considering  all  costs",  and 
"would  yield  some  margin  over  full  costs",  it  did  not 
find  that  it  would  yield  a  "fair  return"  to  the  carriers. 
In  fact  the  implication  was  quite  to  the  contrary. 
He  implied  that  if  the  25-cent  rate,  which  the  Commis- 
sion disallowed,  had  yielded  a  "fair  return",  by  which 
he  probably  meant  an  adequate  contribution  to  return 
on  capital,  then  the  Commission's  policy  of  requiring 
a  still  higher  rate  would  have  conflicted  with  the  pub- 


"  234  I.  C.  C.  609,  637. 
*>  Ibid. 
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lie's  interest.     This  seems  to  bear  out  the  conckision 
that  the  25-cent  rate  was  in  fact  a  depressed  rate. 

In  a  more  recent  petroleum  case,  Petroleum,  South 
Athntic  Ports  to  Southeast, ^^  the  Commission,  after 
finding  that  the  railroads  were  the  low-cost  agency, 
stated  that  their  rates  on  a  high-grade  commodity  like 
petroleum  products,  should  not  average  substantially 
below  "full  cost''  that,  is,  "operating  expenses  plus  re- 
turn on  investment."'  In  this  case  the  Commission 
sought  to  determine  the  low-cost  transportation  agency, 
and  to  prevent  it  from  charging  rates  which  did  not 
cover  full  costs,  thus  definitely  establishing  the  cost  of 
service  by  the  iow-cost  carrier  as  a  standard. 

Fourth-section  eases. — Another  group  of  cases  in 
which  the  relationship  between  the  rates  of  competing 
transportation  agencies  comes  into  prominence  consists 
of  those  in  which  railroads  are  seeking  relief  from  the 
prohibitions  of  the  long-und-short-haul  clause.  By  far 
the  greater  number  of  fourth-section  cases  represent 
applications  by  circuitous  rail  routes  for  authority  to 
meet  the  rates  of  more  direct  routes  without  being  forced 
to  make  similar  reductions  at  intermediate  points.  Not- 
withstanding this  there  are  large  numbers  of  cases  in 
which  railroads  seek  relief  from  the  provisions  of  the 
long-and-short-liaul  clause  in  order  to  meet  the  com- 
petition of  other  forms  of  transport.  Cases  are  numer- 
ous in  which  fourth-section  relief  is  granted  to  enable 
railroads  to  meet  water  competition.  Fourth-section  re- 
lief is  also  granted  very  frequently  to  enable  railroads 
to  meet  motor-truck  competition.**  Pipe-line  competi- 
tion also  has  frequently  led  to  the  granting  of  fourth - 
section  relief.*'  Numerous  cases  also  arise  in  which 
fourth-section  relief  is  granted  to  enable  railroads  to 
meet  competition  of  routes  combining  two  or  more  of 
the  above  forms  of  transport. 

Detailed  analysis  of  fourth-section  cases  is  unneces- 
sary, but  it  should  be  recognized  that  in  the  great  ma- 
jority of  fourth-section  cases  coming  before  it  the  Com- 
mission permits  the  railroads  to  reduce  through  rates 
to  meet  competition  of  water  lines,  motor  carriers,  and 
pipe  lines,  without  reduction  at  intermediate  points 
where  similar  competition  does  not  exist.  Certain  limi- 
tations and  restrictions  are  commonly  imposed  in  these 
cases.  The  reduced  through  rates  must  be  "reasonably 
compensatory"  for  the  railroad;  the  competition  nuist 
be  encountered  at  the  through  points  and  not  at  the  in- 
termediate points;  and  the  reduced  through  rates  must 
be  no  lower  than  necessary  to  meet  competition. 


s>245  I.  C.  C.  23  (1941). 

"Foi-  .some  rcrent  examples  see  Sand  and  Gravel  in  Southern  Terri- 
tory, 2.34  I.  C.  C.  433  (1939)  ;  Cheese  from  Points  in  Wisconsin,  234 
I.  C.  C.  749  (1939)  ;  Svgar  from  Camden,  X.  ./.,  to  Fulton,  N.  Y.,  231 
I.  C.  C.  211  (1938). 

"■Onsotlne  from  Superior,  Wis.,  222  I.  C.  C.  487  (1937);  Petroleum 
and  Petroleum  Products,  183  1.  C.  C.  24  (1932). 


The  policy  in  fourth-section  cases  was  worked  out 
before  the  Interstate  Commerce  Commission  had  juris- 
diction over  motor-carrier  rates  and  when  it  had  only 
limited  jurisdiction  over  rates  of  water  carriers,  but 
there  is  no  reason  to  believe  that  the  policy  will  be 
fundamentally  different  now  that  the  Commission  has 
authority  over  motor-carrier  and  water-cari-ier  rates. 
The  Commission  does,  however,  have  the  rate  relation- 
ships somewhat  more  under  its  control  than  formerly 
and  could  put  a  bottom  under  the  rates  of  the  low-cost 
carrier  before  granting  fourth-section  relief  to  the  rail- 
roads to  meet  the  competitive  rates.  The  Interstate 
Commerce  Commission  has  long  granted  relief  to  cir- 
cuitous rail  routes  to  meet  the  competition  of  a  direct 
rail  route.  In  these  cases,  however,  the  rates  of  the 
direct  rail  route  are  nearly  always  normal  rates,  often 
based  on  distance  .scales  prescribed  by  the  Commission. 
Thus  the  standard  is  the  normal  rate  via  the  direct 
route,  but  the  high-cost  or  circuitous  route  is  permitted 
to  meet  this  rate  if  reasonably  compensatory  to  it.  Since 
the  Commission  has  had  control  over  the  rates  of  the 
direct  rail  routes,  it  has  been  able  to  follow  this  policy. 

A  similar  policy  could  not,  in  the  past,  be  applied  in 
fourth-section  cases  involving  competition  of  railroads 
with  motor  carriers  and  water  carriers  since-  tlie  Com- 
mission did  not  have  any  way  of  insisting  that  the  rates 
of  the  motor  carriers  or  water  carriers  were  on  a  reason- 
able basis.  The  situation  can  be  illustrated  by  cases  in 
which  "flexible  relief"  has  been  granted  railroads  to 
meet  competition  of  vrater  lines.  This  was  done  for  in- 
stance in  Paciiir  Coast  Fourth  Section  Applications?^ 
Citrus  Fitiit  from  Florida  to  North  Atlantic  Ports,^^ 
and  Sugar  from  California  to  Chicago?^  Relief  granted 
in  these  cases  was  "flexible"  in  that  if  the  water  carriers 
sliould  reduce  their  rates,  further  reductions  could  be 
made  by  the  railroads  without  action  by  the  Commis- 
sion. Inability  of  the  Connnission  to  control  the  water 
rates  made  the  granting  of  flexible  relief  almost  neces- 
sary, if  the  railroads  were  to  be  permitted  to  compete  for 
the  traffic  in  face  of  efforts  of  the  water  carriers  to 
recover  it.  The  Commission  could  not  insist  that  the 
water-carrier  rates  be  on  a  reasonable  basis.  Such  rates 
may  have  been  depressed  in  some  instances  by  the  efforts 
of  the  water  carriers  to  keep  their  rates  sufficiently  below 
rail  rates  to  obtain  a  share  of  the  traffic.  With  juris- 
diction over  water-carrier  rates  the  Commission  could 
now  insist  upon  adequate  rates  via  the  cheaper  trans- 
portation agency  before  granting  fourth-section  relief 
to  railroads. 

The  past  policy  of  the  Commission  in  fourth-section 
cases,  where  relief  has  been  sought  to  meet  competition 


«°165  I.  C.  C.  373,  404  (1930). 
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»S211  I.  C.  C.  239  (1935). 


T iunxi)or!utio)i   and  XationaJ  Policy 


121 


of  cheniier  modes  of  transport,  has  jreiierally  been  con- 
sistent with  tlie  policies  which  we  have  suggested  above 
as  approjJiiate  in  cases  involving  the  adjustment  of 
rates  between  competitive  transpoi't  agencies,  with  the 
exception  that  the  Commission,  in  the  past,  has  not  been 
able  to  insist  that  the  rates  of  competing  carriers  by 
water  or  by  motor  vehicle  were  themselves  adequate; 
and,  in  granting  relief  to  enable  the  railroad  to  meet 
competition  of  the  other  forms  of  transport  there  may 
not  have  always  been  an  ailequate  analysis  of  the 
conditions  of  unused  capacity  which  alone  can  justify 
substantial  reductions  from  the  normal  rail  rates  at 
competitive  points. 

Joint  fail-water  rates. — The  Interstate  Commerce 
Connnission  has  long  had  jurisdiction  over  joint  rail- 
\.ater  rates.  The  relationship  between  sucli  rates  and 
:.l]-rail  rates  has  therefore  been  before  the  Commi.ssion 
on  numerous  occasions.  In  Lake  and  Rail  Class  and 
Commodity  Rates,^^  the  Commission  established  lake- 
rail  class  rates  at  ditlerentials  under  tlie  all-rail  rates."" 
In  some  other  cases  the  Commission  lias  refused  to  make 
rail-water  rates  fixed  differentials  under  the  all-rail 
rates."'  When  rail-water  rates  have  been  prescribed 
differentially  lower  than  all-rail  rates  the  lower  costs  of 
service  by  the  water  routes  have  been  mentioned  in  justi- 
fication of  the  lower  rates.  The  differentials,  however, 
have  not  always  been  made  to  correspond  to  differences 
in  costs  of  service.  In  cases  concerning  the  relation 
Ijetween  joint  rail-barge  rates  on  the  Mississippi  River 
and  its  tributaries  and  all-rail  rates  the  policy  has  been 
followed  of  making  the  rail-barge  rates  fixed  differen- 
tials under  the  all-rail  i-ates."^  In  these  cases  the  barge- 
rail  rates  were  made  20  percent  less  than  the  all-rail 
rates,  although  deviations  from  this  differential  are 
permitted.  The  Inland  Waterways  Corporation  Act 
has  required  the  Connnission,  in  certain  types  of  pro- 
ceedings, to  establish  •'mininuun  differentials"  between 
rail-barge  and  all-rail  rates.  This  seems  to  contemplate 
the  maintenance  of  rail-barge  rates  at  differentials  under 
th.e  all-rail  rates,  and  might  result  in  rates  higher  or 
lower  than  strictly  cost-of-service  considerations  would 
warrant. 

The  policy  of  adjusting  rates  between  competing 
transportation  agencies  which  has  been  suggested  in 
earlier  paragraphs   would   require  that   the   barg?-rail 
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rates,  as  well  as  the  port-to-port  rates  of  the  water  car- 
riers, be  related  to  the  costs  of  operation.  After  this 
had  been  done  the  extent  to  which  all-rail  routes  might 
meet  these  rates  would  have  to  be  determined.  It  should 
bt-  pointed  out  in  this  connection  that  until  the  enact- 
ment of  the  Transportation  Act  of  1940  the  Interstate 
Commerce  Commission  could  only  prescribe  maximum 
joint  rail-water  rates,  and  that  therefore  the  relation- 
ship between  rail-water  rates  and  all-rail  rates  was  not 
completely  under  its  control.  The  Inland  AVaterways 
Corporation  Act  empowered  the  Commission  to  fix 
•'minimum  differentials"  between  rail-barge  and  all-rail 
rates,  but  this  is  not  the  power  to  determine  minimum 
rail-barge  rates  themselves.  The  section  of  the  Inland 
Waterways  Corporation  Act  referred  to  has  leen 
repealed  by  the  Transportation  Act  of  1940. 

Motor-earner  rate  cases. — Motor-carrier  rates  liave 
been  discussed  previously.  Attention  should  be  called 
again  to  two  features  of  the  Commission's  policy  in 
dealing  with  motor-carrier  rates.  The  first  of  these 
is  that  the  Commission  has  permitted  the  motor  car- 
riers to  use  classifications  based  on  the  rail  classifica- 
tions. In  other  words,  value-of-service  considerations 
have  been  allowed  to  dominate  the  freight  classifications 
of  motor  carriers  as  the\-  have  rail  classifications.  In 
defending  this  policj- against  the  contention  that  motor- 
freight  classifications  and  rates  should  be  governed  pri- 
marily by  cost-of-service  considerat  ions  the  Commission 
has  said :  "It  requires  no  great  penetration,  however,  to 
perceive  that  such  a  method  of  making  motor-carrier 
rates  cannot  produce  satisfactory  results  so  far  as  earn- 
ings are  concerned,  unless  the  rates  of  competitors  are 
constructed  in  a  similar  manncT  *  *  *  It  may  be  that 
it  will  ultimately  be  found  that  both  railroad  and  motc-r- 
carrier  rates  should  conform  to  cost-of-service  princi- 
ples, but  it  is  clear  that  as  matters  now  stand  motor- 
carrier  rates  cannot  reasonably  be  constructed  without 
regard  to  the  competitive  rates  of  other  carriers."  ®^ 
In  New  England  Motor  Carrier  Rates,  the  Commission 
spoke  approvingly  of  the  theory  on  which  the  New 
England  motor  freight  classifications  were  constructed, 
but  considered  the  use  of  these  classifications  somewhat 
impractical  under  existing  conditions.  The  Commis- 
sion said :  "It  is  evident  that  if  the  railroads  are  per- 
mitted to  meet  competit'vely  the  rates  of  the  motor 
carriers  where  the  latter  have  the  advantage  in  costs 
of  service,  and  at  the  same  time  the  motor  carriers  re- 
frain from  meeting  the  rail  rates  where  the  railroads 
have  the  cost  advantage,  the  net  result  will  be  disad- 
vantage to  the  motor  carriers."  ^*     The  second  point 
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concerning  the  Commission's  policy  in  tlie  motor-carrier 
cas9s  which  should  be  recalled  here  is  that  although  the 
Commission  lias  not  generally  approved  out-of-pocket- 
cost  rate  making  for  motor  carriers,  it  has  made  an  cx- 
cei^tion  when  the  motor  carrier  is  comjseting  with  rail- 
roads which  maintain  out-of-pocket  rates  on  the  traffic 
in  question.^^ 

It  must  be  concluded  that  in  the  adjustment  of  rates 
between  motor  carriers  and  railroads  little  progress  has 
been  made  toward  the  adjustment  of  rates  according 
to  costs  of  service.  As  yet  there  has  been  little  effort 
to  work  out  an  adjustment  of  rates  that  recognizes  the 
cost  advantage  of  motor  carriers  where  they  have  an 
advantage  over  the  railroads  and  that  recognizes  the 
cost  advantage  of  railroads  where  they  have  the  ad- 
vantage over  the  motor  carriers.  Undoubtedly  there 
is  a  wide  range  of  operations  in  which  the  cost  advan- 
tage of  one  or  the  other  is  so  uncertain  or  so  small  in 
amount  that  equalization  of  rates  is  warranted ;  but  a 
greater  recognition  of  cost  advantages  would  seem  to 
be  required  if  the  "inherent  advantages"  of  each  mode 
of  transport  are  to  be  recognized  in  rate  making.  Cer- 
tainly the  encroachment  of  motor  carriers  on  railroad 
traffic  by  out-of-pocket-cost  rates,  and  the  encroachment 
of  railroads  on  motor-carrier  traffic  by  out-of-pocket- 
cost  rates,  requires  restriction  to  the  situations  in  which 
it  can  be  clearly  justified. 

Failure  to  bring  about  a  readjustment  in  rates  which 
tends  to  give  greater  weight  to  costs  of  service  by  the 
different  modes  of  transport  can  doubtless  be  explained 
by  a  number  of  considerations.  These  include  the  new- 
ness of  motor-carrier  regulation  and  the  suddenness 
with  which  the  Commission  has  been  called  upon  to  pro- 
vide some  temporary  basis  for  motor-carrier  rates;  the 
fact  that  in  most  motor-carrier  rate  cases  the  corre- 
sponding railroad  rates  are  not  in  issue ;  the  precedent 
of  long-established  practice  in  the  construction  of  rail- 
road rates,  and  the  inadequacy  of  cost  data. 

Regional  Rate  Levels 
and  Interterritorial  Rates 

Railroad  rates  in  the  United  States  have  developed 
somewhat  on  a  regional  basis.  It  has  been  impossible, 
because  of  the  existence  of  a  large  number  of  competi- 
tive routes  and  a  network  of  interlacing  railroads,  to 
make  rates  on  each  railroad  independent  of  the  rates 
charged  by  other  railroads  serving  the  same  general 
area.  In  the  prescrijation  of  railroad  rates,  the  Inter- 
state Commerce  Commission  has  been  inclined  to  deter- 
mine the  level  of  class  rates  and  commodity  rates  on 
particular  articles  and  to  prescribe  distance  scales  of 
rates  after  a  consideration  of  the  costs  of  transportation 


generally  throughout  the  area  covered  by  the  particular 
rate  structure  under  investigation.  To  be  sure,  there 
has  sometimes  been  a  tendency  to  recognize  differences 
in  transportation  costs  in  different  zones  or  portions  of 
a  lai'ge  area  and  to  prescribe  higher  or  lower  rates  on 
traffic  in  such  areas  as  seem  to  be  justified  by  the  differ- 
ences in  transportation  costs.  Furthermore,  the  Com- 
mission has  sometimes  permitted  short  and  weak  lines 
to  charge  higher  rates  than  are  prescribed  for  a  region 
generally,  in  recognition  of  the  particular  cost  condi- 
tions existing  on  these  roads.  Notwithstanding  this 
recognition  of  diffei-ences  in  cost,  rates  are  often  pre- 
scribed for  large  areas,  and  costs  of  transportation,  in- 
sofar as  they  are  made  the  basis  of  rates,  are  the  costs 
applying  generally  in  the  area.  This  has  resulted  in 
higher  rate  levels  in  some  areas  than  in  others.  Tlie 
class-rate  level,  for  instance,  is  much  lower  in  Eastern 
Territory  than  in  Southern  Territory,  and  lower  in 
Southern  Territory  than  in  the  western  part  of  the 
United  States.="^ 

This  situation  has  raised  the  very  serious  question  of 
whether  these  differences  in  rate  levels  are  justified  and 
whether  differences  in  industrial  development  in  various 
parts  of  the  United  States  may  not  be  caused  by  these 
differences  in  rate  levels.  These  differences  create  a 
problem  in  fixing  of  rates  from  points  in  one  area  to 
points  in  another  area  having  a  higher  or  lower  rate 
level.  Important  rate  controversies  have  centered 
around  this  problem.  The  Transportation  Act  of  1940 
directs  the  Interstate  Commerce  Commission  to  investi- 
gate interterritorial  rates  and  differences  in  rates  in  dif- 
ferent regions.  For  this  reason  no  attempt  is  made  here 
to  set  forth  detailed  facts  regarding  differences  in  rate 
levels  and  the  construction  of  interterritorial  rates.  It 
is  not  inappropriate,  however,  to  indicate  some  of  the 
questions  of  principle  and  policy  which  are  involved  in 
this  controversy. 

The  first  issue  presented  is  whether  differences  in 
costs  of  transportation  in  the  different  regions  justify 
the  differences  in  rates  found  to  exist.  This  question 
is  to  be  answered  by  a  comparison  of  the  costs  of  operat- 
ing railroads,  or  other  carriers,  in  each  region.'^  If  no 
differences  in  cost  are  found,  then  no  differences  in  the 
rate  levels  are  justified,  although  there  may  still  be  the 
question  of  whether  the  burden  of  supporting  the  trans- 
portation system  should  be  distributed  among  various 


°6See  p.  112,  supra. 


»«  See  The  Interterritorial  Freigjit  Rate  ProVlem  of  the  Vnited  States, 
75th  Cong.,  1st  sess.,  H.  Doc.  No.  264  (1937). 

»'  No  attempt  is  made  here  to  reach  any  conclusions  as  to  the  differ- 
ences in  rail  transportation  costs  in  different  regions.  The  Bureau  of 
Statistics  of  the  Interstate  Commerce  Commission,  however,  has  made 
studies  of  this  sort.  The  most  recent  one  is  entitled  "Cost  of  Perform- 
ing Railroad  Freight  Service  in  the  Various  Rate  Territories,"  and  has 
been  introduced  as  evidence  in  Docket  Nos.  28300  and  28310,  investiga- 
tions of  the  class-rate  structure  and  the  consolidated  freight  classifi- 
cation. 
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commodities  in  the  same  manner  in  the  different  areas  or 
regions.  The  latter  question  will  be  considered  shortly. 
If  substantial  difTerences  in  transportation  costs  are 
found  in  the  different  territories,  a  further  question  of 
public  policy  is  raised.  Should  the  differences  in  trans- 
portation costs  be  ignored  in  the  interest  of  a  uniform 
development  of  all  parts  of  the  country,  or  should 
differences  in  rates  which  reflect  differences  in  transpor- 
tation costs  be  considered  as  sound  and  proper?  This 
question  is  not  wholly  an  economic  question  since  socio- 
logical questions,  national  defense  considerations,  and 
the  like  may  enter  into  a  choice  of  policy.  The  policy 
of  ignoring  the  differences  in  transportation  costs  means 
higher  rates  in  the  areas  having  low-cost  transportation 
than  would  otherwise  prevail  and  lower  rates  in  areas 
having  high-cost  transportation.  iThe  system  is  in  effect 
a  subsidization  of  areas  having  high-cost  transportation. 
It  follows  that  this  system  of  rate  making  will  encourage 
uneconomical  division  of  labor  between  areas,  and 
uneconomical  transportation,  in  the  regions  that  have 
rates  lower  than  the  costs  of  providing  the  service. 
Conversely,  in  the  areas  which  pay  higher  rates  than 
they  otherwise  would,  an  economical  division  of  labor 
and  exchange  of  commodities  between  areas  is  pre- 
vented. From  a  purely  economic  point  of  view  the 
basing  of  rate  levels  on  cost  of  service  would  seem  to  be 
preferable  and  would  result  in  the  most  economical  use 
of  resources.  It  must  be  achnitted,  however,  that  in 
the  past  there  has  been  much  disregard  of  differences 
in  transportation  costs  in  fixing  rates,  and  that  the 
equalization  of  rates  in  different  areas  or  regions  would 
be  but  a  step  further  in  a  direction  that  has  already 
been  taken.  Differences  in  transportation  cost  between 
regions  may  be  no  gi'eater,  and  perhaps  not  so  great 
as  differences  in  costs  by  various  railroads  in  a  given 
territory.  Differences  in  costs  of  transportation  by  dif- 
ferent railroads  in  the  same  territoiy  are  very  generally 
ignored  in  rate  making.  Competition  perforce  requires 
it.  But  just  as  the  necessity  of  disregarding  differences 
in  cost  between  different  railroads  has  created  the  "weak- 
and-strong-road"  problem,  i.  e.,  the  problem  of  support- 
ing the  weaker  lines,  so  a  policy  of  ignoring  differences 
in  cost  of  transportation  in  different  regions  would 
raise  the  problem  of  supporting  the  railroad  system 
in  the  areas  having  high  transportation  costs.  Our  con- 
clusion on  this  point  is  that  it  is  probably  preferable 
to  have  regional  differences  in  transportation  cost  re- 
flected in  rates.  If  Congress  should  choose  to  equalize 
rates,  regardless  of  differences  in  cost  of  transportation 
in  different  areas,  the  effects  would  not  be  particularly 
serious  provided  some  means  were  found,  through  divi- 
sions of  joint  rates,  pooling,  or  other  devices,  to  support 
the  railroads  in  the  areas  having  high  transportation 
costs. 


There  remains  the  further  question  of  whether  the 
transportation  burden  should  be  distributed  in  the  same 
way  in  different  parts  of  the  country.  Thus  it  is  often 
pointed  out  that  while  the  class  rates  in  the  South 
have  been  higher  than  in  the  North,  there  have  been 
many  more  very  favorable  commodity  rates  in  the  South, 
particularly  on  various  raw  materials.  Presumably  the 
differences  in  the  distribution  of  the  transportation  bur- 
den in  the  different  areas  are  based  upon  differences, 
real  or  alleged,  in  the  ability  of  the  traffic  to  stand  cer- 
tain rates.  But  this  ability  or  inability  of  the  traffic 
to  support  the  transportation  system,  may,  in  turn,  be 
the  result  of  the  existing  industrial  development,  or  lack 
of  it,  which  might  itself  be  changed  if  the  distribution 
of  the  transportation  burden  were  changed.  Thus,  it 
is  argued  by  those  who  oppose  a  lowering  of  the  class- 
rate  structure  in  the  South  that  high  class  rates  are 
necessary  since  the  need  of  low  commodity  rates  on 
raw  materials  in  the  South  makes  it  necessary  to  collect 
higher  charges  from  the  class  traffic.  Those  who  ad- 
vocate lower  class  rates  in  the  South  maintain  that  if 
class  rates  were  lowered  in  the  South,  and  from  the 
South  to  the  North,  the  volume  of  class-rate  traffic  would 
increase  since  industrialization  of  the  South  would  be 
made  possible.  Assuming  for  the  sake  of  the  argument 
that  higher  class  rates  in  the  South  have  been  a  factor 
in  retarding  the  industrial  development  of  the  area,  it 
may  be  said  with  equal  plausibility  that  low  commodity 
rates  on  raw  materials  produced  in  the  South  which 
favor  the  shipment  of  these  products  from  tlie  region, 
may  have  been  equally  a  cause  of  the  lack  of  industrial 
development  of  the  South.  Higher  rates  on  these  raw 
materials  might  exert  a  pulling  force  to  attract  certain 
manufacturing  industries  to  the  South  in  closer  prox- 
imity to  the  raw  materials. 

If  differences  in  distribution  of  the  transportation 
burden  affect  the  location  of  industries  and  the  indus- 
trial development  of  the  areas  concerned,  an  equal  dis- 
tribution of  the  burden  in  all  areas  would  promote  a 
more  even  development  of  the  countrj'.  This  suggests 
that  the  same  general  distribution  of  the  transportation 
burden  might  well  be  maintained  throughout  the  coun- 
try. This  equality  need  not  extend  to  commodities  on 
which  different  rates  in  different  areas  will  not  affect 
locational  patterns.  Locational  patterns  in  many  in- 
stances are  determined  by  natural  resources,  and  are 
not  affected  by  differences  in  transportation  rates.  But 
where  location  of  industries  or  general  industrial  de- 
velopment may  be  affected  by  differences  in  rates,  ap- 
proximate equality  in  rates,  so  far  as  cost  of  service  will 
permit,  would  seem  to  be  socially  desirable. 

The  folloM-ing  conclusions  seem  justified:  from  a 
strictly  economic  point  of  view  differences  in  costs  of 
transportation  in  different  regions  should  be  reflected 
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in  different  rate  levels  and  in  the  rates  on  all  commodi- 
ties. In  other  ^yords,  approximately  the  same  dis- 
tribution of  the  traffic  burden  among  different  kinds 
of  traffic  would  be  in  the  interest  of  promoting  the  most 
even  development  of  each  region  consistent  with 
differences  in  transportation  costs. 

If  these  conclusions  are  warranted,  the  problem  of  con- 
structing interterritorial  rates  is  not  a  difficult  one. 
Rates  made  between  one  territory  and  another  which  has 
a  different  rate  level  should  ordinarily  reflect  the  differ- 
ent rate  levels  in  proportion  to  the  length  of  the  haul  in 
each  territory.  This  means  that  rates  between  the  same 
points  in  both  directions  would  tend  to  be  the  .same,  both 
reflecting  the  higher  rate  level  in  one  territory  to  the 
extent  that  a  portion  of  the  haul  is  in  tliat  territory. 
Then  any  attempt  to  place  rates  on  ''the  destination 
basis",  as  he  sometimes  been  urged,  turns  out  to  be  a 
clear  case  of  favoring  the  industries  in  the  higher  rate 
territory.  There  remains  the  question,  however,  of 
whether  the  railroads  may  be  permitted  to  reduce  the 
rates  from  one  territory  to  another  below  the  general 
basis  in  order  to  equalize  rates  from  ditlVrent  sources  of 
supply.  The  force  of  "market  compel  it  ion"  would  cause 
the  railroads,  in  many  cases,  to  do  tliis.  Under  present 
regulatory  laws  the  railroads  have  considerable  free- 
dom in  this  respect  although  tliey  cannot  ordinarily  be 
ccmipelled  to  equalize  rates  in  this  nuimier.  If  the  pol- 
icy of  permitting  the  railroads  to  engage  in  such  vol- 
untary reductions  in  rates  is  to  be  continued,  it  should 
be  recognized  for  what  it  is,  namely  an  attempt  to  equal- 
ize opportunities  in  disregard  of  natural  advantages 
and  disadvantages  of  the  various  producing  points. 
When  this  policy  of  neutralizing  advantages  and  dis- 
advantages of  location  is  practiced  l)y  a  railroad  in 
adjusting  rates  from  different  jn-oducing  points  on  its 
own  lines  the  result  is  fi'equently  undue  preference  and 
jH'ejudice  prohibited  by  section  3  of  the  Interstate  Com- 
merce Act.  When  equalization  is  accomplished  by  a 
railroad  in  competition  with  another  railroad  serving 
another  jioint  of  production,  the  resulting  adjustment 
IS  not  unlawful  under  present  legislation. 

In  concluding  this  discussion  of  some  questions  of 
principle  involved  in  the  interterritorial  rate  problem 
it  should  be  recognized  that  the  Interstate  Commerce 
Commission  is  not  at  liberty  to  base  its  decisions  on 
broad  questions  of  public  policy,  such  as  the  social  or 
economic  desirability,  or  undesirability,  of  facilitating 
the  industrialization  of  the  South.  Such  matters,  how- 
ever, are  within  the  province  of  Congress  to  consider, 
and  it  may  prescribe  standards  of  rate  making  or  poli- 
cies of  control  to  attain  the  desired  end,  so  long  as  its 
action  is  not  inconsistent  with  constitutional  rights  of 
parties  affected."* 


•  S;>c  pp.   12.1-12(i.    infni. 


Postalization  of  Rates  and  Fares 

Proposals  have  been  made  from  time  to  time  to 
"postalize"  rates  and  fares  of  railroads.  By  "postaliza- 
tion" is  mean  the  establishment  of  flat  rates  or  fares 
which,  within  broad  limits,  would  apply  irrespective  of 
the  length  of  the  haul  or  journey.  This  idea  has  never 
been  taken  seriously  by  those  closely  associated  with  the 
transportation  industry.  The  proposal  has,  however, 
made  considerable  jaopular  appeal. 

As  far  as  it  relates  to  passenger  fares,  the  proposal 
would  establish  a  zone  system  of  fares,  reduce  fares 
drastically,  and  ignore  differences  in  distance  within 
broad  limits.  Increased  travel  would  doubtless  be  en- 
couraged, but  most  of  the  increase  would  be  on  the 
longer  trips.  An  increase  in  car-miles  and  perhaps  in 
train-miles  would  be  required,  vitiating  tlie  assumption 
that  a  large  increase  in  business  could  be  handled  with- 
out an  increase  in  expense.  These  objections  would 
apply  more  strongly  to  postalization  of  freight  rates 
which  is  frankly  advanced  as  a  proposal  to  "annihilate 
distance".  Long-haul  business  would  be  stimulated,  op- 
erating costs  increased,  uneconomical  transportation 
created,  and  property  values  destroj-ed  on  a  broad  scale 
to  be  replaced  by  increased  values  elsewhere.  The  total 
transport  burden  would  be  increased  because  of  the 
substitution  of  long  hauls  for  shorter  ones. 

Freight  Rates  as  an  Instrument 
of  National  Policy 

Freight  rates  may  be  used  as  an  instrument  to  carry 
out  some  aim  of  the  state  or  some  social  or  economic 
policy  that  has  official  approval.  Freight  rates,  for  ex- 
ample, may  be  fixed  for  the  purpose  of  encouraging  ex- 
ports, discouraging  imports,  or  causing  some  exported 
product  to  be  exported  in  manufactured  or  semimanufac- 
tured form  rather  than  as  a  raw^  material.  Rates  may  be 
used  to  discourage  the  consumption  of  articles  deemed 
harmful,  or  to  encourage  the  use  of  articles  deemed 
beneficial.  Rates  may  be  manipulated  to  facilitate  cen- 
tralization or  decentralization  of  industry  or  to  further 
the  industrialization  of  particular  areas. 

The  use  of  freight  rates  or,  in  fact,  the  whole  trans- 
portation system,  as  an  instrument  of  national  or  social 
policy  is  particularly  common  and  relatively  simple 
where  government  ownership  of  railroads  prevails. 
When  railroads  and  other  parts  of  the  transportation 
system  are  privately  owned  and  operated,  the  ability  of 
government  to  adjust  freight  rates  to  accomplish  some 
definite  social  or  economic  purpose  is  definitely  limited. 

Up  to  the  present  time  there  has  been  little  attempt 
to  use  the  power  to  regulate  rates  for  the  purpose  of 
broad  social  or  economic  objectives  other  than  the  crea- 
tion and  maintenance  of  an  "adequate  transportation 
system"  and  the  prevention  of  unreasonable  or  unjustly 
discriminatory  rates. 
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The  standards  of  i-easonableness  set  up  by  the  Inter- 
state Commerce  Act  are  transportation  standards,  i.  e., 
they  relate  to  costs  of  service  and  matters  influencing 
the  demand  for  transportation  services.  Otlier  mat- 
ters are  largely  beyond  the  province  of  the  Commission. 
In  the  words  of  the  Supreme  Coui-t  of  the  United  States 
the  standards  set  up  by  the  Interstate  Commerce  Act 
are  "transportation  standards,  not  criteria  of  general 
welfare"."''  The  Commission  has  generally  refused  to 
make  decisions,  with  respect  to  the  reasonableness  or 
unreasonableness  of  rates,  depend  on  considerations  of 
general  welfare  or  public  policy,  as,  for  instance,  when 
it  refused  to  require  lower  rates  on  flour  for  export 
than  on  wheat,  when  the  relationship  in  rates  was  urged 
on  the  grounds  that  flour  rather  than  wheat  should  be 
exiJorted  in  order  to  develop  the  milling  industry  in 
the  United  States.^  Particularly  in  cases  which  affect 
the  location  of  industries,  or  the  ability  or  inability  of 
certain  producers  to  sell  in  a  given  market,  the  Com- 
mission is  insistent  that  transportation  standards  should 
govern,  and  that  the  Commission  may  not  act  in  the 
role  of  an  economic  arbiter  deciding  where  production 
shall  be  carried  on  or  in  what  markets  a  producer  shall 
sell.  Thus,  in  one  case  the  Commission  said :  "We  have 
neither  the  inclination,  the  wisdom,  nor  the  power  to 
make  or  regulate  rates  for  the  purpose  of  determining 
whether  goods  shall  be  bought  or  sold,  produced,  manu- 
factured, or  consumed  in  one  section  or  locality,  or  by 
one  set  of  persons  or  another.  Such  has  been  the  set- 
tled iiolicy  of  the  Commission  from  its  creation  in  1887 
to  tlie  present  day.  We  have  other  well-recognized 
standards  by  which  the  lawfulness  of  rates  have  been 
and  are  tested,  and  these  standards  concern  themselves 
with  transportation  charactej-istics.  When  the  stand- 
ai'ds  are  applied,  the  necessary  and  immediate  effect 
may  be  to  interject  into  an  existing  commercial  situa- 
tion new  factors,  important  to  those  who  produce  or 
distribute,  buy,  or  sell,  and  to  their  competitors;  but 
such  result  is  neither  tlie  cause  Udr  end  which  has  moti- 
vated our  action."  -'  For  the  Connnission  to  hold  other- 
wise would  make  it  a  sort  of  economic  dictator  over  the 
commercial  and  industrial  life  of  the  Nation. 

It  cannot  be  said,  however,  that  the  Commission  has 
always  turned  a  deaf  ear  to  economic  and  social  con- 
siderations in  disposing  of  rate  cases.  As  Professor 
Sharfman  has  put  it :  "The  Commission's  interest  in 
protecting  small  shippers  has  sometimes  gone  further 
than  the  insurance  of  objectively  fair  charges,  the  social 
importance  of  goods  has  sometimes  been  advanced  as 
reason  for  especially  low  rates;  the  development  of  re- 


mote areas  has  been  deemed  a  significant  consideration 
in  some  cases;  the  promotion  of  competition  lias  been 
regarded  as  a  desirable  goal;  commercial  equality  seems 
to  have  supplemented  more  clearly  acceptable  consider- 
ations in  justification  of  rate  groups."^  Professor 
Sharfman  ccmcludes,  however,  that  the  departure  from 
strictly  transportation  standards  is  the  exception  rather 
than  the  rule.  *  Nontransportation  standards  have 
affected  the  Conunission's  decisions  in  small  degree. 
Rarely  have  they  been  controlling,  and  often  they  are 
ruled  out  as  entirely  irrelevant.  Frequently,  when  such 
factors  are  mentioned  they  merely  provide  justification 
for  refusing  to  disturb  some  established  rate  relationship 
or  rate  policy  which  has  been  attacked. 

The  enactment  of  the  Hoch-Smith  Resolution  by 
Congress  in  1925  might  be  construed  as  an  effort  to  inject 
certain  nontransportation  standaids  into  the  Commis- 
sion's policy.  The  resolution  declared  that  the  "true 
policy"  of  rate  making  to  be  observed  by  the  Interstate 
Commerce  Conmiission  was  to  consider  the  "conditions 
which  at  any  given  time  prevail  in  our  several  industries 
*  *  *  insofar  as  it  is  legally  possible  to  do  so,  to  the 
end  that  commodities  may  freely  move".  In  making 
rate  adjustments  under  the  resolution  the  Conmiission 
was  further  directed  to  consider  "a  natural  and  proper 
development  of  the  country  as  a  whole".  The  Commis- 
sion was  also  directed,  in  view  of  the  agricultural  depres- 
sion, to  prescribe  the  "lowest  possible  lawful  rates"  on 
the  products  of  agriculture.  The  "conditions  which 
at  any  time  prevail  in  our  several  industries",  mentioned 
in  the  "true  policy"  of  rate  making,  referred  to  condi- 
tions of  prosperity  or  depression.  The  resolution 
seemed  to  call  for  preferred  treatment  of  agricultural 
products  and  the  products  of  any  other  depressed  indus- 
tries; and  also  to  require  the  Connnission  to  inject  a 
certain  amount  of  industrial  planning  into  its  consider- 
ation of  rate  controversies.  The  Supreme  Court,  how- 
ever, interpreted  the  Hoch-Smith  Resolution  in  such 
manner  that  it  was  rendered  lai'gelj'  ineffective.  In 
Ann  Arbor  R.  R.  Co.  v.  United  States  the  Supreme 
Court  of  the  United  States,  referring  to  the  "true  policy" 
of  rate  making  laid  down  in  the  Resolution,  said :  "The 
paragraph  does  not  purport  to  make  any  change  in  the 
existing  law,  but,  on  the  contrai-y,  requires  that  that  law 
be  given  effect.  Nor  does  it  purport  to  make  luilawful 
any  rate  which  under  the  existing  law  is  a  lawful  rale, 
but  on  the  contrary  leaves  the  validity  of  the  rate  to  be 
tested  by  that  law."  ^  And  in  a  later  case  the  Court, 
referring  to  the  Hoch-Smith  Resolution,  said:    "The 


«»  Texas  <G  Pacilic  Ril.  Co.  v.  UtiitccI  fitalrn.  289  U.  S.  627.  638  (lO.'iS). 

'  Bultc  Milling  Co.  V,  Chicmjo  .f  Alton  R.  R.  Co.,  15  I.  C.  C.  351 
(1909). 

'Lake  Cargo  Coal.  1.S9  1.  C.  C.  367,  .'Wl  (1928).  Si'f  :ils  >  .s'l/ytir 
Coses  of  IMZ.  81  I.  C.  C.  448,  472  (1923). 


'Sharfman.  I.  L.,  The  Tntentate  Conimrree  Connnixxion.  Part  III  B, 
p.  763.  For  further  elnboration  of  those  points  see  Ihid.,  pp.  518-521. 
670-681.  See  also  ConiiiiissioniM-  I'rout.v's  dissent  in  /*/«Hfr/'.v  Cotii[}re.s-^ 
Co.  V.  C,  C.  C.  c£  St.  L.  Rii.  Co.,  11  I.  C.  R.  382,  410  (1905) 

iJIUd,  p.  763. 

=  L'8l  I',  s,  65«.  (;i;!i  (I9:i0). 
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legal  standards  governing  the  action  of  the  Commission 
in  determining  the  reasonableness  of  rates  are  unal- 
tered." "  It  may  be  said,  therefore,  that  the  sponsors 
of  the  Hoch-Smith  Resolution  were  unsuccessful  in  their 
attempt  to  inject  nontransportation  criteria  into  the 
determination  of  the  reasonableness  of  rates. 

There  are  two  ways  in  which  Congress  can  interfere  in 
the  rate-making  process  to  accomplish  desired  social  or 
economic  objectives.  One  is  through  direct  legislative 
rate  making.  The  other  is  through  the  prescription  of 
nontransportation  standards  in  the  Interstate  Commerce 
Act  or  througli  specific  instructions  to  the  Interstate 
Commerce  Commission  to  observe  desired  policies  of 
rate  making.  Although  direct  legislative  rate  making  is 
generally  considered  to  be  unwise  there  can  be  no  denial 
of  the  power  of  Congress  to  prescribe  rates  if  it  cliooses, 
subject,  of  course,  to  constitutional  limitations.  The 
other  approach,  that  is,  the  laying  down  of  legislative 
standards  and  policies  of  rate  making  to  be  observed 
by  the  Interstate  Commerce  Commission,  is  more  in  ac- 
cordance with  traditional  methods  of  regulation.  Of 
course  the  legislative  standards  and  policies  would  have 
to  be  devoid  of  such  qualifying  adjectives  and  phrases 
as  characterized  the  Hoch-Smith  Resolution  or  they 
would  meet  a  similar  fate. 

Constitutional  difficulties  would  undoubtedly  be  en- 
countered in  either  of  the  above  approaches.  Disregard 
of  cost  and  demand  factors  would  often  conflict  with  ef- 
forts of  railroads  to  operate  their  lines  at  a  pi'ofit  and 
would  conflict  with  property  rights.  A  lower  Federal 
court  once  held  that  under  the  Hoch-Smith  Resolution 
the  Commission  did  not  have  the  right  "to  regulate 
industrial  conditions  under  the  guise  of  regulating 
rates,"  and  in  so  holding,  the  court  said:  "We  do  not 
think  that  Congress  could  give  such  power  to  the  Com- 
mission." '     [Italics  ours.]     One  reason,  furthermore. 


'Atchiaon.   Topeka  d  Santa  Fe  Ril.   Co.   v.    United  States,   284   U.   S. 
248,  262  (1932). 

''Anchor  Coal  Co.  T.  United  States,  25  F.   (2d)  462,  472   (1928). 
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why  the  Supreme  Court  gave  the  Hoch-Smith  Resolu- 
tion such  a  restricted  meaning  was  to  avoid  doubts  as 
to  its  constitutionality.^ 

It  must  be  concluded  tliat  constitutional  difficulties 
would  limit  the  extent  to  which  transportation  rates 
can  be  manipulated  for  the  purpose  of  effecting  social 
and  economic  objectives  as  long  as  the  railroads  and 
other  transportation  agencies  are  privately  owned  and 
operated.  To  make  freight  rates  a  really  effective  tool 
of  social  policy,  government  ownership  of  railroads 
would  be  necessary.  Under  private  ownership  of  rail- 
roads, and  within  the  framework  of  the  Federal  Con- 
stitution, there  can  be  only  a  limited  adjustment  of  rates 
to  effect  desired  social  policies.  Aside  from  the  con- 
stitutional aspects  of  the  problem,  the  wisdom  of  allow- 
ing broad  social  and  economic  objectives  to  displace 
ordinary  price-making  considerations  in  fixing  rates  is 
open  to  question.  No  generalization  is  possible.  The 
wide  range  of  objectives  that  might  be  sought,  their 
varying  importance  compared  with  the  unfavorable 
economic  effects  that  might  result  from  interfering  with 
ordinary  pricing  considerations,  and  the  varying  degrees 
to  which  the  nontransportation  objectives  would  affect 
rate  making  preclude  any  general  weighing  of  benefits 
and  disadvantages.  Each  proposal  to  inject  nontrans- 
portation factors  into  rate  making  must  be  judged  sepa- 
rately. Its  purely  economic  consequences  should  be 
carefully  considered,  and  balanced  against  the  advan- 
tages of  the  ends  sought.  It  might  also  be  noted  that 
many  of  the  proposals  for  substituting  broad  social  and 
economic  objectives  for  ordinary  supply  and  demand 
considerations  in  rate  making  involve  an  element  of 
subsidy  to  particular  classes,  industries,  or  areas,  and 
are  open  to  the  objections  that  may  always  be  directed 
against  subsidy.  Proposals  of  this  sort  may  also  ad- 
versely affect  railroad  revenues  and  impair  the  ability  of 
the  transportation  system  to  support  itself. 


8  See  Ann  Arbor  B.  R.  Co.  v.  United  States,  2S1  U.  S.  658,  669  (1930). 


CONCLUSIONS 


1.  Under  conditions  which  have  prevailed  since  1920 
it  has  been  virtually  impossible  for  the  railroads  to 
maintain  rates  which  would  yield  a  fair  return  on  the 
"fair  value"  of  their  properties  as  a  whole.  Depi'essed 
conditions,  and  the  rise  of  competing  forms  of  transport, 
have  been  the  principal  causes  of  this  situation.  By 
changes  made  in  section  15a  of  the  Interstate  Commerce 
Act,  Congress  has  recognized  this  state  of  affairs.  The 
constitutional  right  of  a  railroad  to  rates  which  will 
enable  to  it  earn  a  fair  return  on  the  "fair  value"  of  its 
property  still  remains,  and  section  15a  of  the  Interstate 


Commerce  Act  still  requires  the  Commission  to  consider 
the  revenue  needs  of  the  railroads  in  fixing  rates. 
Neither  tlie  constitutional  right  nor  the  statutory  man- 
date imposed  on  the  Commission  can  bring  carrier  pros- 
perity when  economic  conditions  and  the  existence  of 
alternative  transportation  agencies  make  the  imposition 
of  high  rates  impossible.  Railroad  management  should 
not  place  its  hopes  for  more  adequate  income  upon  a 
constitutional  or  statutory  rule  of  rate  making  which 
imjilies  tliat  the  problem  of  inadequate  railroad  earn- 
iiigs  can  be  remedied  by  manipulation  of  the  rate  level 
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without  much  regard  for  the  conditions  of  demand  for 
transportation  service. 

2.  The  effect  of  rates  upon  tlie  movement  of  traffic 
has  been  an  important  factor  in  rate  making  under  the 
conditions  which  have  prevailed  in  recent  years.  This 
has  raised  the  question  of  tlie  extent  to  which  the  Inter- 
state Commerce  Conunission  may  properly  substitute  its 
judgment  for  that  of  railroad  management  concerning 
the  revenue  effect  of  proposed  rates.  Section  15a,  as 
now  written,  requires  the  Commission  to  consider  '"the 
effect  of  rates  on  the  movement  of  traffic."  As  long  as 
the  Commission  has  any  responsibility  for  the  adequacy 
of  railroad  revenues  it  cannot  close  its  eyes  to  the  prob- 
able effects  of  proposed  increases  or  reductions  in  rates. 
Eailroad  management,  however,  should  be  in  a  better 
position  than  a  govenmient  agency  to  determine  the 
effect  of  rates  on  the  movement  of  traffic.  If  rates  pro- 
posed by  the  carriers  are  well  considered  and  made  in 
good  faith,  and  if  they  can  be  defended  if  challenged, 
it  is  not  likely  that  the  Commission  will  have  many 
occasions  to  substitute  its  judgment  for  that  of  manage- 
ment on  the  probable  results  of  the  changes  proposed. 

3.  The  development  of  motor-vehicle  transportation 
has  tended  to  break  down  the  traditional  system  of  rail- 
road rates  insofar  as  it  was  characterized  by  higher 
rates  on  valuable  articles  than  could  be  justified  by 
cost-of-service  considerations.  Revision  of  raili'oad 
classifications,  the  adoption  of  all-freight  rates,  and 
other  devices  to  lower  the  rates  on  the  liigh-gi-ade  traffic 
should  enable  the  railroads  to  recover  some  of  the  traffic 
lost  to  highway  carriers.  The  old  system  of  rates,  with 
high  rates  on  valuable  articles,  can  be  maintained  if 
motor  carriers  are  required  or  permitted  to  make  rates 
which  are  patterned  after  the  traditional  railroad  rates, 
but  only  if  restrictions  not  in  the  public  interest  are  im- 
posed on  contract  carriers  and  on  private  transporta- 
tion. The  lowering  of  high  rates  on  high-gi'ade  ti'affic 
is  preferable  to  the  restoration  of  monopolistic  condi- 
tions in  the  field  of  transport. 

4.  Efforts  of  railroads  to  meet  new  competitive  con- 
ditions by  multiple-car  rates  and  graduated  quantity 
rates  should  be  encouraged  if  properly  controlled  to 
prevent  unjust  discrimination  and  other  abuses. 

5.  The  power  to  prescribe  minimum  rates  of  the  vari- 
ous transportation  agencies  should  be  exercised  with 
caution.  The  power  has  been  exercised  for  the  purpose 
of  preventing  carrier  competition  from  becoming  "ruin- 
ous" in  character,  i.  e.,  from  resulting  in  rates  that  are 
generally  below  the  real  costs  of  providing  the  service. 
The  minimiun-rate  power  should  not  be  exercised  in 
such  manner  as  to  protect  inefficiency,  or  to  ''hold  the 
u.mbrella"  over  high-cost  carriers. 

6.  Since  the  Interstate  Commerce  Commission  now 
has  control  over  rates  of  railroads,  pipe  lines,  motor 


carriers,  and  water  carriers,  it  will  be  confronted  more 
and  more  with  cases  which  involve  the  relation  between 
the  rates  of  competing  forms  of  transport.  Recogni- 
tion of  the  inherent  advantages  of  each  mode  of  trans- 
port would  seem  to  require  emphasis  on  cost  of  service 
in  fixing  rates  of  competing  transportation  agencies. 
In  particular,  competition  between  different  modes  of 
transport  should  not  be  permitted  to  become  "ruinous" 
in  character,  with  rates  lower  than  are  warranted  by 
costs  of  transportation  by  the  cheaper  form  of  transport. 
On  the  other  hand,  there  should  be  no  effort  to  maintain 
high  rates  for  the  purpose  of  protecting  high-cost  forms 
of  transport  where  they  encoimter  competition  with  low- 
cost  forms.  Generally  speaking,  rates  should  be  based 
on  the  cost  of  service  by  the  most  economical  agency. 
The  extent  to  which  other  forms  of  transport  might 
be  permitted,  within  limits,  to  meet  these  rates  if  they 
so  desire,  de^Dends  in  large  measure  upon  conditions 
of  unused  capacity  on  the  part  of  the  high-cost  agency, 
and  the  comparative  costs  of  handling  additional  traffic 
by  the  different  transport  agencies.  Each  case  of  this 
sort  must  be  considered  on  its  merits,  since  a  policy 
appropriate  to  one  set  of  circumstances  would  not  be 
appropriate  to  another.  Many  decisions  of  the  Inter- 
state Commerce  Commission  in  cases  which  involve  the 
relation  between  the  rates  of  different  but  competing 
modes  of  transport  seem  to  approximate  the  general 
policy  suggested  above.  The  relations  between  motor- 
carrier  rates  and  railroad  rates,  however,  have  not 
generally  been  brought  into  conformity  with  such  a 
policy. 

7.  Rate  structures  in  the  United  States  have  devel- 
o^Ded  on  a  regional  basis.  As  a  result,  freight  rates,  par- 
ticularly class  rates,  are  higher  in  some  parts  of  the 
United  States  than  others.  This  situation,  together 
with  methods  sometimes  used  in  the  construction  of 
rates  from  one  territory  to  another,  may  have  been  a 
factor  in  the  imequal  economic  development  of  different 
areas.  Differences  in  rates  in  different  parts  of  the 
United  States  should  not  exceed  differences  in  the 
costs  of  providing  transportation  service.  Wliether 
rates  should  be  equalized  throughout  the  United  States 
regardles  of  differences  in  transportation  costs  is  an  im- 
portant question  of  public  policy.  From  a  strictly 
economic  standpoint  it  is  preferable  to  have  these  dif- 
ferences in  transportation  cost  reflected  in  the  rate  struc- 
ture. Social,  military,  or  other  considerations,  however, 
might  lead  to  the  adoption  of  a  policy  of  uniformity  in 
rate  levels.  If  Congress  should  decide  on  such  a  policy, 
it  would  be  necessary,  if  differences  in  transportation 
costs  are  considerable,  to  find  some  means,  through  the 
division  of  joint  rates,  pooling,  or  other  devices,  to  sup- 
port the  railroads  in  the  areas  having  higher  trans- 
portation costs.    If  differences  in  rate  levels  are  to  per- 
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sist,  interterritorial  rates  should  normally  i-eflect  the 
rate  levels  in  each  territory  in  proportion  to  the  length 
of  the  haul  in  each. 

8.  Postalization  of  railroad  passenger  fares,  which 
has  been  proposed  from  time  to  time,  does  not  seem  to 
offer  any  promise  of  increased  profits  from  the  passenger 
business.  Postalization  of  freight  rates  would  have 
very  serious  consequences.  It  would  undoubtedly  re- 
sult in  an  enormous  amount  of  wasteful  transportation 
at  very  low  rates,  would  impose  huge  financial  losses 
upon  the  railroads,  and  would  destroy  property  values 
on  a  large  scale  without  any  net  social  gain. 

9.  Under  private  ownership  and  operation  of  I'ail- 


roads,  and  under  the  limitations  imposed  by  the  Federal 
Constitution,  the  extent  to  which  freight  rates  can  be 
used  as  a  tool  to  effect  desired  social  or  economic  ends  is 
strictly  limited.  Aside  from  the  constitutional  aspects 
of  the  problem,  any  attempt  to  inject  nontransportation 
considerations  in  the  prescription  of  transportation  rates- 
should  receive  most  careful  study  before  adoption. 
Proposals  of  this  sort  may  adversely  affect  carrier 
revenues  and,  hence,  the  ability  of  the  transportation 
system  to  support  itself.  Frequently,  they  also  con- 
tain an  element  of  subsidy  to  particular  places,  areas,, 
industries,  or  classes  of  persons,  and  are  open  to  ob- 
jection for  this  reason. 


2.   THE    NATURE    OF 


PART    I  — SECTION    III 

AN    ECONOMICAL    DIVISION 

By  Thor  Hultgren  ' 


OF    TRAFFIC 


The  Concern  Over  Economy 

It  is  believed  in  many  quarters  that  the  freight  and 
passenger  traffic  of  tlie  United  States  is  not  economi- 
cally distributed  among  the  various  means  of  transport — 
rail,  highway,  pipe  line,  water,  and  air.  In  many 
instances,  it  is  thought,  traffic  which  could  better 
travel  by  one  means,  is  being  handled  by  another.  The 
views  expressed  by  the  committee  of  six  labor  and  rail- 
W'ay  officials  to  consider  the  transport  situation  are 
illustrative.'  As  an  ideal  they  commended  "an  orderly 
and  projier  development  of  a  national  transportation 
system,  in  which  each  of  the  various  agencies  will  be 
utilized  in  the  way  and  to  the  extent  that  is  justified 
by  sound  economic  consideration."'  They  thought  such 
a  state  of  atlairs  unlikely  to  be  realized  until  all  of  the 
agencies  "are  accorded  equality  of  treatment"  "in  all 
matters  of  governmental  regiilation.  imposition  or 
subsidization.''  Tiiev  reconnnended  that  all  methods 
of  transjKirtation  be  so  regulated  "as  to  preserve  the 
inherent  advantages  of  each."  The  belief  that  traffic 
was  or  is  in  danger  of  being  uneconomically  divided 
has  been  recognized  by  Congress  in  the  Transportation 
Act  of  1940.  which  provides  that  a  lioard  shall  be  ap- 
pointed with  the  duty  of  investigating  "the  relative 
economy  and  fitness  of  carriers  by  railroad,  motor  car- 
riers, and  water  carriers  for  transportation  service,  or 
any  ])inticular  classes  or  descriptions  thereof." 

Elements  of  "Fitness" 

In  most  discussions  of  fitness  it  is  implied  that  there 
is  an  ascertainable  cost  of  handling  a  "particular  de- 
scription" of  traffic  via  any  specifiable  means  of  trans- 
port, and  that  the  various  means  can  therefore  be  com- 
pared with  respect  to  the  cost  of  handling  that  traffic. 
The  agency  wliich  has  the  lowest  cost  could  be  called  the 
"fittest'"  or  most  economical.  But  to  identify  fitness  or 
economy  witii  cost  only  is  to  take  a  narrow  view. 
Traffic  can  often  be  handled  more  safely,  quickly,  and 
conveniently  by  one  means  of  transport  than  another. 


^  Tho  prohl.'iii  (if  hrin^iiiK  tho  several  means  of  transport  into  an  elTec 
tive  relation,  '^o  Ilia)  traffic  will  move  hy  the  appropriate  apency,  is  dealt 
witli  ineidiMitally  at  a  number  of  points  in  tliis  report,  and  especially  in 
the  i»re<-e)ling  chapter  on  rates,  r.nt  its  importance  is  su<'h  as  to  call 
ftvr  nun-e  in:e;;  ated  cors  deratitm. 

=  National  Bnreavi  of  Kc'ononiic  Research,  New  York  City:  formerly 
a  member  of  the  staff  of  the  Interstate  Comniei-ce  Commission. 

"  Reimrt  of  the  Comiiiitlce  Appoimcil  Seplrmhrr  20,  tills  by  the  Presi- 
dent of  the  United  States  to  Submit  Itecommendntions  I  iwn  the  General 
Trnhsjtnrtnt inu   Sif udtinn.  Dt'cembcr  II.".,  lO.'lS. 


The  service  is  better.  The  difference  in  service  is  some- 
times important  to  the  shipper  or  traveler.  In  such 
cases  it  would  hardly  be  called  economical  for  the  traffic 
to  go  by  the  low-cost  means,  if  that  is  the  inferior  means. 
Handling  of  ti-affic  via  a  low-cost  means  sometimes 
creates  serious  inconvenience  to  other  traffic  using  the 
same  means.  Under  some  conditions  truck  traffic  inter- 
feres with  the  flow  of  passenger  automobile  traffic. 
Where  the  interference  is  serious,  a  railroad  might  be 
considered  the  "fittest"  means  of  handling  part  of  the 
traffic,  even  if  the  cost  by  truck  were  lower.  "Fitness," 
considered  as  economy,  is  a  matter  not  only  of  cost  but 
of  service  and  convenience.  Other  considerations  might 
be  regarded  as  determining  fitness.  Diversion  of  traf- 
fic from  one  means  of  transport  to  another  disturbs 
vested  interests.  Anyone  solicitous  for  these  interests 
might  consider  the  means  around  which  these  interests 
cluster  as  fittest.  The  business  of  trucking  is  carried 
on  by  smaller  concerns  than  the  business  of  railroad 
transport.  Anyone  who  believes  fervently  in  the  en- 
couragement of  small  enterprises  might  therefore  re- 
gard highway  tran.sport  as  the  fittest  for  much  traffic. 
Considerations  like  these,  however,  seem  to  stretch  the 
concept  of  economy.  For  the  purpose  of  this  paper, 
the  low-cost  means  will  be  regarded  as  the  economical 
means,  except  where  some  other  means  has  an  important 
advantage  in  the  way  of  S9rvice  or  convenience,  in  which 
case  the  latter  means  will  be  regarded  as  more 
economical. 

Scope  of  Comparisons 

Alternative  of  Composite  Movement 

It  should  not  be  assumed  that  the  most  economical 
movement  of  traffic  is  always  entirely  by  one  means 
of  transport  throughout.  It  is  very  common  for  a 
shipment  to  move  from  origin  to  destination  partly 
by  one  means  of  transport  and  partly  by  an- 
other. Such  arrangements  are  often  strikingly  eco- 
nomical. Lake  Superior  iron  ore  moves  by  rail  to 
lakeside,  thence  by  lake  vessel  to  lower  lake  ports, 
thence  by  rail  to  blast  furnaces.  This  is  undoubtedly 
much  more  economical  than  all-rail  movement  would 
be.  Railroads  once  stopped  a  train  at  every  wayside 
station  to  which  a  Icss-cai-load  shipment  was  consigned. 
Some  of  them  are  now  finding  it  more  economical  to 
carry  the  traffic  by  train  to  central  points  for  unload- 
ing and  distribute  it  from  there  by  truck.     In  seeking 
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the  most  economical  carrier  for  a  description  of  traffic, 
therefore,  the  alternative  cost  of  letting  it  move  by  a 
combination  of  means  should  often  be  included  in  the 
comparison. 

The  cost  of  moving  traffic  from  one  place  to  another 
by  one  means  should  not  be  compared  with  the  cost 
between  the  same  places  by  another  means  when  the 
movement  in  question  is  only  a  segment  of  the  move- 
ment from  initial  origin  to  ultimate  destination. 
Much  farm  traffic  is  now  moving  by  motor  truck  directly 
from  farmers  to  dealers  and  jobbers.  Such  traffic  used 
to  move  by  truck  or  wagon  from  farm  to  railroad  sta- 
tion, thence  by  rail  to  a  wholesale  receiver's  place  of 
business,  thence  by  truck  or  wagon  to  jobber  or  retailer. 
If  only  the  cost  of  movement  from  the  place  at  which 
the  traffic  is  put  on  to  the  place  at  which  it  is  put  off 
the  railroad  is  considered,  rail  transport  might  appear 
more  economical  than  truck.  But  a  truer  comparison 
will  result  if  the  cost  of  truck  movement  to  and  from 
the  railroad,  including  the  cost  of  transfer,  is  added  to 
the  strictly  rail  cost,  and  the  total  compared  with  the 
cost  of  a  direct  all-truck  movement.  The  cost  of  han- 
dling traffic  by  water  between  ports  on  the  Mississippi 
Eiver  may  appear  to  be  lower  than  the  cost  of  handling 
them  by  rail  between  the  same  ports.  But  much  of 
this  traffic  does  not  originate  or  does  not  terminate  at 
the  ports.  It  is  hauled  by  rail  to  and  from  them.  If 
it  moved  all-rail,  much  of  it  would  go  by  more  direct 
routes  which  do  not  pass  through  the  ports.  To  deter- 
mine the  most  economical  mode  of  carriage,  the  cost 
of  rail  service  to  and  from  the  ports,  including  cost  of 
transfer,  should  be  added  to  the  river  costs,  and  the 
result  compared  with  the  cost  of  the  more  direct  all- 
rail  haul. 

Private  Transport 

Comparisons  between  the  costs  of  transport  by  vari- 
ous means  should  not  be  confined  to  the  cost  of  trans- 
port for  hire.  People  travel  in  their  own  cars  as  well 
as  by  bus  even  where  train  or  plane  service  is  available. 
Farmers,  manufacturers,  and  merchants  haul  their 
goods  in  their  own  trucks.  To  a  lesser  extent  there  is 
private  transport  by  water,  and  only  to  a  negligible 
extent  by  rail.  Where  private  transport  occurs  or  is 
feasible  by  one  means  of  transport,  the  cost  of  both 
private  and  for-hire  movement  by  that  means  should 
be  compared  with  costs  via  other  means.  It  may  be 
that  business  concerns  carry  their  own  goods  when  the 
railroads  could  do  it  at  less  cost;  on  the  other  hand,  it 
may  be  that  if  rail  rates  fully  reflected  costs,  some 
traffic  handled  by  the  railroads  would  be  handled  by 
shippers  themselves  over  the  highways  at  less  than 
the  rail  cost. 


Government  Expenses 

Not  all  of  the  expenses  of  transport  are  incurred 
by  the  actual  carriers,  whether  private  or  commercial. 
A  large  part  of  the  expenditure  which  is  necessary  to 
highway,  waterway,  and  airway  transport  is  made  by 
local  or  State  governments  or  the  Federal  government. 
The  relative  importance  of  the  governmental  contribu- 
tion varies  as  between  these  means.  The  contribution 
to  railway  and  pipe-line  transport  is  negligible.  If  one 
wishes  to  know  whether  a  description  of  traffic  can  move 
most  economically  over  a  specified  means  to  transport, 
one  should  include  in  the  costs  via  that  means  the  ex- 
penses which  government  will  have  to  incur  to  make 
the  movement  possible. 

The  "Description  of  Traffic" 

The  assumption  that  there  is  a  means  of  transport 
more  "fit"  than  others  to  handle  a  description  of  traf- 
fic rests  largely,  as  previously  noted,  on  the  further  as- 
sumption that  the  cost  of  handling  that  piece  of  traffic 
by  any  specified  means  can  be  determined.  As  a  matter 
of  fact  it  is  impossible  to  show  accurately  what  addition 
to  most  classes  of  cost  will  be  made  if  an  agency  han- 
dles a  small  bit  of  traffic.  If  all  traffic  is  divided  into 
many  descriptions  each  covering  a  small  amount,  there- 
fore, difficulties  will  be  encountered.  Attention  can  be 
confined  to  those  costs  which  can  definitely  be  shown 
to  be  connected  with  each  amount  of  traffic.  If  this  is 
done,  it  may  be  concluded  that  an  agency  can  handle 
each  piece  at  very  small  cost.  But  the  costs  which 
could  be  defiinitely  assigned  to  all  such  pieces  in  the  ag- 
gregate would  amount  to  much  more  than  the  sum  of 
the  costs  assignable  to  them  individually.  These  dif- 
ficulties are  especially  pronounced  in  the  case  of  railroad 
costs  and  general-cargo  water  carrier  costs.  Consider- 
ing each  piece  of  traffic  separately,  and  only  those  costs 
clearly  associated  with  it,  it  might  appear  that  a  rail- 
road was  "fitter"  than  a  motor  carrier  to  handle  each 
piece.  Yet  the  cumulative  effect  on  the  expenses  of  the 
railroad  if  it  were  to  handle  all  such  pieces  might  easily 
be  so  great  that  it  would  not  be  the  most  economical 
carrier  after  all.  On  the  other  hand,  if  any  attempt  is 
made  to  estimate  for  each  small  piece  the  costs  which 
cannot  definitely  be  assigned  in  such  small  units,  the  con- 
clusions as  to  which  carrier  is  fittest  will  rest  upon  highly 
conjectural  assumptions. 

It  might  seem  from  these  considerations  that  at- 
tempts to  determine  comparative  costs  should  be  made 
only  for  pretty  broad  descriptions  of  traffic.  But  there 
is  danger  in  this  direction  also.  The  description  may 
be  so  broad  as  to  combine  kinds  of  traffic  between  which 
there  is  a  real  difference  as  to  comparative  costs  by  vari- 
ous means.     In  such  a  case  traffic  for  which  the  rail- 
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roads  are  most  economical  might  be  included  in  the 
motor  trucks'  field  because  the  average  cost  for  the  whole 
broad  description  was  lower  by  truck.  An  effort  might 
be  made  to  determine,  for  example,  what  the  compara- 
tive cost  of  handling  all  traffic  weighing  less  than  15 
tons  per  consignment  and  moving  50  miles  or  less  might 
be  by  rail  and  by  truck.  On  its  face  this  may  look  like 
a  clear  case  for  trucks.  But  the  best  line  of  division  may 
usually  be  at  40  miles.  And  for  some  articles  in  some 
circumstances  the  railroads  may  have  a  demonstrable 
advantage  at  much  smaller  distances. 

In  summary,  if  traffic  is  divided  into  many  narrow 
descriptions,  the  comparative  costs  obtainable  will  be 
partial  or  conjectural  or  both ;  if  it  is  divided  into  a  few 
broad  descriptions,  real  differences  in  economy  will  be 
ignored. 

Nevertheless,  a  study  based  on  certain  broad  plausible 
classifications  of  traffic  in  terms  of  weight,  distance,  and 
geography  might  be  of  value.  A  national  investigating 
body  such  as  the  new  Board  might  set  up  a  number  of 
broad  patterns  of  division  which  there  is  some  general 
reason  to  believe  might,  in  the  large,  be  economical. 
The  aggregate  national  cost  of  handling  all  traffic  could 
be  estimated  for  each  pattern.  The  pattern  which  gave 
the  lowest  aggregate  cost  could  be  designated  as  most 
economical.  This  would  create  a  bi'oad  presumption 
that  any  traffic  falling  within  the  description  assigned 
to  one  means  of  transport  in  the  chosen  plan  could  most 
economically  be  carried  by  that  means.  Special  circum- 
stances affecting  cost  would  justify  departures.  The 
board  might  supplement  its  general  plan  by  indicating 
the  nature  of  some  cases  of  this  sort. 

The  purpose  of  such  a  study  should  not  be  to  provide 
a  basis  for  an  uncomprising  division  of  traffic  along  the 
lines  found  likely  to  produce  the  lowest  cost.  To  deny 
shippers  the  opportunity  to  choose  a  type  of  transport 
other  than  that  found  to  be  lowest  in  cost  woidd  ignore 
considerations  of  service.  A  preferable  method  of  al- 
locating traffic  would  be  to  allow  shippers  to  choose  the 
service  they  want  on  the  basis  of  rates  reasonably  re- 
lated to  the  costs  incurred.  Traffic  would  then  go 
to  the  low-cost  carrier  except  when  those  who  must 
paj'  for  the  excess  cost  via  another  medium  of  transport 
were  willing  to  do  so.  A  background  of  comprehensive 
study,  transcending  the  limits  of  inquiry  which  are 
practicable  in  particular  rate-making  i)roceedings, 
should  assist  materially  in  achieving  such  an  adjust- 
ment of  rates. 

After  such  a  study  had  been  made,  the  technology 
of  different  modes  of  transport  would  no  doubt  con- 
tinue to  change,  in  unequal  degree.  The  conclusions 
suggested  by  the  study  should  therefore  be  revised  from 
time  to  time  so  as  to  change  the  division  of  traffic  in 


favor  of  the  mode  of  transport  which  made  most  prog- 
ress in  reducing  costs.  In  a  realistic  study  it  would 
probably  be  found  that  there  are  marginal  descriptions 
of  traffic  for  which  no  one  carrier  is  clearly  the  low- 
cost  carrier.  Such  margins  might  well  be  broadened  to 
allow  for  prospective  improvements  in  teclmology  the 
effect  of  which  cannot  be  exactly  anticipated. 

Appropriate  and  Inappropriate  Methods 
of  Computing  Cost 

There  are  many  ways  of  computing  or  estimating 
the  cost  of  transportation.  Some  of  them  are  inap- 
propriate to  the  problem  of  determining  the  most 
economical  carrier.  If  these  methods  are  followed,  one 
means  of  transport  may  erroneously  be  found  to  be  more 
economical  than  another.  Some  differences  of  this  kind 
are  of  sufficient  general  importance  to  justify  consider- 
ing them  here. 

Cost  of  Durable  Facilities 

Interest  and  amortization  on  money  spent  in  the 
past  to  provide  durable  facilities  still  in  use  are 
sometimes  regarded  as  part  of  the  i^resent  cost  of 
doing  business.  The  problem  of  achieving  a  more 
economical  division  of  traffic,  however,  is  not  one 
of  planning  an  entire  system  of  transport  from  the 
beginning.  A  great  stock  of  facilities — roadbeds,  sta- 
tions, paved  highways,  improved  waterways- — is  already 
in  existence.  The  money  required  to  provide  them  has 
already  been  spent.  The  labor  and  material  which  this 
money  commanded  have  already  been  used.  These  past 
expenditures  will  not  be  changed,  whether  traffic  does  or 
does  not  make  use  of  the  facilities.  For  the  purpose  of 
determining  comparative  economy,  therefore,  no  allow- 
ance should  be  made  for  costs  already  incurred.  For 
the  future,  a  waterway  which  has  been  made  navigable 
at  great  expense  is  the  same  thing  as  a  waterway  which 
is  equally  navigable  in  its  natural  condition. 

On  the  other  hand,  some,  although  not  all,  of  the 
existing  durable  facilities  will  eventually  wear  out  or 
become  obsolete.  If  traffic  continues  to  move,  new  ex- 
penditures for  durable  facilities  will  have  to  be  in- 
curred. Most  decisions  which  influence  the  division  of 
traffic  are  effective  for  a  long  time,  during  which  the 
necessity  for  new  facilities  may  arise.  It  is  proper, 
therefore,  to  include  the  prospective  cost  of  new 
facilities. 

This  does  not  mean,  however,  that  their  costs  should 
be  included  for  the  immediate  future.  Until  the  time 
for  replacement  arrives,  the  means  of  transport  which 
will  require  them  may  be  the  more  economical  form; 
when  the  time  does  arrive,  it  may  be  that  the  traffic 
should  be  diverted  to  avoid  the  new  costs.     The  relative 
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economy  of  ditterent  means  may  change  as  the  need  for 
new  capital  expenditures  on  one  or  the  other  approaches. 
It  may  be,  of  course,  that  different  parts  of  the  plant 
will  have  to  be  replaced  at  different  times.  In  this 
case,  in  determining  whether  any  particular  replace- 
ment will  be  justified,  it  should  be  considered  whether 
still  further  replacements  of  ether  items  will  be  neces- 
sary to  get  sufficient  benefit  from  the  first.  It  may  be, 
too,  that  the  means  of  transport  which  will  eventually 
become  the  less  economical  one  has  advantages  in  the 
way  of  service.  If  so,  the  prospective  willingness  of 
shippers  to  pay  for  the  higher  costs  in  higher  rates 
should  be  considered. 

The  difference  in  method  is  not  a  negligible  one. 
Some  of  the  facilities  resulting  from  past  outlays  are  as 
lasting  as  the  stream  of  traffic  which  uses  them — the 
cost  of  grading  a  railroad,  for  example.  It  is  true  that 
some  new  grading  is  done  to  provide  better  alignment. 
It  is  also  true  that  an  embankment  is  washed  out  by  a 
flood  now  and  then.  But  it  is  hardly  likely  that  a  whole 
railroad  will  be  rebuilt  along  an  entirely  new  align- 
ment, or  that  all  cuts  will  fill  up  and  all  embankments 
be  washed  out.  Hence  many  items  of  cost  which  would 
be  included  by  the  past-expenditure  method  would  find 
no  counterpart  in  the  future-expenditure  method. 
Moreover,  if  it  does  become  necessary  to  replace  a  facil- 
ity, the  outlays  required  are  unlikely  to  be  the  same  as 
those  made  in  the  past.  Wages  and  prices  of  materials 
will  be  different.  The  methods  of  construction  will  be 
more  economical.  Work  of  a  kind  originally  done  with 
pick  and  shovel  can  now  be  done  with  power  scoops  and 
dump  trucks.  An  entirely  different  type  of  facility 
may  be  chosen  to  do  the  work.  Powerful,  efficient  loco- 
motives may  replace  antiquated  or  wasteful  ones. 

If  costs  of  fixed  facilities  are  counted  against  each 
means  of  transport  only  insofar  as  new  facilities  would 
have  to  be  provided  to  handle  a  description  of  traffic 
by  that  means,  the  means  of  transport  which  requires  a 
mininuun  of  new  outlays  of  all  kinds  will  be  found  most 
economical. 

In  some  cases  the  cost  of  old  facilities  may  provide 
tiie  only  indication  of  what  the  cost  of  new  facilities 
nuiy  be.  In  such  cases  they  must,  of  course,  be  used  as 
the  basis  of  estimates  of  future  outlays.  Insofar  as 
the  old  facilities  have  salvage  value,  that  value  may 
properly  be  counted  as  one  of  the  costs  of  transport, 
for  it  can  be  saved  if  the  facilities  are  not  going  to  be 
needed  to  move  traffic. 

Allowance  for  Unequal 
Compensation  of  Labor 

Wage  rates  apparently  differ  appreciably  between  dif- 
ferent forms  of  transport.  A  carrier  of  one  type  which 
pays  lower  wage  rates  than  a  carrier  of  a  different  type 


is  not  thereby  made  more  efficient.  On  the  contrary, 
the  difference  in  wage  rates  may  enable  it  to  get  a  larger 
share  of  business  than  it  could  get  if  its  money  costs 
corresponded  more  closely  to  its  ability  to  economize 
human  effort.  On  the  other  hand,  this  proposition  is 
strictly  true  only  if  the  differences  in  wage  rates  apply 
to  comparable  grades  of  labor.  Except  insofar  as  such 
comparability  can  be  established,  it  is  probably  wiser 
to  take  monetary  labor  costs  as  they  are.  Where  it 
can  be  established,  however,  the  costs  of  one  carrier 
should  be  restated  so  as  to  give  the  same  result  as  if  it 
paid  the  same  wage  rates  as  the  other.  This  will  tend 
to  indicate  a  larger  share  of  traffic  as  proper  for  the 
high-wage  carrier  than  would  be  indicated  by  compu- 
tations not  thus  adjusted. 

In  one  branch  of  transport — motortrucking — a  con- 
siderable part  of  the  labor  is  still  furnished  by  owner- 
operators.  They  may  not  go  through  the  formality  of 
crediting  themselves  with  wages.  Whether  they  do  or 
not,  their  real  compensation,  insofar  as  it  is  pecuniary, 
consists  of  whatever  the  business  earns  in  excess  of  cash 
operating  outpayments  to  others.  Wlrat  valuation 
should  be  put  on  the  owner-operator's  labor  ?  Suppose 
he  is  earning  less  than  paid  drivers  or  foremen  usually 
get  for  similar  work  in  other  enterprises?  In  this  case 
there  is  hardly  any  question  of  the  employer's  taking  an 
unfair  advantage  of  the  employee,  since  they  are  the 
same  person.  The  operator  apparently  does  not  feel 
that  he  could  do  better  if  employed  in  some  other  way. 
The  intangible  value  of  being  one's  own  boss  is  no  doubt 
a  factor.  It  would  seem  wise  to  accept  the  actual  com- 
pensation for  inclusion  in  computations  of  tt)tal  costs. 

Exclusion  of  Taxes 

All  contributions  by  carriers  to  the  support  of  gov- 
ernment should  be  excluded  from  computations  whose 
aim  is  to  find  an  economical  division  of  traffic.  Some 
taxes,  especially  those  paid  by  motor  carriers,  may  be 
regarded  as  payments  for  transportation  costs  incurred 
by  government.  But  since  the  outlays  of  government 
for  transport  purposes  should  be  independently  com- 
puted and  included  in  the  calculation,  to  add  in  such 
taxes  would  result  in  duplication,  and  exaggerate  the 
cost  to  the  economic  connnunity  of  motor  transport. 
Nor  would  it  be  proper  to  include  such  taxes  in  lieu  of 
governmental  outlays.  This  would  evade  the  question 
of  whether  motor  taxes  make  an  adequate  contribution. 

Other  taxes  are  contributions  toward  governmental 
expenses  other  than  the  promotion  of  transport.  These 
other  governmental  expenses  are  not  appreciably  aug- 
mented or  diminished  by  the  manner  in  which  traffic 
is  divided.  Children  will  be  provided  with  schooling, 
fire  and  jtolice  protection  will  be  furnished,  farmers 
will  be  paid  benefits,  national  defense  will  be  under- 
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taken.  These  expenses  of  government  will  go  on 
whether  or  not  steel  goes  by  river  instead  of  rail,  or 
bricks  by  rail  instead  of  liighway.  Insofar  as  taxes  of 
this  kind  fall  more  heavily  on  one  type  of  carrier  than 
another,  it  means,  in  effect,  merely  that  government  is 
using  the  first  type  of  carrier  as  a  collection  agency  to 
a  greater  extent  than  the  second.  It  does  not  mean  that 
heavier  costs  are  associated  to  that  extent  with  the  han- 
dling of  traffic  by  the  former  carrier  rather  than  by  the 
latter. 

Established  Methods  of  Cost  Finding 
for  Rate  Making 

In  the  regulation  of  rates  most  parts  of  the  traf- 
fic must  be  charged  more  than  the  costs  which 
have  a  physical  and  certain  connection  with  each  part 
respectively.  When  an  attempt  is  made  to  base  rates 
of  formal  computations  of  cost,  therefore,  those  ele- 
ments of  cost  which  cannot  be  directly  attributed  to 
parts  of  the  traffic  must  be  prorated  to  them  on  some 
basis  regarded  as  fair.  This  is  generally  done  by  as- 
suming that  expenses  of  an  overhead  character  do  vary 
in  proportion  to  one  or  another  of  some  measurable 
characteristics  of  the  traffic ;  e.  g.,  gross  ton-miles. 
Wliere  the  object  is  merely  justice  to  shippers  such 
assumptions  are  defensible.  Wlien  the  costs  of  differ- 
ent types  of  carriers  are  prorated  in  this  way,  however, 
it  does  not  follow  that  traffic  divided  in  accordance  with 
costs  thus  allocated  would  in  fact  be  carried  at  a  mini- 
mum aggregate  cost.  For  in  many  cases  no  causal  con- 
nection between  the  handling  of  a  particular  piece  of 
traffic  and  the  incurring  of  the  prorated  costs 
can  be  demonstrated.  It  may  be  fair  to  prorate 
train-crew  expenses — for  example,  in  proportion  to 
train-miles — and  reduce  this  to  a  ton-mile  basis  in 
accordance  with  the  type  of  train  in  which  each  spe- 
cies of  traffic  is  usually  handled.  But  train  crews 
must  commonly  be  paid  for  a  minimum  number  of 
hours  or  miles.  The  addition  of  new  traffic  in  some 
situations  might  require  no  new  trains  and  might  not 
extend  the  working  day  or  length  of  run  of  any  crew 
bej'ond  the  fixed  minima.  On  the  other  hand,  the 
movement  of  the  same  traffic  by  trucks  might  neces- 
sitate additional  labor  expense,  particularly  since 
a  full  truckload  is  much  less  than  a  full  trainload. 
If,  in  estimating  the  expense  of  handling  the  traffic 
by  rail,  a  proration  of  train  labor  costs  were  made, 
the  cost  of  handling  by  rail  might  appear  higher 
than  by  truck,  although  this  was  not  in  fact  the  case. 
Existing  methods  of  cost  finding  for  rate-making  pur- 
poses cannot  be  accepted  for  the  study  of  economical 
division  without  much  modification  or  at  least  much 
studv  of  concrete  situations. 


Allowance  for  Superior  Service 
and  Conveniences 

For  a  description  of  traffic  which  can  benefit  materi- 
ally from  the  superior  service  of  one  means  of  transport 
as  compared  with  another,  the  most  economical  means 
has  not  necessarily  been  determined  when  the  low-cost 
carrier  has  been  identified.  One  might  endeavor  to  put 
a  money  value  on  such  an  advantage  m  service,  to  be 
deducted  from  the  cost  assigned  to  the  means  having  the 
advantage.  This  would  be  highly  conjectural,  how- 
ever, and  it  is  not  necessary  to  the  achievement  of  an 
actually  economical  division.  If  the  charges,  or  the 
costs  to  the  shipper  and  traveler,  can  be  made  to  reflect 
the  relative  costs,  it  may  be  left  to  the  judgment  of 
shippers  and  travelers  whether  the  difference  in  service 
is  worth  the  difference  in  cost. 

This  presumes  that  alternative  means  of  transport 
are  available  to  shippers  and  travelers  on  terms  which 
reflect  their  inclusive  costs.  But  the  question  of  eco- 
nomical division  should  not  be  decided  merely  on  the 
basis  of  existing  facilities.  One  of  the  alternatives  to 
be  considered  may  involve  the  construction  of  a  new 
means  of  transport  and  the  diversion  of  part  of  the 
traffic  to  that  means.  Or  it  may  be  that  a  composite 
means  of  transport,  not  now  the  most  economical,  would 
become  so  if  facilities  were  created  and  arrangements 
made  for  through  movement.  In  such  cases,  the  matter 
cannot  be  left  to  be  decided  by  the  actual  choice  of 
shippers  and  travelers,  for  their  choice  caimot  be  regis- 
tered until  the  improvement  has  been  made.  And  if  it 
then  turns  out  that  potential  users  do  not  actually  use 
the  improvement  extensively,  the  outlay  for  construc- 
tion may  turn  out  to  have  been  wasted.  It  is  therefore 
necessary  to  anticipate  what  the  choice  of  users  would 
be.  If  it  seems  likely  that  the}-  would  not  be  willing 
to  use  the  new  facility  at  rates  to  or  payments  by  them 
which  would  cover  its  full  cost,  the  alternative  should 
be  rejected  as  uneconomical.  Clues  to  the  probable 
choice  of  shippers  may  be  found  in  their  past  behavior 
when  confronted  with  actual  choices  in  similar  situa- 
tions between  facilities  already  in  existence.  If  pros- 
pective shippers  can  be  induced  to  make  a  careful  and 
unbiased  study  of  the  value  to  them  of  the  proposed 
improvement  that  may  be  still  more  helpful. 

It  may  be  that  the  process  of  regulation  itself  affects 
the  service  advantages  or  disadvantages  of  a  form  of 
transport.  Confinement  of  motor  carriers  to  common 
or  to  contract  service  only,  for  example,  may  exclude 
from  the  handling  of  a  description  of  traffic  a  means  of 
transport  which  might  be  able  to  render  superior  serv- 
ice. Considerations  of  economy  in  the  broad  sense 
would  seem  to  require  that  where  a  serious  possibility 
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agencies  which  will  operate  over  it  but  also  the  costs 
to  tlie  Government.  For  example,  the  construction  of 
a  new  canal  which  would  handle  traffic  now  being 
handled  by  railroad  may  be  pondered.  The  question 
which  should  be  considered  is  not,  how  will  the  costs 
of  operators  of  vessels  over  such  a  canal  compare  with 
the  costs  of  which  the  railroads  would  be  relieved  by 
being  relieved  of  the  traffic.  The  costs  to  the  Govern- 
ment should  be  added  to  the  costs  of  the  vessel 
operators  before  the  comparison  is  made. 

The  cost  to  the  Government  of  construction  as 
well  as  of  subsequent  maintenance  should  be  included. 
For  the  money  has  still  to  be  spent,  and  need  not  be 
spent  unless  the  traffic  is  to  move,  in  the  ex- 
ample cited,  by  waterway.  The  cost  of  constructing 
the  facilities  now  used  by  the  present  carriers — the 
railroads  in  the  example — should  not  be  included. 
For  these  costs  have  already  been  incurre-d  and  cannot 
be  recovered  (except  for  a  limited  salvage  value)  if 
the  railroads  lose  the  business. 

On  the  other  hand,  the  time  may  come  when  a  large 
part  of  the  facilities  of  existing  means  of  transport  will 
wear  out  and  require  replacement  if  the  traffic  is  to 
continue  to  move  over  them.  This  may  alter  the  case 
in  favor  of  the  proposed  new  facility.  Thus,  the  con- 
struction of  a  new  highway  might  accommodate  prin- 
cipally traffic  which  would  be  diverted  from  an  adjacent 
line  of  railway.  The  latter  might  be  in  good  condi- 
tion as  a  result  of  past  expenditures.  Very  few  out- 
lays for  the  upkeep  of  the  line  are  to  be  expected  in 
the  near  future.  This  circumstance  would  tend  to 
make  the  cost  of  leaving  the  traffic  to  the  rails  relatively 
lower  than  that  of  providing  highway  facilities  for  it. 
But  eventually  much  of  the  railroad  plant  will  wear 
out.  Heavy  expenditures  for  replacement  will  become 
necessary.  After  a  period  of  years,  therefoi-e,  the 
alternative  cost  of  handling  the  traffic  by  rail  may  be 
greater  than  by  highway.  Ajiplying  the  conception 
that  relative  costs  may  vary  with  the  progress  of  time, 
the  conclusion  may  be  reached  that  the  highway  should 
not  be  built  immediately,  but  should  be  put  into  service 
in  time  to  avoid  heavy  outlays  for  replacement  on  the 
railway. 

The  Government  is  also  constantly  being  urged  to 
improve  existing  facilities — to  deepen  this  waterway, 
widen  that  highway.  Such  improvements  will  usually 
attract  some  additional  traffic  to  the  facility  from  other 
means  of  transport.  Usually,  however,  the  improve- 
ments will  reduce  the  cost  or  increase  the  convenience 
of  movement  of  existing  traffic.  A  large  part  of  this 
traffic,  especially  on  highways,  is  of  a  kind  for  which 
there  is  no  feasible  alternative  means  of  transport. 
Part  of  it  may  be  traffic  which  can  move  more  eco- 
nomically via  the  Government  facility.    If  the  im- 
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provement  may  be  wholly  justified  on  the  basis  of  the 
savings  and  added  convenience  to  traffic  of  this  kind,  no 
costs  should  be  charged  against  whatever  further  traffic 
might  be  attracted  from  other  means  of  transport.  If 
it  can  be  so  justified  in  part,  only  a  part  of  the  expense 
of  improvement  should  be  charged  against  the  cost  of 
handling  the  divertible  traffic  over  the  improved 
facility. 

At  all  times  Government  is  mcnrring  expense  to 
maintain  existing  facilities  at  their  present  level,  at 
least.  Lowering  the  standard  of  maintenance  might 
divert  some  traffic  to  other  means  of  transport.  The 
inconvenience  and  expense  to  the  traffic  which  would 
remain  if  the  standard  of  maintenance  were  reduced, 
however,  might  justify  a  continuance  of  the  present 
level  of  maintenance.  If  so,  no  cost  should  be  charged 
agaiiist  the  continued  movement  of  the  divertible  traffic 
by  the  facility. 

At  least  in  the  field  of  waterway  construction,  a 
project  has  sometimes  been  advocated  on  the  ground 
that  the  charges  of  carriers  operating  over  it  would 
be  less  than  the  aggregate  freight  charge  which  ship- 
pers of  the  expected  traffic  would  have  to  pay  to  send  it 
by  rail.  Such  a  comparison  is  faulty,  in  the  first  place, 
because  it  omits  the  costs  to  the  Government ;  it  also 
assumes  that  the  rates  of  water  carriers  are  representa- 
tive of  their  costs.  Even  if  the  latter  assumption  be 
granted  and  even  if  the  total  with  the  Government  costs 
added  in  is  less  than  charges  based  on  rail  freight  rates, 
it  does  not  follow  that  such  a  diversion  of  traffic  from 
rail  to  water  would  be  economical.  The  rates  of  the 
railroads  in  such  a  case  would  usually  be  substantially 
in  excess  of  the  outlays  of  which  they  would  be  relieved 
by  being  relieved  of  the  traffic.  The  latter  can  easily 
be  less  than  the  combined  governmental  and  private 
outlays  which  would  be  needed  to  handle  the  traffic 
by  waterway.  Nor,  in  such  a  situation,  are  the  rail- 
road rates  necessarily  extortionate.  For  reasons  previ- 
ously explained,  the  out-of-pocket  rail  costs  associated 
with  any  one  piece  of  traffic,  even  the  large  piece  which 
a  waterway  might  take,  are  less  than  a  fair  proportion 
of  the  aggregate  costs  which  must  be  incurred  to  ac- 
commodate all  classes  of  traffic.  This  means  that  most 
pieces  must  be  charged  something  more  than  their  di- 
rect costs,  at  least  if  railroads  are  to  operate  succes 
fully  as  private  enterprises.  Shippers  who  use  the 
waterway,  if  it  is  constructed,  may  have  to  pay  a  smaller 
bill  for  transportation  than  otherwise.  But  the  saving 
to  them  will  be  at  the  expense  of  a  larger  loss  to  tax- 
payers, the  remaining  shippers,  holders  of  railroad 
securities,  and  workers  on  railroads,  considering  all 
of  the  latter  groups  as  a  whole.  Rates  should  never  be 
employed  as  a  measiu-e  of  the  comparative  economy  of 
two  forms  of  transport. 
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Permits  and  Certificates 

'  The  Government  also  determines  in  a  measure 
what  facilities  may  be  constructed  or  abandoned  by 
business  enterprises  engagetl  in  transportation,  what 
carriers  may  operate  over  public  facilities,  and 
what  traffic  they  may  handle.  Such  decisions  may 
open  up  a  new  means  of  transport  to  some  traffic,  or 
allow  an  old  one  to  become  miavailable.  In  grant- 
ing or  withholding  certificates  and  permits  in  mat- 
ters of  this  kind,  the  regulating  authorities  have  an 
opportunity  to  consider  by  which  means  the  traffic  may 
most  economically  be  moved,  "\\lien  permission  is 
sought  to  operate  a  motor-transport  service  over  a 
specified  route,  for  example,  the  certifying  agency  may 
well  ask :  By  how  much  are  the  outlays  of  highway 
authorities  for  maintenance  and  improvements  likely 
to  be  increased  if  the  traffic  which  this  operator  might 
obtain  from  other  means  of  transport  is  added  to  the 
burden  on  the  highways?  Considerations  of  economi- 
cal division,  however,  are  usually  not  of  conclusive  im- 
portance in  such  cases.  Often  most  of  the  traffic  will 
move  by  the  same  means  of  transport  whatever  the 
decision,  the  only  question  being  by  what  routes  and 
carriers,  of  the  same  general  type,  it  shall  move. 

A  carrier  by  one  means  of  transport  which  wishes  to 
supplement  its  operations  h\  engaging  in  transport  by 
another  means,  or  to  acquire  control  over  a  carrier  by 
another  means  of  transport,  must  usually  obtain  gov- 
ernmental permission  to  do  so.  "\\liere  the  most  eco- 
nomical way  to  handle  traffic  is  by  a  combination  of 
means,  such  permission  may  clear  the  way  for  an  eco- 
nomical division.  There  is  always  a  possibility  that 
the  same  result  can  be  accomplished  by  joint  rates  or  by 
a  contract  between  one  kind  of  carrier  and  another. 
The  regulatory  authority  should  consider  which  is  the 
most  effective  arrangement  for  the  purpose.  On  the 
other  hand,  the  first  carrier  maj'  use  its  control  over  the 
second  to  hold  traffic  to  itself  even  when  the  controlled 
carrier  operates  over  the  more  economical  means  for 
the  traffic.  A  similar  danger  exists  in  the  case  of  direct 
rights  to  operate.  A  railroad,  for  example,  might  use 
a  right  to  operate  by  highway  to  kill  off  competition. 
Thereafter  it  might  hold  most  of  the  business  to  the 
rails.  Public  control  over  these  matters  can  promote 
economical  division. 

Labor  Legislation 

The  enforcement  of  minimum  wage  laws  and  of 
laws  protecting  the  right  of  workers  to  organize  pre- 
sumably reduces  somewhat  the  inequality  of  compensa- 
tion between  enterprises  in  different  forms  of  transport. 
It  therefore  reduces  many  uneconomic  advantages 
which  the  previously  low-wage  forms  may  have  had, 
in  bidding  for  traffic,  because  comparative  money  costs 


did  not  correspond  in  this  respect  to  comparative  use 
of  human  effort. 

The  National  Mediation  Board  and  its  associated 
boards  of  adjustment  influence  the  effectiveness  of 
working  rules  in  the  railroads.  These  Boards  could 
be  directed  by  law  not  to  sanction  or  uphold  any  rule 
the  result  of  which  is  to  waste  time  and  effort.  This 
wQuld  tend  to  minimize  whatever  uneconomic  disad- 
vantage m  competing  for  traffic  such  rules  maj-  impose 
on  the  railroads. 

Taxation 

Actual  or  possible  taxes  on  agencies  of  trans- 
port may  be  divided  into  two  categories — use  taxes 
and  general  taxes.  Use  taxes  would  be  in  the  nature 
of  charges  for  the  use  of  facilities  provided  by  Gov- 
ernment. Thej'  are  illustrated  by  gasoline  taxes,  vehi- 
cle registration  fees,  and  Panama  Canal  tolls.  The 
argument  for  such  taxes,  from  the  point  of  view  of 
economical  division,  is  that  they  force  carriers  using 
publiclj-  provided  facilities  to  mclude  the  cost  of  such 
facilities  in  their  prices.  The  comparative  prices 
charged  via  the  different  means  of  transport  would 
moi'e  trul3"  reflect  comparative  costs.  It  is  questionable, 
however,  whether  such  taxes  should  cover  much  more 
than  the  expense  to  Government  for  current  mainte- 
nance. This  may  be  illustrated  by  waterways.  The 
capital  expense,  whether  regarded  as  a  past  or  a 
current  one,  of  existing  durable  improvements  will  not 
be  changed  whether  traffic  uses  them  or  not.  To 
include  interest  and  amortization  charges  in  develop- 
ing the  tax  to  be  imposed,  therefore,  would  tend  to 
exaggerate  the  cost  of  a  division  of  traffic  not  involving 
the  use  of  the  waterway  as  compared  with  one  which 
would.  On  the  other  hand,  since  the  railroads,  being 
private  enterprises,  must  endeavor  to  obtain  some  re- 
turn on  existing  investment,  some  offset  to  this  neces- 
sity might  properly  be  included  in  use  taxes  on  motor 
carriers.  The  offset  should  be  just  sufficient  to  raise 
waterway  rates,  on  the  average,  by  as  much  as  rail- 
road rates  may  be  raised  hj  the  necessity  cited. 

Taxation  in  excess  of  what  might  be  required  to  re- 
imburse the  Government  for  transport  expenses  may  be 
called  general  taxation — a  contribution  to  the  other 
activities  of  the  Government.  Since  such  taxes  do  not 
represent  transport  costs  they  should  be  imposed  on 
carriers  by  different  means  of  transport  in  such  amounts 
that  the  prices  charged  for  transiiort  ^"ia  the  several 
means  will  be  raised  by  equal  amounts.  In  other 
words,  the  shipper  should  be  able  to  make  the  same 
choice  between  means  as  he  would  make  if  neither  were 
obliged  to  recover  any  general  taxes  out  of  prices  for 
its  services. 

One  method  of  approaching  this  problem  would  in- 
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volve  the  following  two  steps.  The  first  would  be  to 
determine  the  extent  to  which  the  price  of  carriers  by 
the  various  means  of  transport  are  raised,  on  the  av- 
erage, by  general  taxes  and  the  necessity  of  earning 
a  return  on  permanent  investment.  The  second  would 
be  to  tax  the  carriers  whose  rates  are  raised  least,  by 
amounts  sufficient  to  leave  the  charges  for  the  respec- 
tive services  relatively  the  same  as  if  no  carrier  had 
such  burdens. 

By  the  same  logic,  offset  taxes  having  a  similar  effect 
on  private  costs  should  be  imposed  on  private  transport. 

It  has  been  proposed  that,  over  and  above  taxes  for 
the  use  of  Government  facilities,  motor  carriers  should 
be  charged  taxes  equal  in  the  aggregate  to  the  same 
percentage  on  the  investment  in  the  highways  as  rail 
property  taxes  are  on  the  investment  in  railways. 
This  would  not  necessarily  produce  economical  results. 
It  might  work  out  to  unequal  additions  to  the  prices 
charged  by  highway  and  rail  carriers,  respectively. 

All  of  the  foregoing  remarks  apply  primarily  to  real 
property  taxes.  It  is  not  clear  that  corporate  income 
taxes  affect  the  level  of  prices  charged  and  hence  it 
is  doubtful  whether  any  kind  of  equalization  is  needed 
in  this  respect  in  the  interest  of  economical  division. 
Social  security  taxes,  at  any  given  rate,  vary  in  pro- 
portion to  employment.  Economy  would  probably 
be  promoted  if  they  were  levied  at  the  same  rates  on 
carriers  via  all  means  of  transport.  Since  they  are 
percentages  of  wages,  some  inequality  would  remain  as 
a  result  of  differences  in  wage  rates. 

The  complaint  about  differential  taxation  rises 
mostly  from  the  taxes  on  railway  real  property.  A 
change  in  the  system  of  public  revenue  which  would 
result  in  less  reliance  on  this  kind  of  tax  would  do 
away  with  much  of  the  uneconomic  effect  of  unequal 
taxation. 

If,  instead,  such  offset  taxes  as  have  been  considered 
were  to  be  imposed,  care  should  be  taken  to  see  that 
the  rates  made  by  previously  more  highly  taxed 
carriers  on  competitive  traffic  really  are  high  enough 
to  make  a  contribution  toward  taxation.  As  noted 
before,  there  is  reason  to  doubt  that  their  present  rates 
do  so. 

Regulation  of  Rates 

From  the  point  of  view  of  economical  division, 
rates  of  carriers  for  hire  by  the  various  means 
of  transport — i.  e.,  their  prices  for  their  services — 
should  be  so  regulated  that  the  differences  in 
rates  between  the  various  means  would  correspond  to 
the  differences  in  cost.  Each  description  of  traffic 
would  then  go  via  the  low-cost  means  unless  the  shipper 
or  traveler  thought  the  difference  in  service  worth  the 
difference  in  cost  and  price.     This  would  require  that 


rates  of  all  carriers  be  made  on  the  theory  that  they 
had  to  pay  for  the  maintenance  of  all  facilities  which 
they  use,  although  carriers  who  use  Government  facili- 
ties may  not  actually  pay  for  their  maintenance;  that 
all  carriers  paid  general  taxes  equally  in  proportion  to 
their  business;  and  that  all  paid  equal  wages  for  com- 
parable labor.  Rates  so  made  miglit  leave  carriers  using 
public  facilities,  paying  little  taxes,  and  paying  low 
wages  with  a  broad  margin  of  profit.  This  could  be 
avoided  by  prescribing  the  same  relationship  between  the 
rates,  but  placuig  all  rates  at  a  lower  level  than  sug- 
gested. Such  an  alternative,  however,  would  not  enable 
the  carriers  which  pay  full  costs,  high  taxes,  and  high 
wages  to  cover  expenses.  But  another  object  of  public 
regulation  of  rates  is  to  enable  carriers  in  each  mode 
of  transport  to  earn  ample,  yet  not  excessive,  revenue. 
Tliere  seems  to  be  only  one  way  out  of  this  dilemma 
in  rate  making  as  long  as  the  conditions  which  create 
it  exist.  That  is  to  sanction  some  discrimination  in 
the  case  of  each  means  of  transport  between  competitive 
and  noncompetitive  traffic.  On  some  traffic,  the  ad- 
advantage  in  cost  of  one  means  of  transport  is  so  clear 
that,  even  if  costs  are  imperfectly  reflected  in  rates,  its 
rates  will  be  lower.  On  other  traffic,  the  service  ad- 
vantages of  one  means  of  transport  are  so  great  that 
it  will  get  the  business,  regardless  of  what  is  done  about 
rates  within  the  limits  here  considered.  All  this  is 
noncompetitive  traffic.  The  full-cost,  high-tax,  high- 
wage  carriers  can  be  allowed  to  recoup  their  greater 
outlays  in  these  respects  to  a  large  extent  from  non- 
competitive business.  At  the  same  time,  the  other 
carriers  can  be  required  to  pass  on  the  benefits  of  these 
uneconomic  advantages  mostly  to  the  shippers  of 
their  noncompetitive  business.  In  this  way,  the  rela- 
tive rates  via  the  different  means  of  transport  can  be 
brought  into  alinement  with  relative  costs  on  that  part 
of  the  ti'affic  where  it  really  matters  from  the  point 
of  view  of  economical  division — i.  e.,  on  the  divertible 
traffic. 

If  governmental  policy  in  other  fields  than  rates 
were  to  be  more  fully  directed  toward  the  ideal  of 
economy,  these  difficulties  in  rate  making  would  not 
be  serious. 

It  is  possible,  of  course,  to  confine  the  costs  which 
are  considered  in  rate  making  to  those  which  are 
actually  incurred  by  the  carriers,  including  the  non- 
transport  cost  of  general  taxes.  This  would  make  for 
an  economy  of  division,  the  imperfections  of  which 
would  have  to  be  corrected  entirely  by  otlier  kinds  of 
governmental  activity.  For  even  this  limited  purpose, 
as  noted  elsewhere,  established  methods  of  allocating 
cost  are  inadequate.-  Too  many  costs  are  assumed, 
without  empirical  evidence,  to  vary  with  one  factor 
or  another  associated  with  traffic.     If  it  is  desired  to 
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promote  economical  division,  the  traffic  should,  in  the 
absence  of  service  disadvantages,  go  to  that  means  by 
wliich  it  can  actually  be  handled  at  least  expense.  In 
part  the  improvement  of  cost  formulae  calls  for  field 
and  other  studies  whicla  will  realistically  develop  the 
relationship  between  various  types  of  cost  and  traffic. 
In  part  it  calls  for  prorating  expenses  which  are  found 
to  be  really  independent  of  traffic  in  such  a  manner  that 
the  resulting  costs,  while  higher  for  each  means  than 
if  only  variable  expenses  were  considered,  will  differ 
from  each  other  by  the  same  amounts  as  the  variable 
costs  alone  for  the  different  means  differ  from  each 
other.  The  formula  should  also  be  flexible  enough  to 
recognize  that  a  type  of  cost  variable  for  one  descrip- 
tion of  traffic  may  be  differently  variable  or  invariable 
for  another. 

Accounting 

Public   bodies   have   control    over    the    accounting 
systems   of   carriers   for   hire.     This   power   can   be 


used  to  modify  the  systems  of  accounts  in  such  a 
way  as  to  disclose  more  fully  the  relationsliip  between 
expenses  and  the  factors  which  affect  them,  and  the 
relationships,  if  any,  between  these  factors  and  traffic. 
Alternative  costs  via  different  means  could  then  be  esti- 
mated with  more  realism.  No  routine  of  accounting, 
however,  can  ever  be  fully  satisfactory  from  this  point 
of  view.  The  expense  of  the  accounting  itself  would  be 
too  great;  besides,  not  all  the  information  needed  can 
be  foreseen  until  concrete  problems  arise.  Reliance 
must  be  placed  on  occasional  special  studies  also. 

Policy  as  an  Indication  of  Economy 

Development  of  public  policy  in  the  directions  sug- 
gested would  make  for  an  economical  division  of  traf- 
fic. Conversely,  if  such  policies  were  in  effect  the 
distribution  could  be  adjudged  economical,  at  least 
insofar  as  it  is  in. the  power  of  Government  to  make 
it  so. 


PART   I— SECTION   IV 

PROBLEMS   OF   TRANSPORT   ORGANIZATION 

1.   TRANSPORT  COORDINATION 

By  Ralph  L.  Dewey  ^ 


Introduction 

This  section  of  the  report  will  deal  with  a  number  of 
related  problems  having  this  common  element:  They 
revolve  around  the  question  of  improving  the 
organization  and  functioning  of  transportation  in  the 
United  States  to  make  it  yield  better  and  less  costly 
service.  Emphasis  will  center  on  the  interrelationships 
of  the  various  parts  of  the  transport  system,  both 
within  and  among  the  agencies.  These  may  be  re- 
garded, for  the  sake  of  convenience,  as  problems  of 
coordination,  a  term  of  varied  and  generous  coverage. - 

Shift  of  emphasis  in  study — During  the  past  decade, 
emphasis  in  the  study  of  transportation  economics  and 
public  policy  has  shifted  significantly  from  the  exami- 
nation of  particular  agencies,  especially  the  railway,  to 
a  consideration  of  the  interrelations  of  the  five  major 
agencies — railroad,  motor,  water,  air,  and  pipe-line 
carriers — and  of  their  relations,  individuallj'  and  col- 
lectively, to  Government.  The  reasons  for  this  devel- 
opment have  been  the  diversion  of  traffic  from  the  rail- 
roads to  the  newer  forms  of  transjDortation ;  the  public 
stake  in  all  forms  except  pipe  lines,  because  of  public 
construction  and  aid  and  other  promotional  policies; 
and  the  demand  by  users  for  lower  rates  and  better 
service.  Although  still  the  most  important  carriers  of 
freight,  the  railroads  have  lost  the  great  preeminence 
in  the  field  of  inland  transportation  they  enjoyed  be- 
fore the  mid-twenties.  In  the  confusion  developing 
out  of  this  revolution  in  transportation,  the  public  is 
undecided  about  policies  to  adopt  in  order  to  cope 
wisely  with  the  unprecedented  situation. 


*  Principal  Economist,  National  Resources  Planning  Board  (on  leave, 
during  fiscal  year,  1940—41,  from  his  position  as  Principal  Transpor- 
tation Economist,  In  Charge,  Transportation  Section,  Division  of  Mar- 
beting  and  Transportation  Research.  Bureau  of  Agricultuial  Economics, 
U.  S.  Department  of  Agriculture). 

The  author  was  assisted  in  the  preparation  of  this  report  by  Mr. 
Elmer  Cerin,  Assistant  Economist,  National  Resources  Planning  Board. 

-  Some  writers  prefer  to  limit  use  of  the  term  "coordination"  in  the 
transport  field  to  agreements  covering  tlirough  routes  and  .joint  rates, 
pooling  of  rolling  stock,  traffic,  or  earnings,  joint  use  of  terminals  and 
shops,  "in  short,  any  arrangements  which  enable  the  work  of  two  or 
more  roads  to  be  done  at  less  cost  through  cooperation."  Baker, 
George  P.,  "The  Possibilities  of  Economies  by  Railroad  Consolidation 
and  Coordination,"  American  Economic  Review,  suppl..  vol.  XXX, 
March  1940,  p.  150.  This  usage  Is  Inadequate  for  our  purposes  because 
It  fails  to  encompass  such  important  aspects  of  the  problem  of  organ- 
izing the  transport  system  as  rail  consolidation  and  unification,  trans- 
port companies  embracing  two  or  more  agencies  of  transportation,  and 
determination  of  the  relative  fitness  and  economy  of  tiie  various  modes 
to  perform  service. 
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The  rise  of  the  newer  forms  has  led  naturally 
enough  to  opposition  by  the  older  established  inter- 
ests— rail  investors,  managers,  employees,  shippers  tied 
to  the  rails,  and  other  interested  groups — ^because  their 
savings,  jobs,  income,  or  markets,  as  the  case  may  be, 
have  been  threatened  with  impairment  and  possible  de- 
struction. The  disturbances  have  been  substantial,  and 
the  disequilibrium  thereby  created  is  commonly  thought 
to  need  adjustment  beyond  that  which  would  likely 
derive  in  tlie  long  run  from  automatic  processes.  In 
order  to  bring  order  out  of  what  seems  to  many  to  be 
chaos,  stress  is  laid  upon  the  need  of  welding  the  ele- 
ments, often  of  a  discordant  character,  into  a  system 
of  transportation  pointed  toward  the  social  objectives 
of  the  Nation. 

Coordination  would  not  create  the  equivalent  of  an 
unregulated  trust  or  monopolj',  or  of  a  cartel  arrange- 
ment on  the  continental  European  pattern.  Monop- 
olies, trusts,  and  cartels,  unless  closely  supervised  by 
Government,  ai-e  typically  designed  to  maintain  or 
raise  prices  and  to  restrict  service  for  the  purpose  of 
securing  maximum  net  profits  for  those  concerns  and 
individuals  already  occupying  the  field.  These  devices 
tend  to  lead  to  waste  and  inefficiency  because  they  have 
the  effect  of  holding  an  umbrella  over  lax  managements 
and  obsolete  or  inefficient  plants.  New  entrepreneurs 
who  are  able  and  willing  to  enter  the  field  with  a  better 
or  less  costly  service  are  prevented  from  doing  so  when 
trusts,  monopolies,  or  cartels  prevail.  Coordination  in 
the  public  interest  should  eliminate  wastes,  reduce  costs 
and  rates,  and  improve  the  quality  and  quantity  of 
service  to  the  end  that  sliippers,  travelers,  consumers, 
and  Government  may  receive  maximum  economic, 
national  defense,  and  social  benefits  from  the  expendi- 
ture of  natural  and  human  resources  on  transportation. 
The  advances  of  technology  and  discovery  and  the  ad- 
vantages of  right  size  of  plant  should  be  translated  into 
user  welfare  through  low  rates  and  better  service.  The 
economic  importance  of  achieving  these  ends  is  appar- 
ent when  it  is  remembered,  that  the  total  revenues  re- 
ceived by  all  f  or-hire  transportation  in  the  United  States 
amount  to  more  tlian  7  billion  dollars  each  year.^ 


^  Iiimirdiate  Relief  for  Railroads,  Bureau  of  Statistics,  Interstate 
Commerce  Commission,  H.  Doc.  No.  583,  75th  Cong.,  3d  sess.,  1938, 
pp.  9-10.  In  addition  to  this  sum,  about  13  billion  dollars  are  spent 
for  operation,  depreciation,  and  taxes  of  private  (noncommercial)  car- 
riers annually.     Ibid. 
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Objectives  to  he  sought. — We  may  now  suggest  an 
approach  to  the  salient  objectives  which  should  guide 
private  management  and  public  bodies  in  their  efforts 
to  improve  the  transportation  factor.  Specific  pro- 
posals should  be  judged  by  the  broad  requirement  that 
they  improve  service  or  reduce  costs  to  the  public. 
Among  the  gains  are  increased  speed  without  undue 
sacrifice  of  safety,  increased  reliability  and  flexibility  of 
service,  and  increased  pleasure  and  comfort  for  pas- 
sengers. On  the  side  of  social  costs  it  is  desirable  to 
lower  capital,  natural  resources,  and  labor  costs  to  a 
feasible  minimum.  It  is  also  necessary  to  eliminate,  as 
far  as  possible,  death  and  injuries  to  workmen,  travel- 
ers, and  the  general  public.  The  objectives  of  a  satis- 
factory transi^ortation  system  have  been  succinctly  and 
^vell  stated  by  Dr.  H.  G.  Moulton.  "The  primary  trans- 
portation requirement  (he  says)  may  be  stated  very 
simply:  We,  the  people,  require  of  our  transportation 
agencies  one  primary  thing;  namely,  the  movement  of 
commodities  and  people  in  the  cheapest  and  most  effi- 
cient manner  possible.  In  pursuit  of  this  objective 
there  should  be  no  predisposition  to  favor  any  particu- 
lar type  of  transportation  agency.  It  is  immaterial 
whether  all  traffic  moves  by  one  form  of  transportation 
or  another ;  whether  certain  types  of  traffic  are  carried 
exclusively  by  some  particular  agency;  or  whether  all 
forms  of  transportation  are  used  as  parts  of  a  co- 
ordinated system.  The  primary  requirement  is  that 
freight  and  passenger  traffic  shall  actually  move  by 
the  particular  transportation  agency,  or  combination  of 
agencies,  which  can  carry  it,  all  elements  of  cost  con- 
sidei'ed,  in  the  most  economical  and  serviceable  way."  * 

It  is  recognized  that  if  an  effort  were  made  to  secure 
the  ends  of  coordination  quickly  and  ruthlessly,  pro- 
found effects  upon  established  or  vested  interests  would 
follow.  A  wise  iiolicy,  therefore,  must  necessarily  pro- 
vide for  cushioning  the  effects  of  better  organization 
upon  adversely  affected  individuals  and  groups,  with- 
out, however,  seriously  impeding  expansion  and  im- 
provement of  facilities  and  service.  The  groups  most 
likely  to  feel  immediately  the  effects  of  further  coor- 
dination are  those  railroad  management  and  labor 
groups,  and  those  industries  and  communities,  largely 
dependent  upon  rail  service  scheduled  to  be  curtailed 
or  eliminated.  Investors  in  rail  facilities  thus  with- 
drawn from  use  are  also  concerned,  although  coordina- 
tion is  not  likely  to  add  to  their  problems;  in  fact, 
abandonment  of  unprofitable  branch  lines,  for  example, 
would  benefit  the  security  holders  if  net  income  were 
thereby  increased. 


*  MouUon,  H.  G.,  "Fundamentals  of  a  National  Transportation  Tnl- 
ioy,"  American  Economic  Review,  suppl.,  vol.  XXIV,  March  1934,  p.  36. 
For  another  excellent  statement  of  the  public  interest  In  a  well-coordi- 
nated system  of  transportation,  see  Cunningham,  W.  J.,  "Correlation  of 
Rail  and  Highway  Transportation,"  ibid.,  p.  48. 


The  promotion  of  coordination  should  also  be  geared 
to  take  account  of  its  effects  upon  the  entire  economy. 
Two  aspects  of  this  large  problem  relate  to  the  stage  of 
the  business  cycle  which  may  confront  the  Nation  at 
any  given  time  and  to  secular  trends  in  the  location 
or  relocation  of  industry,  agriculture,  mining,  and 
forestry.  Obviously,  the  pressure  for  coordination  will 
be  greatest  when  an  economic  recession  lessens  traffic 
and  curtails  user  ability  to  pay  rates  and  thus  creates 
serious  difficulties  for  carriers  and  users  of  the  service 
alike.  So,  too,  the  recent  move  in  the  South  and  South- 
west, for  example,  to  attract  new  industries  and  to  com- 
pete in  new  markets  has  intensified  interest  there  and 
elsewhere  in  the  question  of  rates  and  service. 

Our  discussion  is  primarily  concerned  with  the  ends 
which  should  be  achieved,  rather  than  a  description  of 
existing  transport  practices  or  regulatory  policies.  The 
subject  matter  may  be  conveniently  broken  down  into 
its  component  parts:  railroad  consolidation  and  imi- 
fication;  joint  arrangements  between  railroad  com- 
panies; and  interagency  coordination.  There  is,  of 
course,  some  cooperation  between  carriers  within  each 
of  the  various  nonrail  agencies,  but  it  is  of  relatively 
minor  importance.  It  is  not  possible  to  accord  equal 
and  full  attention  to  each  of  the  segments  of  the  sub- 
ject. For  a  generation,  the  public  has  seemed  to  expect 
the  most  substantial  benefits  to  come  from  further  rail- 
road combinations.  There  is  also  substantial  public  in- 
terest in  the  subject  of  the  proper  coordination  of  the 
various  modes  of  transport. 

Railroad  Consolidation  and  Unification 

The  railroad  enterprise  is  typically  large  scale  in  its 
organization  and  operation.  While  there  are  more  than 
500  operating  railroads  still  in  existence,  the  30  largest 
carriers  receive  on  the  average  about  78  percent  of  all 
rail  operating  revenues.  The  large  class  I  carriers, 
13-3  in  all,  take  in  upwards  of  95  percent  of  all  rail 
receipts.  The  largest  railroads  in  this  country  are 
billion-dollar  concerns  and  operate  10  to  15  thousand 
miles  of  line. 

The  movement  for  railroad  unification.^  The  tend- 
ency toward  larger  railroad  sj'stems  is  not  of  recent 
origin.  Every  major  railroad  sj-stem  as  it  now  exists 
has  been  developed  in  part  by  combinations  of  smaller 
lines  and  systems.  There  have  been  at  one  time  or 
another  some  6,000  independent  railroad  concerns  in 
the  United  States.  Wliat  the  proponents  of  consoli- 
dation propose  is  really  the  acceleration  and  the  exten- 
sion of  these  historical  tendencies  on  an  enlarged  scale 
and  according  to  some  comprehensive  plan,  and  they 
cite  past  accomplishments  in  these  directions  as  evi- 


•^This  subsection   is  largely  the  work  of  Dr.  Burton   N.  Behllng.   for- 
merly of  the  staff  of  the  Interstate  Commerce  Commission. 
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dence  of  their  practicability  and  contribution  to  im- 
provement and  economy  in  railroad  transportation 
service. 

For  present  purposes,  it  seems  to  be  sufficient  to  out- 
line briefly  only  the  more  important  stages  in  the  move- 
ment, since  1920,  to  develop  a  program  for  the  further 
combination  of  the  railroads.  The  year  1920  is  a 
significant  landmark  for  the  reason  that  the  Transpor- 
tation Act  of  1920  reflected  a  change  in  public  policy 
and  attitude  toward  the  railroads.  This  legislation, 
the  immediate  occasion  for  which  was  the  return  of  the 
railroads  from  Federal  control  to  private  management 
and  operation  following  the  wartime  period  with  its 
attendant  strains  upon  the  carriers,  gave  evidence  of 
real  concern  for  the  future  of  the  railroads.  To  a 
greater  extent  than  before,  the  welfare  of  the  railroads 
was  regarded  as  of  public  interest,  and  the  keynote  of 
the  act,  accordingly,  was  by  positive  steps  to  create  and 
maintain  a  sound  national  system  of  railroad  transpor- 
tation. 

Among  other  provisions  of  the  Act,  it  was  proposed 
to  consolidate  "the  railway  properties  of  the  continental 
United  States  into  a  limited  number  of  systems."  In 
carrying  out  this  plan,  it  was  intended  that  "competi- 
tion shall  be  preserved  as  fully  as  possible  and  wher- 
ever practicable  the  existing  routes  and  channels  of 
trade  and  commerce  shall  be  maintained."  A  further 
condition  was  that  "the  several  systems  shall  be  so 
arranged  that  the  cost  of  transportation  as  between 
competitive  systems  and  as  related  to  the  values  of  the 
properties  through  which  the  service  is  rendered  shall 
be  the  same,  so  far  as  practicable,  so  that  these  systems 
can  employ  uniform  rates  in  the  movement  of  competi- 
tive traffic  and  under  efficient  management  earn  sub- 
stantially the  same  rate  of  return  upon  the  value  of 
their  respective  railway  properties."^  The  interpre- 
tation of  and  the  attempt  to  comply  with  these  stipula- 
tions as  to  the  preservation  of  competition  and  of 
established  routes  proved  to  be  particularly  trouble- 
some to  the  Interstate  Commerce  Commission  in  its 
efforts  to  develop  a  consolidation  plan,  for  the  reason 
that  the  objectives  sought  inevitably  required  some 
alterations  in  the  aforementioned  respects.  The  formu- 
lation, to  say  nothing  of  the  actual  establishment  of 
balanced  systems,  was  equally  difficult. 

Two  other  points  in  connection  with  the  consolidation 
features  of  the  Act  of  1920  are  of  the  utmost  importance. 
In  contrast  with  more  recent  thinking  about  railroad 
consolidation,  economy  was  not  the  guiding  motivation 
for  consolidation  proposals  at  that  time.  The  domi- 
nant aim,  as  previously  noted,  was  to  bring  railroad 
systems  into  a  balanced  relation  with  respect  to  access 
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to  traffic,  earning  power,  and  return  on  "value."  In 
other  words,  by  the  elimination  of  pronounced  dif- 
ferences in  financial  strength,  the  intention  was  to 
rescue  the  weak  roads.  Even  the  strongest  supporters 
of  the  consolidation  policy  adopted  in  the  Transporta- 
tion Act  considered  that  possibilities  for  economy  were 
comparatively  unimportant,  and  they  viewed  with 
skepticism  arguments  for  consolidation  based  on  claims 
that  great  savings  would  be  achieved.'' 

The  other  significant  point  which  is  essential  to  an 
understanding  of  later  developments  is  that  the  plan 
for  consolidation  which  the  Interstate  Commerce  Com- 
mission was  directed  to  work  out  was  to  be  merely 
suggestive  or  voluntary.  No  power  was  conferred  to 
force  it  upon  the  carriers.  The  original  Senate  bill 
did  contain  a  provision  for  compulsory  consolidation, 
after  a  lapse  of  7  years  from  the  announcement  of  a 
plan;  but  this  feature  did  not  survive  in  the  Act  as 
passed.*  Later  suggestions  for  enforced  consolida- 
tion also  have  failed  to  command  sufficient  support. 

In  accordance  with  the  mandate  of  Congress,  the 
Interstate  Commerce  Commission  proceeded  to  prepare 
a  "tentative"  plan  of  consolidation,  which  was  released 
in  1921.^  As  required  by  paragraph  5  of  section  5, 
extended  hearings  subsequently  were  held,  which  termi- 
nated early  in  1924. 

A  number  of  factors  combined  to  delay  the  prepara- 
tion and  announcement  of  the  Commission's  final  plan, 
as  required  by  paragraph  5.  Consideration  of  the  many 
conflicting  ideas  and  interests  that  had  been  voiced  at 
the  hearings,  followed  by  continuing  debate  both  as 
to  whether  a  sweeping  program  of  consolidation  was 
desirable  and  as  to  the  specific  manner  in  which  it 


•Section  5  (4). 


'  Senator  Cummins,  wlio  was  one  of  the  strongest  forces  behind  the 
consolidation  movement  in  the  twenties,  testified  as  follows  at  the  hear- 
ings on  S.  2224  (1925),  p.  73:  "I  would  like  to  say  at  this  point  that 
as  author  of  the  bill  the  saving  in  the  cost  of  operation  was  a  negligible 
factor  in  my  mind.  There  is  a  great  difference  of  opinion  with  regard 
to  the  saving  that  could  be  effected.  Some  experts  say  we  could  save 
from  300  to  500  million  dollars  a  year ;  others  say  the  saving 
would  be  very  small.  That  was  not  my  purpose.  The  whole  purpose 
was  to  keep  the  railroads  of  the  country  runnning  at  the  lowest  practi- 
cable rates  of  transportation.  It  was  introduced  because  I  believe  that 
if  there  be  not  a  consolidation  there  are  just  two  alternatives — a  large 
part  of  the  railways  of  the  United  States  must  be  abandoned,  or  the 
Government  must  take  charge  of  the  transportation  system  and  operate 

it  at  the  public  cost. 

***** 

"Precisely.  I  want  to  say  frankly  that  if  this  bUl  l.n  to  be  voted  up 
or  voted  down  on  the  basis  of  saving  that  would  be  affected  by  consoli- 
dation in  operation  alone,  I  have  not  sufficient  basis  for  urging  it,  and 
I  would  like  to  hear  the  discussion  go  forward  upon  the  other  lines,  the 
necessity  for  consolidation,  in  order  to  preserve  to  the  people  of  the 
country  an  effective  railroad  service,  without  passing  that  service  into 
the  hand  of  the  Government," 

«  S.  328S,  66th  Cong.,  1st  sess. 

'Consolidation  of  Railroads^  63  I.  C.  C,  455  (1921),  This  provi- 
sional grouping  of  the  roads  called  for  19  systems,  and  was  based  with 
certain  modications  on  a  22-system  plan  which  had  been  prepared  for 
the  Commission  by  Prof.  William  Z.  Ripley.  Among  other  difficulties 
faced  by  the  Commission  was  the  question  of  how  many  systems  to  pro- 
vide, Congress  having  stipulated  merely  a  "limited"  number. 
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should  be  done,  demonstrated  clearly  the  tremendous 
complexity  of  the  task  which  the  Interstate  Commerce 
Commission  had  been  asked  to  undertake. 

Meanwhile  the  carriers  were  resorting  to  combina- 
tions effected  by  such  means  as  purchase  of  capital 
stock,  leases,  and  holding  companies.  The  Transporta- 
tion Act  had  not  given  the  Commission  jurisdiction 
over  holding  companies  and  other  noncarrier  corpora- 
tions, and  it  was  not  clear  whether  purchase  by  one 
carrier  of  less  than  a  majority  of  the  capital  stock  of 
another  carrier  was  sufficient  to  accomplisli  "control" 
within  the  meaning  of  the  law.  Still  other  circum- 
ventive  devices  of  uncertain  legality  were  employed  by 
carrier  interests  during  this  period.  These  activities 
were  in  part  intended  to  achieve  a  strategic  position  in 
regard  to  the  anticipated  "final''  plan,  and  they  also 
were  encouraged  by  the  fact  that  the  Transportation 
Act  distinguished  between  acquisitions  of  control  and 
outright  consolidations.  The  disposition  of  the  former 
type  of  application,  governed  by  paragraph  2  of  section 
5  if  Commission  approval  of  an  acquisition  was  con- 
sidered to  be  required  at  all,  was  not  made  dependent 
upon  the  complete  plan  for  consolidation,  whereas 
actual  consolidations,  subject  to  paragraph  6,  had  to 
conform  to  the  Commission's  plan,  and  therefore  could 
not  be  sanctioned  prior  to  the  promulgation  of  that 
plan.  Furthermore,  the  Commission  believed  that  it 
could  not,  consistently  with  the  policy  of  Congress  as 
expressed  in  section  5,  approve  outright  consolidations 
or  mergers  as  merely  "Acquisition  of  control"  under 
paragraph  2.  Realizing  that  adoption  of  any  plan 
which  it  might  formulate  would  be  subject  to  accept- 
ance or  rejection  by  the  carriers  on  a  voluntary  basis, 
the  Commission  did  not  see  any  advantage  in  proposing 
a  plan  unless  some  likelihood  of  acceptance  of  its  terms 
was  indicated.  Encouragement  therefore  was  given  to 
the  carriers  to  confer  with  each  other  in  pursuit  of  a 
workable  compromise  agreement.^*"  It  also  was  evident 
to  the  Commission  that  the  then  existing  requirements 
of  section  5  had  the  practical  result  of  delaying  indefi- 
nitely particular  consolidations  which  might  be  in  the 
public  interest.  Faced  with  this  dilemma,  the  Com- 
mission in  1925,  and  repeatedly  thereafter,  requested 
Congress  to  relieve  it  of  the  necessity  to  amiounce  a 
complete  plan,  in  the  hope  that  progress  in  the  con- 
solidation of  carriei-s  might  be  more  rapid  if  allowed  to 
proceed  "in  a  more  normal  way."  ^^ 

Congress  having  failed  to  release  it  from  the  obli- 


gation to  submit  a  complete  plan,  the  Interstate  Com- 
merce Commission  announced  its  "final"  plan  in 
December  1929.'^  In  its  report  the  Commission  noted 
that  "section  5  (5)  provides  that  after  we  have  adopted 
a  plan,  as  we  here  do,  we  may,  either  upon  our  own  mo- 
tion or  upon  application,  reopen  the  matter  for  such 
changes  or  modifications  as  in  our  judgment  will  pro- 
mote the  iDublic  interest.  Such  a^jplications  will  afford 
opportunity  for  further  consideration  upon  adequate 
and  recent  records  of  the  various  parts  of  the  jDlan." 
Modifications  of  the  plan  were  made  thereafter,^* 
notably  with  reference  to  railroads  in  eastern  territory, 
and  reassigimients  of  certain  roads  were  made  in  ac- 
cordance with  several  apjilications  for  acquisition  by 
various  carriers.  After  1929,  however,  declining  earn- 
ings of  the  carriers  generally  and  the  wave  of  bank- 
ruptcies which  engulfed  many  roads,  large  and  small, 
seriously  complicated  the  financial  basis  for  negotia- 
tion of  consolidations,  and  there  has  been  scant 
progress  along  these  lines  to  the  present  time. 

Although  the  depression  served  to  impede  consoli- 
dations, there  was  continued  interest  in  and  advocacy 
of  this  method  of  "doing  something  about  the  railroad 
situation."  For  while  prospects  for  consolidation  were 
not  favorable,  the  need  if  anything  became  greater  as 
the  position  of  the  carriers  became  more  serious.  Con- 
ditions of  the  period  also  served  to  shift  the  emphasis 
in  unification  proposals  to  the  possibility  of  major  sav- 
ings in  costs  of  operations.  One  of  the  most  notable 
of  the  consolidation  plans  which  stressed  economy  and 
which  embodied  specific  recommendations  was  the 
Prince  Plan,  announced  in  1933.^*  Economies  esti- 
mated to  be  possible  if  tliis  plan  were  adopted  will  be 


'"  The  possibility  of  legislation  which  would  have  made  consolidation 
mandatory,  favored  in  certain  quarters,  apparently  was  a  threat  which 
gave  the  carriers  an  incentive  to  seek  a  basis  for  a  voluntary  plan  of 
consolidation. 

"See  Annual  Report  of  the  Interstate  Commerce  Commission,  Decem- 
ber 1,  1925,  p.  13  ;  also  subsequent  annual  reports  in  102G,  1927,  1928, 
and  1929. 


"Consolidation  of  Raitroads,  159  I.  C.  C.  522  (1929).  The  plan  pro- 
posed 19  systems,  exclusive  of  the  Canadian  controlled  lines  and  a  num- 
ber of  terminal  properties.     As  to  the  latter,  the  Commission  said  : 

"Our  plan  does  not  at  present  contain  a  complete  allocation  of  termi- 
nal properties  to  individual  trunl;  lines.  Generally  speal;ing,  the  ter- 
minal railroad  properties,  wherever  located,  automatically  fall  into  the 
aggregation  of  terminal  properties  of  which  they  are  a  part.  We  think 
that  consolidation  should  he  accompanied  by  the  unification  of  all  termi- 
nal lines  in  the  respective  terminals.  All  terminal  properties  should  be 
thrown  open  to  all  users  on  fair  and  equal  terras  so  that  every  Industry 
on  whatever  rails  located  shall  have  access  to  all  lines  radiating  from 
that  terminal,  and  every  line  carrier  reaching  that  terminal  shall  simi- 
larly have  access  to  all  terminal  tracks  within  the  terminal  area." 

^^  In  approving  with  certain  modications.  on  July  13.  1932.  the  plan 
worlced  out  by  the  Xew  York  Central,  Pennsylvania,  Baltimore  &  Ohio, 
and  Chesapeake  &  Ohio  railroads  for  the  establishments  of  four  systems 
in  eastern  territory,  excluding  New  England,  the  Commission  said : 
"Since  the  publication  of  our  plan  in  1929,  and  more  especially  in  the 
consideration  of  the  evidence  upon  this  record,  it  has  become  increas- 
ingly apparent  that  no  workable  plan  of  consolidation  in  conformity 
with  the  law  can  be  devised  which  calls  for  more  than  four  systems  in 
eastern  territory,  excluding  New  England."  It  was  also  observed  that 
"actual  consolidatiim  is  voluntary,  and  if  the  fruits  of  consolidation  are 
to  he  realized  w-ithin  the  not  too  distant  future,  this  condition  must  be 
taken  into  consideration  in  formulating  a  permanent  plan."  Consoli- 
dation of  Railroads,  1S5  I.  C.  C.  -103  (1932). 

^^  I'rince,  Frederick  H..  A  Plan  for  Coordinating  the  Oi):  rations  of 
Railroads  in  the  United  Slates,  IMarch  15,  1933,  revised  September  1933, 
33  mimeographed  pages. 
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referred  to  presently.  Another  contribution  made  at 
about  the  same  time  was  the  report  of  the  National 
Transportation  Committee,  which  had  been  created  at 
the  instance  of  certain  business,  financial,  and  philan- 
thropic institutions  having  a  vital  interest  in  railroad 
securities.'^ 

The  depression  jjrecipitated  another  attempt  to  im- 
prove the  railroad  situation  by  legislative  action.  In 
regard  to  consolidation,  the  Emergency  Kailroad  Trans- 
portation Act  of  1933  sought,  although  again  not  alto- 
gether successfully,  to  bring  under  a  uniform  rule  all 
railroad  combinations,  by  whatever  means  effected,  in- 
cluding "acquisitions"  and  holding  companies.^''  Tlie 
condition  that  the  Commission  approve  unifications 
only  if  "in  harmony  with  and  in  furtherance  of  the 
plan  of  consolidation"  was  retained."  Congress  also 
turned  in  another  direction  in  the  hope  of  bringing 
about  a  reduction  of  railroad  ex^jenses  and  the  elimina- 
tion of  wasteful  duplication  and  competitive  practices. 
Title  I  of  the  Act  of  1933  established  a  Federal  Co- 
ordinator of  Transportation,  who  was  directed  to 
"encourage  and  promote  or  require  action  on  the  part 
of  the  carriers  *  *  *  which  will  avoid  unnecessary 
duplication  of  services  and  facilities  of  whatever 
nature  *  *  *  "  and  "avoid  other  wastes  and  prevent- 
able expense."  The  Coordinator  also  was  to  engage  in 
"the  immediate  study  of  other  means  of  improving  con- 
ditions surrounding  transportation  in  all  its  forms  and 
the  preparation  of  plans  therefor."  Thus,  while  it 
was  not  intended  that  consolidation  efforts  be  aban- 
doned, it  was  anticipated  that  through  coordination, 
i.  e.,  cooperative  action  and  joint  operations  among  the 
railroads,  substantial  economies  and  improvements  in 
transportation  might  be  realized.  Undoubtedly,  small 
accomplishments  for  more  than  a  decade  in  bringing 
about  consolidations,  and  the  "present  acute  economic 
emergency"  as  well,  accounted  for  this  renewed  effort 
by  a  somewhat  different  method  to  encourage  economy. 

The  Federal  Coordinator  made  many  studies  and 
proposals  which  were  believed  to  offer  opportunities  for 
large  savings.  Because  of  interest  in  these  matters,  the 
Coordinator's  office  was  extended  beyond  the  two  years 
for  which  it  was  originally  created.'^    But  opposition 


"  Report  of  the  National  Transportation  Committee.  New  York,  Feb- 
ruary 13,  1933.  The  staff  studies,  conducted  by  Dr.  H.  G.  Moulton, 
president  o£  the  Brooltings  Institution,  and  the  Report  of  the  Committee 
were  published  in  one  volume,  entitled :  The  American  Transportation 
Proilem,  1933. 

"The  1933  Act  also  repealed  the  requirement  of  the  Transportation 
Act  of  1920  that  the  capitalization  of  a  consolidated  company  should 
not  exceed  the  value  of  the  consolidated  properties.  It  was  considered 
that  the  Commission  has  adequate  powers  under  section  20a  to  prevent 
financial  excesses. 

"  However,  it  should  be  noted  that  the  Commission  could  modify  its 
plan,  either  on  application  by  carriers  or  on  its  own  motion. 

's  The  office  was  extended  for  1  year  by  proclamation  of  the  President, 
as  provided  in  the  original  act,  and  for  1  more  year  thereafter  by  joint 
resolution  of  Congress,  thus  making  a  total  of  3  years. 


from  various  sources  caused  its  discontinuation  after 
June  1936  and  likewise  has  prevented  the  adoption  by 
the  carriers  on  any  appreciable  scale  of  most  of  the 
Federal  Coordinator's  recommendations.  Some  of  his 
recommendations  and  the  reasons  for  the  opposition  to 
them  which  developed  are  summarized  later  in  this 
section.     (See  pp.  146-147,  -infra.) 

The  Transportation  Act  of  1940  made  certain  changes 
in  section  5  of  the  Interstate  Commerce  Act,  pertaining 
to  railroad  unifications.  The  most  important  of  these 
modifications  was  the  abandonment  of  the  requirement 
that  railroad  consolidations  and  acquisitions  conform  to 
a  complete  plan  of  consolidation.  Hereafter,  the 
Commission  may  approve  combinations  or  unifications 
by  whatever  means  proposed  if  it  finds  that  the  trans- 
action "will  be  consistent  with  the  public  interest.'"* 

The  Act  of  1940,  therefore,  attempts  to  assure  Com- 
mission jurisdiction  over  every  device  for  the  combina- 
tion or  common  control  of  railroads,-"  but  without  limi- 
tation as  to  any  master  plan  for  consolidation.  As  noted 
previously,  relief  from  the  restrictions  of  a  grand  plan 
is  in  accord  with  the  desires  of  both  the  Commission 
and  the  railroads,  as  well  as  other  students  of  the  prob- 
lem. Whether  the  result  will  be  to  hasten  materially 
consolidations  which  would  improve  the  condition  of 
the  roads  cannot  defintely  be  foreseen.  But  there  is 
room  for  doubt  that  this  change  alone  will  prove  to  be 
very  significant,  in  view  of  the  fact  that  the  Commis- 
sion heretofore  has  been  privileged  to  modify  the  terms 
of  its  "final"  plan. 

Approval  of  unifications,  under  the  provisions  of  the 
Act  of  1940,  was  made  subject  to  the  so-called  Harring- 
ton amendment  which  provides  that  employees  of  the 
affected  carriers  shall  not  be  placed  in  a  worse  position 
with  respect  to  their  employment  for  a  maximum  pe- 
riod of  4  years.  It  is  quite  likely  that  this  provision 
will  retard  the  rate  at  which  combinations  will  be  made. 
Indeed,  the  Commission  has  recently  reversed  its  ap- 
proval of  the  lease  of  the  Fort  Worth  &  Denver  City 
to  the  Colorado  &  Southern  on  the  ground  that  the 
Harrington  amendment  made  the  amount  of  future 
savings   uncertain    and    problematical,    and   that   the 


^■'  The  act  provides  that  "in  passing  upon  an.v  proposed  transaction 
under  the  provision  of  this  paragraph  (2),  the  Commission  shall  give 
weight  to  the  following  considerations,  among  others:  (1)  The  effect  of 
the  proposed  transaction  upon  adequate  transportation  service  to  the 
public;  (2)  the  effect  upon  the  public  interest  of  the  inclusion,  or  fail- 
ure to  include,  other  railroads  in  the  territory  involved  in  the  proposed 
transaction  ;  (3)  the  total'  fixed  charges  resulting  from  the  proposed 
transaction  ;  and   (4)  the  interest  of  the  carrier  employees  affected." 

'"  It  would  seem  that  the  jurisdiction  of  the  Interstate  Commerce 
Commission  in  this  field  is  now  all  inclusive.  Noncarrier  as  well  as 
carrier  corporations  are  included,  and  control,  under  the  1940  act,  means 
"tlie  power  to  exercise  control"  and  "the  control  or  management  in  a 
common  interest  of  any  two  or  more  carriers,  however  such  result  is 
attained,  whether  directly  or  indirectly,  by  use  of  common  directors, 
offieers,  or  stockholders,  a  holding  or  investment  company  or  companies, 
a  voting  trust  or  trusts,  or  any  other  manner  whatsoever." 
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savings  would  be  insignificant  during  the  4-year  period 
in  which  the  employees  would  be  protected."  This 
is  a  particularly  distressing  circumstance,  since  the  ris- 
ing volume  of  rail  traffic  has  already  raised  employment 
to  the  highest  level  since  1931.  Under  boom  conditions, 
significant  unifications  could  be  set  up  without  reducing 
tlie  total  number  of  workers  already  employed.  The 
situation  is,  therefore,  favorable  for  rail  managements 
to  promote  consolidations  without  incurring  strong 
labor  opposition  backed  by  favorable  public  opinion 
such  as  existed  during  the  depression.  But  indica- 
tions are  lacking  to  date  that  tlie  railroads  intend  to 
take  advantage  of  the  opportunity  thus  afforded  them. 

The  broad  outlines  of  the  future  trend  of  unification 
of  the  railroads  seem,  therefore,  to  be  reasonably  clear. 
Until  present  legislative  policy  and  regulatory  prac- 
tice are  altered  in  certain  fundamental  respects,  rail 
consolidations  of  a  comprehensive  character  are  not 
likely  to  be  made.  We  may  expect  to  witness  the  his- 
tory of  the  past  21  years  largely  repeating  itself. 

Necessain/  conditions  for  further  rail  imification. — 
Assuming  that  the  objective  is  to  promote  additional 
integration  of  railroad  organization,  it  is  important  to 
set  forth  as  best  we  can  answers  to  three  issues.  These 
are:  first,  the  probable  savings  commensurate  with 
satisfactory  service  to  the  public  accruing  from  such 
integration;  second,  the  extent  to  which  concentration 
should  be  encouraged  or  allowed  to  proceed;  and, 
third,  the  choice  of  means  to  bring  about  the  desired 
unification. 

The  possibilities  in  terms  of  savings  are  canvassed 
in  detail  later  in  this  section,  and  the  subject  is  ac- 
cordingly not  developed  at  this  point.--  In  the  author's 
view,  large  economies  are  theoretically  possible,  but 
their  practical  realization  would  be  contingent  upon 
success  in  subordinating  various  powerfully  established 
special  interests  to  the  general  welfare,  and  in  employ- 
ing executives  and  personnel  of  sufficient  ability  and 
experience  to  manage  very  large  enterprises.  Obviously, 
it  is  not  230ssible  to  state  conclusive  judgments  on  these 
questions  until  a  given  program  has  been  tested  in 
actual  experience.  For  this  reason,  we  make  no  attempt 
to  evaluate  the  practical  considerations,  important  as 
they  are,  involved  in  putting  any  given  plan  into  effect. 
Our  concern  is  with  the  question  of  what  migh  t  be 
done  in  public  policy  to  achieve  certain  objectives. 

The  ideal  size  of  enterprise  is  one  which  will  per- 
form acceptable  service  at  the  lowest  average  cost.-' 


It  is  difficult  to  determine  in  advance  the  degree  of 
concentration  which  should  be  allowed  to  achieve  such 
a  result.  Evidence  of  this  fact  is  readily  apparent 
in  the  differences  of  opinion  exhibited  by  those  who 
have  already  offered  detailed  plans  for  the  consolida- 
tion of  railroads  into  a  limited  number  of  systems.-* 
Commissioner  Miller,  for  example,  proposed  in  1938 
that  a  single  private  railroad  company  be  established.^' 
Director  General  Hines  suggested  in  1919  that  the 
railroads  be  consolidated  into  6  to  12  systems.^^  The 
Prince  Plan  of  1933  called  for  7  regional  systems." 
Without  expressing  approval  or  disapproval  of  any 
particular  plan,  the  issue  lies  between  one  large  system 
and  a  limited  number  of  regional  rail  monopolies.  The 
single  system  would  doubtless  maximize  opportunities 
for  economies  and  minimize  the  conflicts  of  competing 
entrepreneur  interests.  Yet,  it  might  well  result  in  a 
dangerous  concentration  of  economic  power  in  private 
hands.  An  organization  embi-acing  more  than  1,000,000 
employees  and  operating  about  250,000  miles  of  line 
would  also  be  subject  to  diseconomies  inherent  in  a 
large  and  far-flung  organization.  This  objection  might 
be  met,  however,  by  organizing  operations  on  a  regional 
basis. 

On  the  whole,  it  would  seem  preferable  at  the  start 
at  least  to  set  up  a  limited  number  of  regional  monopo- 
lies, not  more  than  12  or  less  than  6  in  number,  in 
order  to  try  out  the  program.  If  it  resulted  in  definite 
improvements,  consideration  could  then  be  given  to  a 
plan  to  establish  1  system.  In  any  event,  consolidation 
on  a  competitive  basis  ought  to  be  frowned  upon  be- 
cause the  policy  would  attempt  to  accomplish  the  ad- 
vantages of  size  and  unification  while  retaining  the 
wastes  of  competition.  The  result  would  give  little 
satisfaction  to  either  side  of  the  issue  of  competition 
versus  monopoly.  A  certain  amount  of  rail  compe- 
tition would,  of  course,  remain  under  a  regional  set-up 
where  the  various  systems  would  touch  or  overlap,  but  it 
would  not  seriously  affect  operation.  The  vigorous 
promotion  of  other  transpoi'tation  agencies  by  Gov- 
ernment has  largely  precluded  the  dangers  of  monopoly 


'^ Fort  Worth  d  Denver  City  Ry.  Lease,  247  I.  C.  C.  119  (1941). 
Chairman  Eastman  declared  in  a  dissenting  opinion  that  if  this  reason 
for  disapproving  the  lease  were  to  be  accepted,  no  unification  "which 
contemplated  the  avoidance  of  waste"  would  be  approved  in  the  future. 

^  See  Behling,  infra,  pp.  161-170. 

^  This  assumes  that  the  users  or  the  Government  are  prepared  to  pay 
sufficient  amounts  to  defray  necessary  expenses,  including  capital  costs. 


•*  See  Behlin.s.  infra,  pp.  162-167. 

=^ Miller,  Carroll  (with  the  collaboration  of  Commissioner  M.  M. 
Caskie),  .1  Suggested  Plan  for  the  Solution  of  the  Railroad  Problem, 
1938  (27  mimeographed  pages).  See  also  a  supplementary  statement 
by  Commissioner  Miller,  entitled  ;  Consolidation  of  the  Rail  Transport 
Facilities  of  the  United  States  into  a  Single  System  for  Ownership  and 
Operation  Under  Private  Management,  March  31,  1938  (21  mimeo- 
graphed pages). 

'^  Hearings  on  Extension  of  Tenure  of  Government  Control  of  RaU- 
roads,  65th  Cong.,  3d  sess.,  1919,  vol.  I,  pp.  900  ft.  See  also  Hines, 
op.  at.,  p.  413. 

='  Prince,  Frederick  H..  A  Plan  fur  Coordinating  the  Operations  of 
Railroads  in  the  United  States,  March  15,  1933,  revised  September  1, 
1933  (33  mimeographed  pages).  See  also  Regulation  of  Railroads,  Fed- 
eral Coordinator  of  Transportation,  op.  cit.,  pp.  21-29.  A  detailed 
analysis  of  the  Prince  Plan  wa.s  incorporated  in  the  report  as  an  appen- 
dix, pp.  106-123. 
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operation  that  might  well  have  materialized  a  genera- 
tion ago  had  the  railroads  then  been  organized  in  the 
manner  here  proposed.  If  the  railroads  continue  to  be 
restrained  from  establishing  transport  companies,  em- 
bracing one  or  more  of  the  competing  modes,  there  will 
be  little  likelihood  later  of  an  undue  suppression  of 
legitimate  agency  competition  by  water,  motor,  pipe- 
line, and  air  carriers.-' 

The  choice  of  means  to  secure  the  desired  degree  of 
rail  unification  is  difficult  to  make,  particularly  under 
our  form  of  government.  It  can  be  said  without  fear 
of  successful  contradiction,  however,  that  the  type  of 
integration  favored  in  this  report  will  not  be  carried 
out  on  a  purely  voluntai-y  basis  by  the  railroads.  Some 
compulsion,  or  threat  of  compulsion,  by  Government 
will  unquestionably  be  required  to  get  the  progress 
under  way.  "My  own  belief,"  said  Professor  Dixon  in 
1919,  "is  that  voluntary  consolidation  will  not  suc- 
ceed *  *  *.  There  should  be  compulsory  consolida- 
tion of  the  raili'oads,  under  Federal  charters,  into  a 
relatively  few  systems."  ^^ 

It  is  suggested  that  the  proper  regulatory  body  be 
clothed  with  the  necessary  authority  to  secure  rail  con- 
solidation of  whatever  limited  number  is  found  to  be 
desirable.  Since  the  kind  of  integration  we  have  in 
mind  will  require  careful  planning,  the  Interstate  Com- 
merce Act  should  be  further  amended  to  charge  the 
regulatory  agency  again  with  the  responsibility  of  pre- 
paring and  adopting  a  comprehensive  though  flexible 
plan  for  application  to  the  railroads. 

Joint  Arrangements  of  Railroad  Companies 

Extent  of  rail  cooperation. — Besides  unification  and 
consolidation  there  is  a  great  deal  of  rail  cooperation 
with  respect  to  terminals,  trackage  rights,  through 
routes,  joint  rates,  and  other  mutually  helpful  arrange- 
ments. This  type  of  coordination  has  been  a  feature 
of  the  physical  and  operating  and  rate  and  service  ar- 
rangements between  carriers  for  many  years.  In  this 
sense  the  railroads  of  the  United  States  form  an  inter- 
connected system,  even  embracing  the  Canadian  rail- 
roads to  the  north.  According  to  the  Association  of 
American  Railroads,  24,000  miles  of  track,  263  engine 
terminals,  1,366  freight  stations,  1,902  passenger  sta- 
tions, 618  yards,  and  472  large  bridges  are  used 
jointly.^"  In  addition,  many  belt  lines  in  terminal 
areas  are  owned  jointly  by  line-haul  carriers,  and  joint 
switching  arrangements  are  common  in  all  parts  of  the 
country. 


^  See  infra,  pp.  155-156,  for  a  discussion  of  tbe  policy  of  establishing 
transport  companies. 

^  Dixon,  Franlc  H.,  ''Federal  Operation  of  Railroads  During  tbe  War," 
Quarterly  Journal  of  Economics,  vol.  XXXHI,  August  1919,  pp.  626-627. 

3»  Address  by  M.  J.  Gormley,  executive  assistant.  Association  of  Amer- 
ican Railroads,  at  Springfield,  Mass.,  on  March  26,  1938. 


The  process  of  effecting  cooperative  arrangements 
among  the  railroads  goes  on  continuously.  In  the 
finance  dockets  of  the  Commission,  one  may  find  many 
decisions  respecting  applications  of  the  railroads  for 
permission  to  establish  or  continue  joint  operating^ 
trackage,  and  terminal  arrangements  of  various  kinds. 
These  changes  and  modifications  are  mostly  of  a  piece- 
meal variety,  but  their  cumulative  effect  has  been  to 
integrate  the  intercarrier  relationships  to  a  surprising 
degree. 

Work  of  the  Federal  Coordinator  of  Transporta- 
tion.— It  is  evident  that  joint  arrangements  in  the  rail 
field  have  gone  on  apace.  But  it  is  not  correct  to  con- 
clude that  a  desirable  state  of  affairs  has  already  been 
reached  and  that  nothing  more  needs  to  be  done.  Rail 
organization  must  be  evaluated  in  terms  of  potentiali- 
ties for  further  improvement  rather  than  merely  pres- 
ent realities.  If  the  railroads  are  not  to  be  consolidated 
into  a  limited  number  of  systems  in  the  near  future,  a 
flexible  type  of  adjustment  should  be  considered.  The 
vital  question  is :  Are  there  feasible  possibilities  for 
further  improvement  of  distinct  benefit  to  the  public? 
And  if  such  is  found  to  be  the  case,  what  specific  means 
should  be  employed  to  secure  the  desired  ends? 
Students  of  the  problem  are  convinced,  with  some  ex- 
ceptions, that  considerable  savings  in  costs  and  im- 
provements in  efficiencj'  could  be  realized  along  co- 
operative lines.^^  Whether  practicable  proposals  to 
realize  the  savings  could  in  fact  be  carried  out  in  face 
of  the  opposition  of  disaffected  groups  is  problematical. 
The  experiences  of  the  Federal  Coordinator  of  Trans- 
portation from  1933  to  1936  with  respect  to  rail  man- 
agement and  labor,  as  we  shall  see,  were  not  such  as  to 
cause  the  public  to  be  optimistic  about  the  outcome. 

The  need  for  affirmative  action  relative  to  inade- 
quacies in  rail  cooperation  seemed  apparent  to  many 
people  by  1933.  The  great  decrease  in  rail  traffic 
caused  by  the  business  depression  had  drastically  re- 
duced their  operating  revenues.  Informed  and  disin- 
terested students  realized  that  higher  rates  at  that  time 
would  add  scant  revenues  to  those  then  being  received, 
partly  because  of  lessened  ability  of  shippers  and 
travellers  to  pay  added  amounts,  and  partly  because  of 
the  increasing  competition  of  motor,  water,  and  pipe- 
line carriers.  Although  physically  interconnected  in 
one  system,  the  railroads  with  more  than  five  hundred 
separate  operating  companies  each  under  its  own  man- 
agement had  no  effective  centralization  of  authority. 
This  situation  had  resulted  in  uneconomic  duplication 
of  facilities  and  service  and  in  excessive  roundabout 
hauling.  The  excessive  duplication  of  facilities  and 
services  existed  both  in  the  terminals  and  on  the  line 


"  Behling,  injra,  p.  166. 
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hauls,  being  particularly  pronounced  in  the  fast-freight 
and  passenger  business  and  on  the  branch  lines. 

Recognizing  this  situation  and  the  need  for  early 
remedial  action  Congress  provided  in  the  Emergency 
Railroad  Transportation  Act  of  1933  for  the  creation 
of  a  temporary  office  of  Federal  Coordinator  of  Trans- 
portation. The  Federal  Coordinator  was  authorized 
to  make  studies  and  recommendations  for  the  tliree  fol- 
lowing purposes:  (1)  To  bring  about  economies  in  rail- 
road operation  and  elimination  of  waste  and  unneces- 
sary expense  through  cooperative  means;  (2)  to  pro- 
mote the  reorganization  of  railroads  in  financial  diffi- 
culties in  order  to  reduce  fixed  charges;  and  (3)  to 
ascertain  the  means  of  improving  conditions  surround- 
ing transportation  in  all  its  forms. 

Nature  and  extent  of  Coord inator''s  studies.— The 
Federal  Coordinator  (Commissioner  Joseph  B.  East- 
man) instituted  studies  of  merchandise  traffic,  contain- 
ers, passenger  traffic,  carload  traffic,  marketing,  car 
pooling,  empty-car  mileage,  freight-car  repair  and  re- 
tirement, private  cars,  motive  power,  stored  equipment, 
express  refrigerator  car  pool,  railroad  grain  elevators, 
selection  and  purchase  of  railroad  materials  and  sup- 
plies, standardization  and  simplification  of  designs  and 
sizes  of  equipment  and  supplies,  labor  relations  and 
conditions,  economic  security  for  railroad  employees, 
cost  finding,  and  public  aids  to  transportation.  The 
staff  also  made  studies  of  the  need  for  a  railroad  clear- 
ing house,  of  coordination  in  tlie  handling  of  fiscal  mat- 
ters, and  of  the  need  for  establishing  adequate  port 
terminal  and  like  charges.  A  special  committee  of  out- 
side experts  studied  the  need  for  a  central  scientific  and 
engineering  research  agency  for  the  railroads.  Tliese 
staff  studies  were  published  from  time  to  time  and  con- 
tain a  veritable  mine  of  information  and  recommenda- 
tions for  rail  improvement.  In  addition,  the  Co- 
ordinator made  four  reports  containing  his  recom- 
mendations for  further  legislation.^- 

^Vliile  these  matters  were  being  considered  by  the 
central  organization,  the  regional  staffs  of  the  Co- 
ordinator endeavored  to  bring  about  economies  through 
better  terminal  operations,  joint  use  of  shops,  stations 
and  other  facilities,  pooling  of  traffic  or  sei-vice,  and 
elimination  of  wasteful  routes.  This  offered  an  im- 
mediate field  for  the  economies  envisaged  in  the  Emer- 
gency Railroad  Transportation  Act  of  1933.     More- 


^  First  Report,  Regulation  of  Railroads,  S.  Doc.  No.  119.  73d  Cong., 
2d  sess.,  1934. 

Second  Report,  Regulation  of  Transportation  Agencies,  S.  Doc.  No. 
152,  73d  Cong.,  2d  sess.,  1934. 

Third  Report,  Report  of  the  Federal  Coordinator  of  Transportation, 
193!,.  U.  Doc.  No.  S9,  74th  Cong.,  1st  sess.,  193.^.. 

Fourth  Report,  Fourth  Report  of  the  Federal  Coordinator  of  Trans- 
portation on  Transportation  Legislation,  n.  Doc.  No.  394,  74th  Cong.. 
2d  sess.,  1936. 


over,  organizations  to  make  the  necessary  studies  and 
formulate  plans  were  brought  into  being  at  that  time. 
However,  as  the  desired  economies  depended  upon  sig- 
nificant reductions  in  employment,  they  were  severely 
hampered  by  the  labor  provisions  of  the  act  which 
stipulated  that  the  number  and  status  of  individual 
employees  in  tlie  service  of  a  carrier  should  not  be  re- 
duced, by  any  action  taken  under  the  new  statute,  below 
the  level  prevailing  in  May  1933.  Reductions  of  em- 
ployees by  death,  normal  retirements,  and  resignations 
were,  however,  not  included  in  the  totals.  Regional  co- 
ordinating committees  were  set  up  by  carriers,  and 
labor  committees  for  the  tliree  regions  were  selected  by 
the  railway  employees.  The  regional  coordinating 
committees  (formed  by  the  carriers)  assumed  direct 
charge  of  the  organization  and  i^rosecution  of  the  in- 
vestigations of  economy  projects  and  the  Coordinator's 
staff  was  engaged  for  the  most  part  in  stimulating  the 
studies  and  reviewing  the  results.  Special  major 
studies  were  made  of  the  organization  and  operation  of 
the  terminals  in  St.  Louis,  Chicago,  Omaha,  Kansas 
City,  the  Twin  Cities,  New  York,  Atlanta,  Birming- 
ham, and  New  Orleans.  The  port  situation  was  also 
examined  at  such  places  along  the  Atlantic  and  Gulf 
coasts  as  New  York,  Hampton  Roads,  Jacksonville, 
^lobile,  and  New  Orleans. 

Tlie  Coordinator's  staff  concluded  that  substantial 
savings  annually  could  be  made  as  follows :  Terminal 
projects,  25  to  50  million  dollars;  ^^  car  pooling  on  a 

Nation-wide  scale,  100  million  dollars ;  ^*  coordinated 
passenger  traffic  solicitation,  15  million  dollars;^"  and 
merchandise  traffic  coordination,  100  million  dollars.^® 
On  these  four  items  the  total  estimated  savings  ranged 
from  240  to  265  million  dollars.  The  Coordinator  did 
not,  however,  make  an  estimate  of  the  total  economies 
which  might  be  achieved. ^^ 

Results  of  tlie  Coordinator'' s  studies. — The  Co- 
ordinator and  his  staff,  other  Government  agencies,  and 
rail  management  and  labor  put  forth  much  effort  and 
incurred  heavy  expense  on  tliis  task.  The  Co- 
ordinator's office  was  in  existence  for  3  years,  from  June 
1933  to  June  1936,  and  some  members  of  the  staff,  be- 
sides carrying  on  other  duties,  worked  for  another  31^ 


3=  Report  on  Economij  Possiiilities  of  Regional  Coordination  Projects, 
Federal  Coordinator  of  Tr.insportation.  February  14,  1935.  p.  11. 

"Report  on  Freight  Car  Pooling,  Section  of  Car  Pooling,  Federal 
Coordinator  of  Transportation,  October  23,  1934,  p.  3. 

^'  Passenger  Traffic  Report,  Federal  Coordinator  of  Transportation. 
January  17,  1935,  p.  59. 

^Conclusions  of  the  Federal  Coordinator  of  Transportation  on  Mer- 
chandise Traffic,  May  1936,  p.  8. 

''  .\fti'r  some  of  the  early  studies  had  been  started,  the  Coordinator 
gave  instructions  that  no  over-all  estimates  should  be  made.  Pointing 
out  the  debatable  character  of  such  estimates,  he  said  that  they  merely 
invited  attack  by  diverting  attention  from  the  basic  merits  of  the  pro- 
posals. He  added  that  the  important  thing  was  whether  substantial 
economies  could  be  effected,  whatever  their  exact  amount  might  be. 
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years  on  the  subsidy  reports.^*  The  surveys  and  in- 
quiries covered  a  wide  range  of  problems  and  the  de- 
tailed reports  and  recommendations  were  the  most 
comprehensive  yet  offered  for  the  improvement  of 
railway  operation. 

The  Coordinator's  studies  represented  primarily  an 
examination  of  existing  operating  practices  of  the  rail- 
roads, followed  by  recommendations  which  were  de- 
signed to  improve  the  position  of  the  carriers.  Wliile 
perhaps  insufficient  attention  was  devoted  to  rationali- 
zation of  rail  i^lant  and  coordination  of  agencies  in  the 
broad  sense,''  the  projects  were  in  the  main  carefully 
organized  and  competently  carried  to  completion.  The 
chances  are  that  the  recommendations  offered  construc- 
tive remedial  alternatives  to  existing  practices  and 
shoidd  have  been  seriously  considered  and  widely 
adopted  by  the  carriers. 

Unfortunately  the  results  were  otherwise;  the  rail- 
roads for  the  most  part  ignored  or  opposed  the  Coor- 
dinator's suggestions.*"  His  recommendations  were 
termed  by  some  railroad  executives  as  being  "visionary" 
and  "impracticable,"  and  he  once  remarked  that  the 
carriers  "seemed  more  zealous  to  prove  that  my  staff 
was  wrong  in  its  conclusions  and  recommendations  than 
to  find,  with  the  help  of  our  reports,  ways  and  means  of 
improvements.'"  *'  Tiie  truth  of  this  observation  was 
demonstrated,  for  example,  when  the  Coordinator  at- 


^Puhlic  Aids  to  Tranfiportation,  Federal  Coordinator  of  Transporta- 
tion, 4  vols.,  1938-40.  Also  issued  after  the  termination  of  tlie  Coordi- 
nator's office  were  several  labor  reports,  one  on  Short  Line  Railroads 
and  one  on  the  Problem  of  the  Thin  Traffic  Branch  Line. 

^'  It  is  only  fair  to  note,  however,  that  in  accordance  with  a  statu- 
tory provision  that  he  consider  means  of  "improving  transportation 
conditions  throughout  the  country"  and  transmit  recommendations  to 
the  President  and  Congress,  such  action  was  talten. 

■***  For  example,  in  its  summary  of  conclusions  on  the  passenger  traffic 
report  of  the  Federal  Coordinator,  the  A.  A,  R.  Committee  said,  "We 
are  unanimously  of  the  opinion  that  there  is  nothing  in  the  passenger 
report  of  value  to  the  carriers  for  general  application  nationally." 
Quoted  from  Exhibit  II  of  Conclusions  of  the  Federal  Coordinator  o/ 
Transportation  on  Passenger  Traffic,  June  1936,  p.  63.  Again,  on  the 
important  subject  of  merchandise  traffic,  the  railroad  officials  showed 
opposition  to  the  reports.  The  Federal  Coordinator,  in  an  introductory 
letter  to  Regional  Coordinating  Committees,  said,  "Since  that  time  [sub- 
mission of  this  Section  report  on  Merchandise  Traffic]  I  have  received 
and  considered  two  reports  by  special  committees  of  railroad  officers 
appointed  to  study  this  matter.  They  did  not  approve  the  recommen- 
dations of  my  Section  of  Transportation  Service,  for,  although  they  con- 
ceded the  existence  of  conditions  urgently  requiring  correction,  they  felt 
that  the  application  of  needed  remedies  should  be  left  to  the  individual 
railroads."  Conclusions  of  the  Federal  Coordinator  of  Transportation 
on  Merchandise  Traffic,  May  1936. 

Speaking  about  the  g.^neral  opposition  of  the  railroads  to 
suggestions  for  coordination,  the  Federal  Coordinator  had  this 
to  say,  'The  prime  reason  for  the  slow  progress  to  date  of  the 
coordination  policy  •  *  •  has  been  either  the  inability  of  the  rail- 
road executives  to  agree  among  themselves,  or  a  general  disinclination 
on  their  part  to  act  ♦  •  *.  At  bottom,  the  trouble  is  that  the  man- 
agements thinli  narrowly  in  terms  of  their  own  particular  roads,  rather 
than  in  broader  terms."  Address  by  Joseph  E.  Eastman  before  the 
Traffic  and  Transportation  Association  of  Pittsburgh,  Pa.,  February  5, 
1936. 

«  Address  of  Jo.serh  B.  Eastman  before  the  Chamber  of  Commerce  of 
tlie  State  of  New  Yorli,  March  7,  1935.      (Mimeographed.) 


tempted  early  in  1936  to  improve  the  terminal  condi- 
tions in  11  cities.*-  These  11  cities  were  carefully  chosen 
from  more  than  5,000  terminal  situations  studied.  The 
total  operating  economies  were  estimated  at  2  million 
dollars  a  year.  The  11  projects  were  also  selected  for 
action  because  of  the  comparatively  slight  dislocation 
which  would  have  been  visited  upon  rail  management 
and  labor.  Moreover,  prior  to  issuing  an  order  to 
proceed  with  the  unification,  the  Coordinator  gave  the 
interested  parties  an  opportunity  to  comment  upon  the 
proposals.  The  final  outcome  of  the  matter  was  that 
the  order  was  never  promulgated,  as  the  railroad  groups 
(including  labor)  forced  the  Coordinator  to  abandon 
his  course.*^  To  disinterested  students  of  the  railroad 
problem,  this  fiasco  proved  beyond  doubt  that  the  rail- 
roads, when  confronted  by  vital  conflicts  of  interest, 
could  not  be  expected  further  to  improve  their  systems 
and  lower  their  costs  in  the  public  interest  by  volun- 
tary cooperative  action  under  the  friendly  help  and 
guidance  of  government.  On  this  point  the  Interstate 
Commerce  Commission  said  in  1938,  "Nor  do  we  believe 
that  there  is  anything  in  their  record  which  at  all 
warrants  a  conclusion  that  the  railroads  can  be  de- 
pendend  upon  to  do  what  should  be  done  wholly  on 
their  own  initiative."  ** 

At  the  time  the  Coordinator's  term  expired  in  June 
1936,  the  Association  of  American  Railroads  issued  a 
statement  promising  to  continue  the  coordination  sur- 
veys begun  by  the  Coordinator  whenever  "practicable." 
Regional  committees  of  railroad  officials  were  ap- 
pointed and  a  few  projects  were  carried  on  voluntarily. 
Of  late,  little  has  been  heard  publicly  about  this  work; 
the  conclusion  is  obvious  that  neither  the  Association 
nor  its  members  have  made  an  outstanding  effort  to 
carry  out  the  Coordinator's  recommendations  or  to 
make  their  own  studies  with  a  view  to  achieving  tan- 


"  Worcester,  Mass.  ;  Mechanicville,  N.  Y.  ;  Grand  Rapids,  Mich.  ;  Jack- 
sonville, Fla. ;  Montgomery,  Ala. ;  Meridian,  Miss. ;  Freeport,  III. ;  Des 
Moines,  Iowa  ;  Council  Bluffs,  Iowa ;  Beaumont,  Tex. ;  and  Ogden,  Dtah. 

■"  Taking  the  initiative  in  this  controversy,  the  Coordinator  recom- 
mended to  the  President  that  he  request  a  postponement  of  the  effective 
date  of  the  orders  and  urge  the  rail  management  and  labor  groups  to 
enter  upon  negotiations  with  a  view  of  devising  a  plan  of  dismissal 
compensation.  The  President  accepted  the  recommendations,  and  man- 
agement-labor negotiations  were  begun  and  brought  to  a  successful  con- 
clusion with  the  signing  of  the  Washington  Agreement  in  June  1936,  by 
the  terms  of  which  an  employee  who  suffered  loss  of  job  or  reduction 
of  compensation  as  a  result  of  a  consolidation,  unification,  or  coordina- 
tion should  receive  compensation  for  such  loss.  However,  a  part  of  the 
agreement  was  that  both  parties  would  urge  Congress  not  to  extend  the 
life  of  the  office  of  Federal  Coordinator  beyond  June  16,  1936.  This 
course  of  action  prevailed — it  was  an  election  year — and  the  Coordi- 
nator was  not  afforded  an  opportunity  to  proceed  with  the  enforcement 
of  the  orders.  If  the  life  of  the  office  had  been  extended,  it  is  quite 
possible  that  much  progress  along  these  lines  could  have  been  accom- 
plished, especially  in  view  of  the  agreement  on  a  plan  of  dismissal 
compensation. 

"52(1  Annual  Report  of  the  Interstate  Commerce  Commission,  1938, 
p.  22. 
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gible  results.*^  This  outcome  of  the  efforts  of  Gov- 
ernment to  promote  rail  coordination  was  to  be  ex- 
pected in  view  of  the  inability  of  a  multiplicity  of 
separate  and  conflicting  ownership  and  management 
interests  to  cooperate  for  the  common  good.  No  one 
person  or  group  is  responsible  for  this  result.  Such  is 
the  situation  in  1941  with  respect  to  railroads  which 
throughout  the  depression,  from  1931  onwards,  have 
complained  of  their  financial  plight  and  the  unwilling- 
ness of  the  Government  sympathetically  and  materially 
to  aid  them. 

Program  for  further  rail  cooperation.- — There  re- 
mains, therefore,  a  distinct  and  urgent  need  for  further 
relinquislunent  of  the  individualistic  and  competitive 
approach  to  the  organization  and  operation  of  the 
railroads.  "While  progress  in  the  past,  as  we  have  seen, 
has  been  substantial,  it  has  not  proceeded  fast  or  far 
enough  to  meet  the  needs  of  the  time.  Large  savings 
are  attainable  through  pooling  arrangements,  for  ex- 
ample, in  the  use  of  equipment,  in  repair  shop  opera- 
tion, and  in  the  handling  of  less-than-carload  freight. 
Likewise,  the  unification  of  terminal  facilities  opens 
the  road  to  the  increase  of  economies  and  to  the  reduc- 
tion of  wastes.  These  means  are  feasible  and  readily 
encompassable,  because  they  do  not  involve  large 
changes  in  the  financial  and  legal  relationships  of 
railroads  and  allied  enterprises  as  does  corporate 
consolidation. 

A  pressing  need  for  improvement  today  is  in  the 
movement  of  merchandise  less-than-carload  freight 
traiSc.  It  seems  clear  that  to  stop  losses  of  this  traffic 
to  competitors,  as  well  as  to  promote  the  public  inter- 


« The  Association  of  American  Railroads  adopted  a  resolution  on 
June  29,  1936,  a  few  days  after  the  Office  of  Federal  Coordinator  expired, 
agreeing  to  assume  "the  obligation  of  carrying  forward  the  duties  here- 
tofore imposed  on  the  Federal  Coordinator  of  Transportation  in  respect 
to  the  continuance  of  these  studies  and  the  effecting,  where  practicable, 
of  economies  in  the  operation  by  coordination  of  services  and  facilities." 
The  resolution  also  contained  a  request  that  the  member  roads  select  an 
appropriate  committee  for  each  of  three  regions  "to  take  up  the  study, 
under  present  conditions,  of  the  projects  heretofore  considered  by  the 
three  Regional  Coordinating  Committees  and  such  other  projects  as  may 
from  time  to  time  be  presented  whereby  economies  in  operation  may  be 
effected  by  coordination  of  services  or  facilities."  The  committees  were 
set  up  in  accordance  with  this  resolution  and  began  consideration  of  703 
Individual  projects  which  had  been  studied  under  the  direction  of  the 
Federal  Coordinator.  The  Coordinator's  staff  had  concluded  that  these 
projects  would,  if  carried  out.  effect  annual  savings  of  $30,695,864.  The 
committees  also  took  over  21  pending  or  reopened  projects,  making  a 
total  of  724  projects.  By  January  15,  1941,  some  685  of  these  projects 
had  been  restudied  by  the  committees  and  29  had  been  made  effective, 
involving  aggregate  savings  of  $335,671  per  year.  The  other  656  were 
dropped,  15  because  the  facilities  in  question  had  been  abandoned,  and 
the  others  for  the  following  stated  reasons:  (1)  "increased  traffic,  which 
resulted  in  insufficient  capacity  of  facilities  under  coordination  arrange- 
ments, or  which  made  the  contemplated  force  rerlnctinns  inadvisab  e"  : 
(2)  "economies  accomplished  by  individual  railroads  without  coordina- 
tion" :  (3)  "cost  of  displacement  allowances,  under  the  Washington 
Agreement,  would  exceed  the  anticipated  savings"  ;  and  (4)  "capital 
expenditures  not  justified  by  the  economies."  Statement  of  the  .Associa- 
tion of  American  Railroads  to  the  National  Resources  Planning  Board, 
February  24,  1941. 


est,  the  services  to  shippers  must  be  speeded  up  and 
made  more  convenient.  Modern  conditions  require  the 
reduction  of  terminal  handling  where  possible.  Fast, 
lightweight  container  cars  should  be  provided  as 
standard  equipment.  Moreover,  the  less-than-carload 
freight  service  should  be  combined  with  the  express 
service  as  an  economy  and  efficiency  measure.  Both  are 
established  on  a  collection  and  delivery  basis,  and  if 
they  were  brought  under  centralized  direction,  better 
utilization  of  line-haul  and  especially  of  terminal  fa- 
cilities would  unquestionably  be  possible.  In  this  con- 
nection, the  railroads  could  learn  much  from  the  freight 
forwarders  who  undertake  to  perform  a  complete 
service  from  shipper  to  consignee.  On  the  face  of  it, 
the  railroads  ought  to  be  in  a  position  to  do  an  out- 
standing job  of  this  kind.  In  order  to  achieve  full 
success  in  the  handling  of  less-than-carload  freight 
pooling  of  cars  is  very  desirable. 

Indeed,  the  pooling  of  all  freight  cars  of  the  country 
on  a  national  scale  would  enhance  the  ability  of  the 
railroads  to  perform  effectively  their  functions.  Tliis 
stejj  should  be  taken  at  once.  It  is  unfortunate  that 
the  railroads  have  continued  to  overlook  the  excellent 
suggestions  of  the  Federal  Coordinator  to  be  found  in 
the  study  and  report  on  freight  car  pooling.*"^  Tlie 
Coordinator  proposed  that  all  railroad-owned  freight 
cars  which  operated  in  interchange  service  should  be 
assigned  to  a  general  pool  to  be  operated  by  a  central 
agency  controlled  by  the  participating  carriers.  Under 
this  plan  all  types  of  freight  cars  were  to  be  included. 
The  jjool  was  to  maintain  the  cars,  distribute  them 
equitably,  schedule  retirements  and  replacements  in  ac- 
cordance with  a  stabilized  program,  collect  reasonable 
rental  from  car  users,  and  on  taking  over  the  cars,  com- 
pensate the  car  owners  for  ownership  costs.'*"  By  this 
plan  savings  in  both  operating  expenses  and  in  carry- 
ing charges  would  result,  and  the  essential  means  of 
effecting  coordination  on  a  wider  basis  would  be  estab- 
lished. Car  pooling  has  been  resorted  to  in  the  past, 
and  has  met  with  some  success;  its  public  benefits  are 
large  enough  to  warrant  its  further  extension  as  a 
permanent  plan.  To  be  sure  there  are  diffculties  in- 
volved in  executing  such  a  program,  but  they  are 
matters  of  administration  and  organization,  which  can 
be  solved  in  practice. 

Another  definite  need  is  for  a  central  railroad  agency 
which  would  be  free  to  perform  various  functions  of 
importance  to  the  entire  industry.     Some  of  these  are 


*f>  Preioht  Car  Pooling  and  Plan  for  Proposed  Box  Car  Pool.  Federal 
Coordinator  of  Transportation,  1935,  pp.  4,  5.  For  the  details  of  a  pro- 
posed plan  of  organization,  including  rules  of  operation,  see  pp.  40—55. 

*"  Behling.  B.  N..  Railroad  Coordination  and  Consolidation,  A  Revieio 
oj  Estimated  Economies,  Interstate  Commerce  Commission,  Bureau  of 
Statistics,   Statement  No.  4023,  1940,  pp.  16,  17.     (Mimeographed.) 
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the  day-to-day  tasks  wliich  confront  every  single  car- 
rier, and  yet  which  could  be  done  more  satisfactorily 
by  a  central  organization.  For  example,  the  stagger- 
ing amount  of  paper  and  pencil  work  necessary  for  the 
millions  of  separate  shipments,  each  with  its  full  report 
by  the  destination  carrier,  as  well  as  a  subsequent  veri- 
fication of  all  the  details  by  the  originating  and  each 
intermediate  road,  calls  for  a  radical  overhauling. 
Unquestionably,  these  duplicative  operations  can  be 
lessened  by  changes  in  the  methods  now  in  use  by  the 
individual  roads  to  a  clearing-house  system,  operated 
through  a  central  agency.''^ 

But  the  essential  requirement  for  a  central  railroad 
organization  goes  much  beyond  the  mere  purpose  of 
reducing  paper  work.  Several  years  ago  the  railroads 
agreed  to  set  up  a  research  unit  for  the  entire  industry, 
recognizing  at  that  time  that  such  a  unit  would  aid  in 
bringing  about  a  more  efficient  operation  of  facilities 
and  in  reducing  the  wasteful  practices  now  indulged  in 
by  the  individual  carrier.  Although  this  was  agreed 
upon  some  time  ago,  no  central  research  organization 
has  been  formed.  This  error  in  policy  should  be 
speedily  corrected  in  the  interest  of  a  better  rail  system. 

In  other  ways  a  central  agency  can  play  its  part  to 
yield  benefit  both  to  the  industry  and  the  general  pub- 
lic. Not  only  will  the  clearing  house  eliminate  a  great 
deal  of  duplicated  effort  but  it  will  be  in  a  position  to 
perform  certain  fiscal  functions  now  performed  in  the 
costly  and  inefficient  way  followed  generally  from  the 
beginning  of  the  adoption  of  through  route  service. 
The  innumerable,  unnecessary  cross  payments  can  be 
readily  canceled  by  the  simple  use  of  the  clearing-house 
system.  A  central  railroad  agency  is  indispensable  for 
the  proper  operation  of  the  railroad  industry,  the  more 
so  as  the  development  of  other  modes  of  transport  takes 
place. 

The  policy  of  establishing  through  routes  and  joint 
rates  has  been  instrumental  in  knitting  together  the 
various  areas  of  this  nation.  By  this  method,  inde- 
pendent comiDanies  have  tended  to  become  members  of 
one  system,  thereby  meeting  the  necessities  of  expand- 
ing commerce  and  thus  giving  further  evidence  of  the 
benefits  of  cooperation.  Direct  through  routes  gi'eatly 
aid  in  the  elimination  of  the  wastes  and  delays  of  inter- 
change and  circuitous  routing.  But  roundabout  rout- 
ing continues  to  abound  in  the  system.  The  Federal 
Coordinator's  staff  found,  for  instance,  that  the  average 
rail  carload  moves  about  11  percent  further  than  would 
be  necessary,  "if  it  were  moved  by  a  direct  line  route 
in  common  use."^^     Today  any  railroad  is  permitted 


under  the  Interstate  Commerce  Act  to  refuse  to  enter 
into  agreements  with  other  carriers  with  respect  to 
through  routes  and  joint  rates  which  would  have  the 
effect  of  short  hauling  itself.  This  practice  has  re- 
sulted in  a  tremendous  amount  of  roundabout  routing 
which  must  be  charged  against  a  system  which  tolerates 
numerous  independent  concerns.  Of  importance  also 
is  the  privilege  granted  by  law  to  shippers  to  designate 
the  through  routes  over  which  their  goods  shall  be 
transported.  The  largely  unnecessary  practices  of 
wide-open  gatewaj's,  shippers'  routing,  and  protection 
of  the  carriers  against  short-hauling  can  doubtless  be 
greatly  curtailed  without  materially  affecting  the 
choices  of  the  users  of  transport  facilities.  The  closing 
of  the  many  indirect  channels  of  movement  would  not 
make  competition  in  service  any  less  effective  for  a 
given  shipment  because  there  could  still  be  sufficient 
direct  routings  to  provide  the  necessary  stimulus  for 
furnishing  prompt  and  adequate  service.^" 

Another  outstanding  need  for  coordination  exists  in 
connection  with  the  antiquated  and  often  obsolete 
terminal  operations  of  the  railroads.  By  and  large, 
the  handling  of  freight  at  the  terminals  is  "a  half 
measure  between  transferring  freight  by  hand  from 
one  line  to  another  *  *  *  and  modern  methods 
that  should  join  through  routes  and  movements."  ^^ 
Without  doubt  the  costly  unit  operation  of  terminal 
facilities  should  not  be  tolerated  as  a  part  of  our 
transportation  system  today. 

Basically,  the  difficulties  which  are  to  be  found  in 
existing  terminal  operations  can  be  traced  to  the  un- 
willingness of  individual  railroads,  which  possess 
strategic  advantages  as  to  location,  to  surrender  these 
benefits  for  the  ultimate  good  of  the  public.  It  seems 
that  the  railroads  fail  to  realize  that  whatever  advan- 
tageous positions  they  may  have  are  in  part  dependent 
upon  statutory  provisions,  which  can  be  changed  if 
necessary  to  correct  unsatisfactory  terminal  situations. 

It  is  the  inadequacy  in  terminal  operations  and  their 
organization  which  has  permitted  practices  of  the  most 
uneconomic  nature  to  develop  and  flourish.  Terminal 
unification  can,  if  accompanied  by  elimination  of  excess 
facilities  and  employment,  result  in  lower  costs  without 
impairing  needed  services.  Many  of  the  economies 
anticipated  from  terminal  unification  rest  upon  the  pos- 
sibility of  abandoning  a  portion  of  existing  facilities 
and  retaining  in  use  the  more  efficient  facilities.  But 
improved  business  such  as  has  now  developed  would 
probably  drastically  overtax  many  of  the  rationalized 


"  Renort  on  a  Transportation  Clearing  House,  Federal  Coordinator  of 
Transportation.  November  1934,  p.  5. 

'"•Freight  Traflic  Report,  vol.  I,  1935,  p.  77. 


**"  Turney.  J.  R,.  "The  Price  nf  Open  Gatewavs."  Annals  of  the  Amer- 
ican Academy  of  Political  and  Social  Science,  vol.  1S7,  September  1936. 
pp.  22-26. 

*»>  Second  Report  on  Economy  Possihilities  of  Regional  Coordination 
Projects,  Federal  Coordinator  of  Transportation,  July  1935,  p.  14. 
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terminals  without  new  investment  to  provide  needed 
expansion  of  plant  and  equipment.  This  investment 
may  not  be  regarded  as  desirable  at  the  moment.  The 
prospect  of  securing  rationalized  unification  of  ter- 
minals is  bound  to  be  materially  lessened,  as  long  as  the 
inferior  facilities  are  of  sufficient  utility  to  warrant 
continued  operation.  Even  so,  the  services  joining  the 
various  terminals  in  a  given  city  or  area  could  be  ma- 
terially improved  by  such  methods  as  those  employed 
at  Chicago  during  Federal  Control  to  reduce  switch- 
engine  hours  by  unifying  switching  operations  within 
the  terminal  district.  The  additional  advantage  of  re- 
leasing valuable  real  estate  for  other  uses  should  be 
fully  considered. 

Immediate  progress  in  terminal  unification  would  be 
made  more  likely  if  the  procedures  for  consolidation 
were  strengthened.  At  the  same  time,  any  emerging 
monopolistic  trend  must  be  controlled  lest  the  public 
interest  be  endangered.  If  agreements  to  carry 
through  coordination  of  rail  terminal  facilities  should 
be  delayed  or  become  impossible,  adequate  provision 
should  be  made  for  public  ownership.^-  In  order  to 
give  jDrivate  operation  a  fair  trial,  it  would  seem  that 
extensive  terminal  operations  could  be  most  effectively 
coordinated  by  setting  up  a  separate  and  independent 
corporation  to  own  and  operate  the  property  and  facili- 
ties. Since  this  would  require  the  surrender  of  rights 
and  privileges,  which  the  parties  concerned  might 
prefer  to  retain,  perhaps  similar  results  could  be  ac- 
complished with  less  delay  by  the  establishment  of  a 
terminal  association  in  which  each  line  would  partici- 
pate on  relatively  equal  terms.  The  suggested  changes 
will  encounter  obstacles  which  must  first  be  overcome 
before  the  anticipated  benefits  could  be  fully  effected. 
Through  the  years  the  railroads  have  entered  into 
numerous  agreements  which,  although  not  insurmount- 
able barriers,  restrict  the  scope  of  railroad  cooperation ; 
these  include  mortgage  restrictions,  leases,  and  owner- 
ship of  property  not  acquired  for  collective  use. 
Nevertheless,  the  larger  public  benefit  requires  terminal 
unification.  Wlierever  it  would  be  necessary  to  leave 
operations  to  the  owning  lines,  this  could  be  planned 
for,  provided  the  ultimate  program  of  cooperation  were 
not  threatened  or  severely  compromised. 

Joint  Arrangements 
Among  Unlike  Agencies 

There  is  a  certain  amount  of  cooperation  between 
transport  agencies  in  the  handling  of  joint  traffic.  The 
railroads,  unfortunately,  have  frequently  exhibited  a 
tendency  to  hamper  this  development  by  refusing  vol- 


untarily to  interchange  traffic  with  other  independent 
modes  of  transportation,  or  to  establish  through  routes 
and  joint  rates  or  other  arrangements.  For  example, 
the  Federal  Coordinator  recommended  that  the  Asso- 
ciation of  American  Railroads  be  charged  with  the  full 
responsibility  for  "creating  a  single  Nation-wide  pas- 
senger service,  by  appropriately  unifying  railway 
facilities,  terminals,  equipment,  trains,  and  schedules, 
and  coordinating,  by  contract  or  joint  rates  and  ar- 
rangements, railway,  highway,  airway,  and  waterway 
transportation."  This  proposal  was  completely  re- 
jected as  not  feasible  by  the  Association  Committee, 
which  said  "Coordination  is  not  feasible  under  any 
national  or  general  basis.  It  is  only  possible  in  specific 
instances  where,  after  study  and  analysis,  a  possible  net 
saving  in  railroad  operations  can  be  made.  That  the 
railroads  should  be  expected  to  even  consider  coordina- 
tion with  competing  agencies  of  transportation  is 
repugnant  to  the  interests  of  the  railroad  owners  and 
can  only  result  in  the  disadvantage  of  the  railroad  com- 
panies and  to  the  advantage  of  their  subsidized  com- 
petitors." ^^  As  will  become  more  evident  later  in  this 
discussion,  the  i-ailroads  usually  prefer  to  deal  with 
other  modes  of  transportation,  when  necessary  in  their 
view,  by  means  of  operation  of  the  carrier  or  control  of 
a  subsidiary  concern  rather  than  by  joint  arrangements 
with  an  independent  company. 

The  coordination  of  transport  agencies  has  been  a 
characteristic  feature  of  the  system  in  greater  or  less 
degree  for  many  years.  The  railroads  have  never  been 
in  a  position  alone  to  render  a  complete  service  to 
all  shippers.  The  highway  and  the  waterway  both 
have  been  utilized  in  connection  with  rail  routes.  How- 
ever, with  the  construction  or  establishment  of  through 
lines  upwards  of  a  century  ago,  the  railroads  competed 
increasingly  with  the  water  carriers  and  eventually  ab- 
sorbed or  destroyed  most  of  them.  The  railroads  also 
reduced  highway  carriage  to  a  minor  role  in  the  trans- 
port system.  By  the  early  years  of  the  present  century, 
the  railroads  dominated  the  arrangements  for  inter- 
agency service. 

Rail-water  arrangements. — It  is  highly  advantageous 
to  have  rail-water  routes  established  for  man}'  kinds  of 
traffic — coal,  iron  ore,  and  grain  in  the  Great  Lakes 
region,  potatoes  from  Maine  to  the  Atlantic  seaboard, 
cotton  from  the  rural  South  to  the  industrial  East,  etc. 
There  are  possibly  90  rail-water  routes  jjerforming 
services  of  this  nature  todaJ^  The  benefits  of  joint 
movements  involving  the  railroads  and  the  oceans  or 
the  Great  Lakes  have  long  been  apparent  and  need 
not  be  discussed  at  length  here. 


^' MouUon,  H.  G..  ;ind  associates.  The  American   Transportation  Prob- 
lem, 1933,  p.  844. 


^3  Conclusions  on  Passenger  Traffic,  Federal  Coordinator  of  Transpor- 
tation, .Tune  1936,  p.  61. 
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The  real  center  of  controversy  relates  to  the  question 
of  routing  shipments  by  rail  and  inland  waterways 
(canals  and  rivers) .  Indeed  the  future  of  inland  water- 
way transportation  is  largely  dependent  upon  the  an- 
swer that  is  finally  given  to  the  question,  for  it  is  true 
that  all-water  movements  are  frequently  impossible  or 
so  roundabout  and  costly  as  to  be  prohibitive  to  ship- 
pers. In  oi'der  to  survive  as  a  major  factor  in  trans- 
portation, the  inland  waterways  must  be  able  to  enter 
into  satisfactory  arrangements  relative  to  rates,  routes, 
and  the  like,  with  railroads,  motor  lines,  and  possibly 
other  carriers. 

The  impoi'tance  to  the  waterways  of  such  favorable 
relations  with  the  railroads  has  received  recognition  by 
Congress.  In  the  Panama  Canal  Act  of  1912,  the 
Interstate  Commerce  Commission  was  empowered  to 
require  the  establishment  of  physical  connections  be- 
tween rail  and  water  carriers.''*  Facilities  connecting 
the  docks  with  rail  lines  may  be  required  of  the  rail- 
roads or  water  carriers,  if  the  Commission  finds  the 
situation  inadequately  provided  for.  Under  section 
15  of  the  Interstate  Commerce  Act,  as  amended  by  the 
Transportation  Act  of  1940,  the  railroads  are  required 
to  establish  reasonable  through  routes  and  joint  rates 
with  water  common  carriers.'^'*  Moreover,  the  rail- 
roads are  legally  directed  to  afford  proper  facilities  for 
the  interchange  of  traffic  not  only  among  themselves 
but  also  with  water  common  carriers. 

Besides  legislation  generally  governing  rail-water 
relations,  the  Denison  Act  of  1928,^'^  which  amended  the 
Inland  Waterways  Corporation  Act,  provided  for 
special  treatment  of  joint  rail-and-water  rates  with  re- 
spect to  common  carriers  using  the  Mississippi  and 
Warrior  Rivers  and  their  tributaries.  The  purpose  of 
this  provision  was  to  compel  the  railroads  to  expedite 
establishment  of  the  through  rail-barge  rates  over  the 
system.  The  railroads  have  opposed  use  of  the  Act 
because  of  the  fear  that  the  policy  would  divert  traffic 
from  the  all-rail  routes.  The  Commission,  however, 
has  refused  in  numerous  decisions  to  accept  the  rail 
view  on  the  ground  that  the  Government  expects  the 
improved  waterways  to  be  used  as  fully  as  possible.^" 

Rail-motor  arrangements. — Joint  rail-motor  arrange- 
ments have  assumed  great  importance  in  the  wake  of 
the  development  of  the  motor  vehicle  as  a  highly  satis- 
factory means  of  commercial  transportation.     The  two 


"Section  6.  par.  13  (a)  of  the  Interstate  Commerce  Act. 

■^  Previously  tlie  railroads  and  rail-water  lines  had  been  required  to 
establish  through  routes  among  themselves.  In  1934,  tor  example,  89 
water  carriers  had  in  force  joint  through  rates  with  rail  or  other  water 
lines.  Regulation  of  Transportation  Agencies,  Federal  Coordinator  of 
Transportation,  S,  Doc.  No.  152,  1934,  p.  101. 

I"  45  Stat.  L.  9978  (1928). 

"  Through  Routes  and  Joint  Rates,  156  I.  C.  C.  724.  727-728  (1929)  ; 
Application  of  American  Barge  Line  Co.,  167  I.  C.  C.  41,  44  (1930),  182 
I.  C.  C.  521,  524  (1932). 


modes  possess  such  characteristics,  that  when  properly 
related,  they  furnish  an  economical  and  efficient  means 
of  handling  traffic.  A  generation  ago  the  passenger 
bus  was  placed  in  service  between  nearby  cities  and  in 
suburban  areas.  At  that  time,  the  bus  was  a  direct 
competitor  of  the  interurban  railways,  but  as  its  opera- 
tions were  expanded  and  consolidated  into  large  com- 
panies, except  for  certain  definitely  local  lines,  it  began 
to  share  traffic  with  the  railroads.  This  competition 
flourished  and  still  exists  in  vigorous  form.  For  a 
time,  the  railroads  mostly  ignored  the  development  of 
bus  operations.  But,  as  the  volume  of  rail  i^assenger 
traffic  continued  to  decline  in  the  face  of  this  competi- 
tion, and  the  margin  of  profit  lessened  even  to  losses, 
the  bus  began  to  appeal  to  the  railroads  as  a  possible 
substitute  for  train  service.  Some  railroads  purchased 
interests  in  established  motor  lines,  e.  g.,  Pennsylvania 
and  Southern  Pacific  holdings  in  the  Greyhound  Lines, 
while  others  operated  busses  directly  or  through  sub- 
sidiaries expressly  created  for  that  purpose,  e.  g., 
Missouri  Pacific  Railroad  Co.  ownership  of  the  Missouri 
Pacific  Transportation  Co.  In  general,  the  highways 
over  which  such  busses  operate  are  within  the  territory 
served  by  the  controlling  railroad,  and  are  managed 
in  a  way  to  supplement  rail  operations  or  to  substitute 
for  trains  withdrawn  from  service.  Some  rail  con- 
trolled bus  lines  are  operated  in  territories  not  served 
by  railroads,  thus  constituting  an  extension  of  the  line. 
Coordination  of  rail  and  independent  bus  lines  is 
rare,  although  such  arrangements  in  instances  of  sup- 
plementary or  complementary  operations  would  doubt- 
less be  of  value  to  the  public.  Owing  to  the  reluctance 
of  both  rail  and  bus  managements  to  enter  into  such 
agreements,  and  the  absence  of  Government  compul- 
sion, thei-e  is  small  likelihood  that  joint  arrangements 
of  this  nature  will  be  made  in  the  near  future. 

The  railroad  attitude  towards  motor  trucks  has 
followed  a  pattern  similar  to  that  respecting  busses — 
first  apathy,  then  operation  or  control,  accompanied  by 
reluctance  to  enter  into  joint  arrangement  with  inde- 
pendent trucking  concerns.  The  Southern  Pacific  and 
the  Rock  Island  railroads,  for  example,  own  and  di- 
rectly control  the  operations  of  trucking  subsidiaries. 
However,  it  is  a  common  practice  for  the  railroads  to 
contract  with  local  truckers  for  the  movement  of  traf- 
fic to  and  from  the  station  platform.  For  instance,  the 
New  York  Central  and  the  Baltimore  &  Ohio  railroads 
each  have  contracts  with  independent  trucking  con- 
cerns. In  some  cases,  the  railroads  have  utilized  the 
motor  services  of  the  rail-owned  Railway  Express 
Agency,  Inc.  The  railways  have  employed  trucks 
partly  as  an  efficient  and  economical  substitute  for  way- 
train  service,  but  more  importantly  as  a  means  of 
meeting  truck  competition.     This  competition  has  de- 
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veloped  both  in  terminal  and  in  line-haul  service.  The 
extent  to  which  rail-motor  operations  have  been  devel- 
oped is  indicated  by  the  fact  that  the  29  principal 
railroads  provide  such  service  to  8,560  stations.'^* 

Rail-motor  relationships  between  independent  con- 
cerns by  establishing  through  routes  and  joint  rates  and 
other  mutually  helpful  arrangements  have  not  pro- 
ceeded far.  The  railroads  have  been  as  reluctant  to  co- 
operate with  motor  carriers  as  with  the  water  lines. 
The  railroads  are  not  required  by  law  to  establish  such 
relations  with  the  motor  carriers,  the  statute  merely 
authorizing  them  to  do  so  in  their  discretion.  In  fact, 
motor  common  carriers  are  not  required  to  create 
through  rovites  among  themselves,  except  in  the 
passenger  service.^" 

The  Government  has  recently  moved  to  change  exist- 
ing rail  policy  insofar  as  it  may  be  in  violation  of  the 
antitrust  laws.  On  October  25,  1939,  the  Government 
brought  suit  against  the  Association  of  American  Rail- 
roads and  numerous  individuals  and  railroads,  charging 
them  with  a  conspiracy  and  combination  to  restrain 
interstate  commerce.  The  Government  claimed  that 
the  Association  had  adopted  resolutions  on  September 
20,  1935,  forbidding  its  members  to  enter  into  joint 
through  rates  with  common-carrier  truck  or  bus  oper- 
ators."" Later  the  Association  agreed  to  rescind  these 
resolutions,  apparently  believing  that  the  Government 
would  then  dismiss  the  suit.  However,  this  was  not 
done,  and  the  carriers  then,  moved  for  dismissal.  The 
court  refused  on  December  3,  1940,  to  concur  in  the 
motion,  and  the  case  was  set  for  trial.  The  case  was 
settled  by  a  consent  decree  issued  on  July  18,  1941, 
which  the  Department  of  Justice  said  was  expected  to 
"restore  to  individual  railroads  freedom  of  action  to 
enter  into  direct  transportation  arrangements  with 
motor  carriers."  *" 

The  railroads  have  been  urged  by  many,  including 
the  Commission,  to  make  greater  use  of  the  motor 
vehicle  in  the  interest  of  economy  and  efficiency.  How- 
ever, after  the  passage  of  the  Motor  Carrier  Act  of  1935, 
the  Commission  limited  new  motortruck  operations 
controlled  by  railroads  to  service  auxiliary  or  supple- 
mental to  rail  service    (the  Barker  Doctrine)."     In 


'■"  Raihoay  Age,  vol.  110,  May  24,  1941,  pp.  940-950. 

^'' See  section  216  of  part  II  of  the  Interstate  Commerce  Act. 

™  United  Slates  v.  The.  Association  of  American  Railroads,  et  al..  Civil 
Action  No.  4551,  filed  in  the  District  Court  of  the  United  States  for  the 
District  of  Columbia,  October  25,  1939.  See  also  answer  of  the  defend- 
ants, December  23.  1940. 

»i  The  New  York  Times,  Ju'y  19,  1941,  pP-  19,  2.'. 

"-  Pcnnsylrania  Truck  Lines,  Inc.,  Ac  uisition  of  Control  of  Barker 
Motor  Freight,  Inc.,  1  M.  C.  C.  101  (1930),  wherein  the  Commission 
held  that  future  healthful  competition  between  rail  and  truck  service 
would  be  impaired  if  the  railroads  had  the  opportunity  to  enter  into  the 
kind  of  truck  service  which  is  strictly  competitive  with,  rather  than 
auxiliary  to,  their  rail  operations.  The  rails  were  permitted  to  operate 
motor  carriers  only  when  the  traffic  involved  a  prior  or  subsequent  rail 
haul. 


applying  this  doctrine,  the  Commission  until  recently 
permitted  such  operations  only  for  the  movement  of 
traffic  which  had  a  prior  or  subsequent  rail  haul.'^^  This 
intepi'etation  was  abandoned  in  the  recent  Kansas  City 
Southern  Transport  Co.  case  on  rehearing,^*  the  rail- 
roads being  allowed  to  substitute  service  wholly  by 
truck  for  existing  railway-freight  service.  The  Com- 
mission reached  this  decision  apparently  on  the  ground 
that  the  truck  service  was  not  new  but  was  merely  a 
substitution  of  a  more  efficient  for  a  less  efficient  means 
of  transportation.  The  Commission  seems  to  regard 
such  substitution  of  service  as  supplementary  to  rail 
operations.  If  consistently  adhered  to,  the  new  policy 
may  lead  to  a  significant  excursion  by  the  railroads  into 
the  motor-carrier  field.  It  is  possible  that  the  end  re- 
sult will  be  the  transformation  of  many  rail  con- 
cerns into  transport  companies  or  transport  holding 
companies.'^' 

Other  joint  ageiuy  cooperation. — Notice  should  also 
be  taken  of  other  joint  agency  arrangements,  which 
although  of  relatively  less  importance  at  the  moment 
than  those  already  discussed,  are  worthy  of  public  con- 
sideration. No  opportunity  to  improve  the  coordina- 
tion of  the  entire  transport  system  should  be  overlooked 
by  industry  or  Government. 

In  contrast  with  their  delay  in  effecting  rail-motor 
coordination,  the  railroads  exhibited  interest  in  air 
transport  as  soon  as  it  showed  signs  of  becoming  com- 
mercially important  (about  1926).  By  1929,  numer- 
ous rail-air  routes  were  in  operation,  including  trans- 
continental service  between  New  York  and  Los  Angeles. 
The  volume  of  such  traffic  continued  to  expand  into  the 
depression.  However,  with  the  steady  increase  in  the 
speed  of  planes,  the  development  of  safe  night  flying, 
and  reduction  of  plane  fares  to  the  rail  and  Pullman 
level,  the  raison  (Petre  of  such  coordination  has  lately 
been  lessened.  Indeed,  it  seems  likely  that  passenger 
schedules  in  the  future  will  be  arranged  to  make  the 
rails  supplementary  to  the  air  carriers  for  the  type  of 
speedy  service  performed  by  the  latter.     If  this  is  the 


'^Kansas  City  liouthern  Transport  Co.,  Inc.,  Common  Carrier  Appli- 
cation, 10  M.  C.  C.  221  (1938). 

'"Kansas  City  Southern  Transport  Co.,  Inc.,  Common  Carrier  Appli- 
cation, 28  M.  C.  C.  5  (1941)  ;  Louisville  and  Na^hMle  Railroad  Com- 
pany Common  Carrier  Applitation,  is  incorporated  in  this  decision. 

"  The  etf<  cts  of  tlie  Kanses  City  Southern  Transport  Co.  decision  have 
already  been  felt  in  the  decisions  of  the  various  State  regulatory  bodies. 
For  example,  the  Department  of  Public  Service  of  the  State  of  Wash- 
ington on  March  0,  1941,  granted  the  application  of  the  Northern  Pacific 
Transport  Co.,  a  Delaware  corporation,  wholly  owned  by  the  Northern 
Pacific  Railroad  Co..  for  the  right  to  operate  a  common  carrier  by  motor 
truck  between  Yakima  and  Prosser,  including  intermediate  and  olT-route 
points.  The  carrier  made  a  similar  request  of  the  Interstate  Commerce 
Commission  relative  to  commodities  moving  in  interstate  commerce  be- 
tween the  same  points  and  in  the  same  territory.  The  Joint  Board  of 
the  Interstate  Commerce  Commission  recommended  that  the  company 
be  granted  this  request.  Motor  Transportation,  vol.  XVI,  April  1941, 
pp.  9  ff. 
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direction  rail-air  coordination  takes,  it  will  be  a  devia- 
tion from  the  type  of  integration  which  will  likely 
develop  among  the  other  agencies. 

With  respect  to  the  movement  of  goods,  air  express 
service  is  operated  jointly  by  the  air  carriers  and  the 
Kailway  Express  Agency,  Inc.  The  latter  agency  is 
responsible  for  solicitation  of  traffic  and  collection  and 
delivery  in  the  terminal  areas.  The  line-haul  service  is 
performed  by  the  air  carriers,  and  the  revenues  are 
divided  by  the  terms  of  joint  agreements.  This  co- 
operation seems  now  to  be  in  a  process  of  breaking 
down.  According  to  recent  reports,  four  large  air 
lines,  American,  TWA,  United,  and  Eastern  have 
formed  a  corporation  called  Air  Cargo,  Inc.,  to  per- 
form a  complete  service  from  slypper  to  consignee. 
This  company,  however,  has  not  as  yet  begun  actual 
operations;  it  will  be  interesting  to  observe  the  effects 
of  the  new  arrangements  upon  service  and  rates  after 
sufficient  trial  to  warrant  appraisal. 

A  few  words  may  be  said  with  reference  to  water- 
motor  coordination.  This  type  of  cooperation  should 
be  very  simple  to  establish,  since  excellent  highways 
connect  agricultural  and  industrial  areas  throughout 
large  portions  of  the  country  with  the  port  cities.  The 
truck  does  not  compete  as  keenly  with  the  water  carrier 
as  does  the  railroad.  Generally  speaking,  the  boat  is 
superior  to  the  truck  for  moving  low-grade  durable 
bulkjf  commodities  for  long  distances,  and  the  truck 
possesses  similar  advantages  in  the  short-distance 
movement  of  high-grade  or  perishable  products. 

Numerous  water-truck  routes  are  now  in  operation. 
Steamship  lines  between  Boston  and  New  York  have 
joint  arrangements  with  truck  lines  throughout  south- 
ern New  England.  Similar  cooperation  exists  between 
coastwise  carriers  along  the  Atlantic  seaboard  and 
truck  lines  to  the  interior.  Considerable  cooperation  is 
also  reported  between  Great  Lakes  lines  and  trucks  in 
adjacent  territories  and  between  Pacific  coast  operators 
and  nearby  truck  concerns.  This  type  of  coordination 
offers  great  possibilities  for  the  future  improvement  of 
transport  service,  and  it  ought  to  be  encouraged  in 
every  proper  way  by  Government. 

Allocation  of  Traffic  Among  Agencies 

We  here  treat  one  of  the  outstanding  issues  in  the 
field  of  public  policy  in  relation  to  transport.  In  the 
part  just  concluded,  we  have  considered  the  joint  ar- 
rangements of  agencies  for  traffic  moving  by  more  than 
one  agency.  Now  we  turn  to  the  quite  different  ques- 
tion of  interagency  relationship — seeing  to  it  that 
each  agency  servee  the  traffic  for  which  it  is  best  fitted, 
or  that  each  type  of  traffic  moves  as  it  should.     This 


may  be  called  a  question  of  coordination,<^*^  but  the 
problem  must  not  be  confused  with  other  meanings  of 
coordination. 

In  general  throughout  industry,  choices  among  prod- 
ucts and  methods  of  production  are  made  on  the  basis 
of  competition.  The  business  man  or  the  consumer 
selects  the  preferable  alternative.  Should  this  method 
be  employed  in  the  transportation  field,  or  should  the 
Government  or  great  transportation  companies  make 
the  choices  and  determine  where  each  agency  should 
serve?  This  is  the  big  issue,  but  there  is  the  subsidiary 
issue  of  how  the  Government  may  influence  the  basis 
of  competition,  if  the  competitive  method  is  selected. 
We  consider  the  major  issue  first,  reserving  the  sub- 
sidiary question  for  analysis  in  the  final  part  of  this 
section. 

Basic  to  the  discussion  in  these  pages  is  the  assump- 
tion that  Government  supervision  should  be  applied 
to  the  organization  of  transport  operations.  The  pub- 
lic has  long  departed  from  a  policy  of  noninterference 
with  railroad  combinations  and  joint  arrangements 
and  with  rail-water  arrangements.  By  recent  legisla- 
tion the  organization  of  the  motor  and  water  carriers 
has  also  been  made  subject  to  some  regulatory  control. 
Yet  Congress  has  never  gone  so  far  as  to  rule  out 
carrier  competition  or  to  forbid  user  choices  among 
the  services  offered.  It  is  not  possible  to  offer  a  defi- 
nite judgment  upon  the  extent  to  which  economically 
valid  price  and  service  alternatives  have  been  made 
available  to  users.  Nor  is  it  possible  to  review  the 
work  of  the  Interstate  Commerce  Commission  in  order 
to  evaluate  the  effects  of  its  actions  upon  the  organiza- 
tion of  the  segments  of  the  transport  industry  under  its 
control.  Very  likely  it  has  done  as  well  as  could  be 
expected  considering  the  uncertain  and  at  times  con- 
flicting legal  directives  under  which  it  has  operated." 

Importance  of  free  user  choices. — In  order  to  accom- 
plish the  objective  of  i^roper  distribution  of  traffic 
among  agencies,  the  users  of  service  should  continue,  to 
be  permitted  to  exercise  a  free  choice  among  the  vari- 
ous modes,  though  they  be  regulated  as  to  charges, 
service,  etc.  This  conception  may  be  contrasted  with  a 
policy  of  positive  allocation  by  a  transport  monopoly, 
private  or  governmental,  or  by  the  arbitrary  failure  of 
Government  to  make  roads  and  waterways  available 
or  to  grant  certificates  to  newcomers,  or  by  a  rate  policy 
of  adjusting  the  charges  of  one  class  of  carriers  to  the 
costs  of  another. 


•^  A  number  of  writers  use  the  term  "coordiiiatiou"  exclusively  in  this 
sense.  See,  for  example,  Da?gett,  Stuart,  Principles  of  Inland  Trans- 
portation, third  edition,  1041,  p.  583. 

*"  For  example,  the  Commission  was  directed  in  the  Transportation 
Act  of  1920  to  prepare  and  adopt  a  comprehensive  plan  of  rail  consoli- 
dation, yet  the  carriers  could  not  be  compelled  to  combine  according  to 
the  plan. 
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The  importance  of  keeping  user  choices  free  to  the 
end  that  traffic  may  be  allocated  efficiently  among  the 
agencies  may  be  made  clearer  perhaps  by  reference  to  a 
dubious  line  of  reasoning  which  has  lately  been  applied 
to  regulatory  policy.  It  is  asserted,  especially  in  rail 
circles,  that  the  competition  of  water,  motor,  and  even 
air  carriers  with  railroads  is  unfair  and  uneconomic  be- 
cause of  subsidies  and  other  public  aids  to  the  former. 
One  suggested  remedial  action  to  correct  this  alleged 
unfair  discrimination  is  to  regulate  all  the  carriers  in 
a  "fair  and  impartial"  manner.  Such,  for  example, 
is  the  stated  objective  in  the  declaration  of  policy  of  the 
Transportation  Act  of  1940.  It  is  not  possible  to 
quarrel  with  such  an  objective.  However,  if  the  regu- 
lation were  to  be  applied  in  a  way  which  will  have  the 
effect  of  positively  allocating  the  traffic  to  any  given 
type  of  carrier  at  the  expense  of  another,  it  would 
subvert  the  desired  social  objectives. 

Moreover,  positive  allocation  of  traffic  through  regu- 
lation should  not  be  employed  as  a  means  of  correcting 
unwise  or  unfair  tax,  subsidy,  or  othei-  Government  pro- 
motional policies.  All  the  major  agencies  of  trans- 
portation, except  pipe  lines,  have  been  the  recipients 
of  public  aids  in  one  form  or  another.  If  Government 
support  of  a  particular  segment  of  the  transportation 
system  is  deemed  to  be  wasteful  or  unfair,  the  promo- 
tional policy  itself  should  be  modified  along  acceptable 
lines.  It  is  difficult  to  believe  that  positive  allocation 
of  traffic  by  regulation  would  serve  to  correct  uneco- 
nomic promotional  policies.  Two  indefensible  policies 
cannot  advance  the  public  interest  by  checkmating  one 
another. 

Transport  companies. — Some  of  those  who  favor 
further  coordination  of  transport  facilities  contend  that 
the  efficient  movement  of  traffic  by  the  cheapest  possible 
means  would  require  the  establishment  of  transporta- 
tion companies  to  replace  present  railroad  companies 
and  other  carrier  organizations.  By  so  doing,  it  is 
claimed  that  the  agency  or  combination  of  agencies  of 
transport  best  fitted  to  perform  the  service  would  be 
used.  It  is  said  that  the  utilization  of  the  various 
modes  of  transport  would  become  and  remain  a  mana- 
gerial problem,  since  the  finding  of  the  proper  place  for 
each  type  of  transport  would  presumably  be  the  basis 
for  such  operation.  The  proponents  claim  that  the 
users  are  primarily  interested  in  moving  the  traffic 
to  the  destination  point  within  the  desired  time,  and 
would  be  willing  to  let  management  determine  foi 
itself  which  form  or  combination  of  forms  of  transport 
should  be  used  for  the  service  to  be  performed.''^ 

Under  separate  and  independent  agencies  the  tend- 


ency is  to  retain  the  traffic  as  long  as  possible  on  the 
lines  of  a  given  carrier,  and  to  relinquish  the  goods  to 
others  only  when  the  step  cannot  be  avoided.  Should 
the  government  seek  to  curb  this  practice  by  arbitrarily 
fixing  rates  so  as  to  make  traffic  move  in  part  by  one 
agency  and  in  part  by  another,  serious  difficulty  would 
be  encountered  because  of  the  many  complicated  factors 
which  would  be  involved,  such  as  the  different  con- 
signments with  their  varying  requirements.  A  possible 
alternative  method  would  be  to  transfer  to  the  trans- 
portation companies  the  authority  to  decide  upon  the 
use  of  the  various  forms  of  transport. 

The  background  and  character  of  organization  are 
most  important  as  determinants  of  the  functioning  of 
an  enterprise.  There  are  some  who  look  with  favor 
upon  the  transformation  of  railroad  companies  into 
transportation  companies.  To  the  objection  that  the 
new  companies  would  probably  proceed  to  throttle 
those  modes  not  favored  by  the  management,  regardless 
of  transportation  economies  and  efficiencies,  one  answer 
is  that  the  railroad  company,  converted  to  a  trans- 
portation company,  would  still  be'  interested  in  maxi- 
mum profits;  and  if  it  proved  cheaper  to  send  certain 
commodities,  or  for  that  matter  all  traffic,  by  truck, 
or  bus,  or  airplane,  or  boat,  as  the  case  might  be,  such 
companies  would  be  short-sighted  indeed  if  they  failed 
to  use  these  alternative  agencies.  The  moment  a  rail- 
road company  becomes  a  transportation  company  the 
point  of  view  of  the  management  with  reference  to 
using  trucks,  or  buses,  or  airplanes  automatically 
changes."'  This,  it  is  believed,  unduly  idealizes  the 
attitude  of  the  railroads  toward  the  other  forms  of 
transport.  The  expansion  of  railroad  companies  into 
transportation  companies  jnight  result  in  the  sub- 
ordination of  the  other  forms  of  transport  to  the  rail- 
roads, if  not  their  entire  elimination.  The  unwilling- 
ness of  the  railroads  to  make  constructive  use  of  the 
other  agencies  is  indicated  by  their  attitude  toward 
possible  joint  services  and  toward  the  water  carriers 
they  have  had  in  their  control. 

A  century  ago  the  railroads  after  obtaining  control 
of  competing  canals,  usually  privately  owned,  would 
typically  cease  maintaining  them  in  full  efficiency,  or 
raise  tolls  to  discourage  their  use,  or  abandon  them  en- 
tirely. Moreover,  the  railways  frequently  also  ac- 
quired boat  lines,  since  they  were  not  able  to  monop- 
olize the  public  canals  or  the  natural  waterways  of 
the  country.  This  control  was  eventually  sufficiently 
extensive  to  permit  effective  restriction  of  water  trans- 
portation. The  railroads  also  obstructed  the  develop- 
ment of  waterways  by  buying  up  and  controlling  docks 


"'This  point  is  discussed  lu  LoelJlin.  D.  Piiilip.  "Tiansport  Coordina- 
tion and  Rate  PoUcy,"  Harvard  Business  lievieir.  Summer  1937,  p.  418. 


"*'  Moullon.    II.  O..   "Fiindiunen'als  of  a  Nition-il  Transportation  Pol- 
Icy,"  American  Economic  Revieir,  suppl..  vol.  XXtV.  March  Ifl.W,  p.  42. 
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and  water  fronts,  and  then  refusing  use  of  these  facili- 
ties to  the  water  carriers.  In  addition,  as  we  have  seen, 
the  railways  throttled  the  water  lines  in  many  instances 
by  refusing  to  establish  physical  connections  with  them, 
thereby  blocking  the  interchange  of  traffic  on  an  effi- 
cient basisJ"  Finally,  as  the  staff  of  the  Federal  Co- 
ordinator pointed  out,  "Probably  the  most  destructive 
weapon  of  the  railwaj's  was  their  power  to  reduce  water 
competitive  rates  to  a  noncompensatory  level  and  to  re- 
coup their  losses  on  other  traffic,  including  that  of 
shorter-haul  intermediate  points."  ' '  Perhaps  the  rail- 
roads would  today  treat  the  other  modes  of  transport 
with  a  better  appreciation  of  the  public  interest,  but 
their  past  record  of  dominance  of  water  routes  is  such 
as  to  raise  serious  doubts  that  they  would  do  so. 

It  is  interesting  to  note  that  the  railroads  in  1933 
filed  a  brief  with  the  Federal  Coordinator  of  Transpor- 
tation, in  which  occurs  this  significant  statement :  "We 
must  no  longer  think  of  rail  transportation,  water 
transportation,  and  motor  transportation  as  separate 
and  distinct  agencies.  They  must  be  considered  as  hav- 
ing a  certain  relation  to  each  other  and  as  each  con- 
tributing its  part  to  a  complete  system  of  transportation 
which  will  benefit  the  public  by  giving  to  the  shipper 
that  form  of  transportation  which  he  needs  and  which 
he  will  find  most  economical."  "-  However,  in  1938  the 
Committee  of  Six  made  no  mention  of  the  creation  of 
transportation  companies,  indicating  that  by  this  time 
spokesmen  for  the  railroads  had  altered  their  point  of 
view  and  had  reverted  to  the  initial  position,  namely, 
that  the  railroads  alone  were  capable  of  meeting  all 
the  demands  for  transportation  service.  If  transpor- 
tation companies  are  to  be  set  up,  they  should  be  en- 
tirely independent  of  present  carrier  influence, 
especially  that  of  the  railroads.  Merely  to  convert 
railroad  companies  into  transportation  companies 
might  spell  the  doom  of  the  other  transport  agencies. 

In  the  present  highly  dynamic  state  of  the  trans- 
portation industry,  it  would  be  national  folly  to  place 
the  agencies  in  any  kind  of  strait  jacket.  Each  mode 
needs  an  opportunity  to  grow  and  change  with  the 
times.  No  drastic  move  to  allocate  traffic  arbitrarily 
or  to  achieve  a  similar  end  by  indirect  means  should  be 
permitted  private  concerns  or  forced  upon  them  by 
Government.  The  public  has  struggled  long  and  taxed 
itself  heavily  to- develop  the  newer  agencies  and  to 
revive  the  old  for  the  purpose  of  weakening  the 
monopolistic  position  once  occupied  by  the  railroads 
and  of  improving  and  expanding  the  services  offered 


to  users.  It  would  be  unfortunate  if  public  policy  or 
private  practice  were  now  emploj'ed  to  halt  and  reverse 
this  trend,  and  thus  to  turn  back  the  hands  of  the 
transportation  clock  to  an  earlier  time. 

Relative  fitness  of  each  agency. — The  feeling  con- 
tinues to  persist  that  the  freight  and  passenger  traffic 
of  the  coimtrj'  is  not  now  economically  allocated  among 
the  various  modes  of  transport.  Evidence  of  this  con- 
tinuing belief  is  to  be  foimd  in  the  views  of  the  Com- 
mittee of  Six  "^  and  in  the  provisions  of  the  Transpor- 
tation Act  of  1940  which  sets  forth  a  ne\v  national 
transportation  policy  and  also  provides  for  the  estab- 
lishment of  a  temporary'  board  of  investigation  and 
research.  The  act  seeks  to  provide  for  the  "fair  and 
impartial  regulation  of  all  modes  of  transportation." 
It  states  as  an  objective  that  it  aims  to  "preserve  the 
inherent  advantages  of  each  [mode]."  Among  other 
means  of  achieving  these  ends,  "unfair  or  destructive 
competitive  practices"  are  condemned.  It  now  becomes 
the  dutj-  of  the  Commission  to  administer  the  statute 
"to  the  end  of  developing,  coordinating,  and  preserv- 
ing a  national  transportation  system  by  water,  high- 
way, and  rail,  as  well  as  other  means,  adequate  to  meet 
the  needs  of  the  commerce  of  the  United  States,  of  the 
Postal  Service,  and  of  the  national  defense."  Inci- 
dentally, this  new  declaration  of  a  national  policy  im- 
poses upon  the  Commission  a  burden  of  statesmanship 
far  more  onerous  than  any  previously  recognized  by 
Congress  or  the  Commission.  The  Transportation 
/Board  is  instructed  to  investigate  "the  relative  econ- 
omy and  fitness  of  carriers  by  railroad,  motor  carriers, 
and  water  carriers  for  transportation  service  *  *  *" 
Cost  as  a  test  of  fitn'ess. — Implied  or  stated  in  discus- 
sions of  fitness  is  reliance  upon  cost  as  the  test  of  price 
and,  therefore,  indirectly  of  allocating  any  given  de- 
scription of  traffic  to  an  agency  of  transportation.'* 
In  this  way  it  is  hoped  that  valid  choices  between  the 
various  modes  can  be  made.  The  agency  with  the  low- 
est cost  would  be  the  "fittest"  or  most  economical.  But 
is  cost,  assuming  it  can  be  ascertained,  the  sole  or  prime 
test  of  "fitness"?  Certainly  service  factors  such  as 
speed,  safety,  and  convenience  weigh  heavily  in  the 


™  Locklin,  D.-  Philip,  Economics  of  Transportation,  revised  edition, 
1938,  pp.  708-710. 

"  Public  Aids  to  Transportation,  vol.  Ill,  1939.  p.  IS. 

''- Requltttion  of  Transportation  Agencies,  S.  Doc.  152,  73d  Cong.,  2d 
sess.,  1934,  p.  74. 


"As  an  itlral.  tliis  group  of  .'iix  railway  and  labor  executives  favored 
"an  orderly  and  proper  development  of  a  national  transportation  system 
in  which  each  of  the  various  agencies  will  be  utilized  in  the  way  and  to 
the  extent  that  is  justified  by  sound  economic  considerations."  See 
Report  of  Committee  to  the  President,  December  23,  1938,  p.  8. 

"^  Of  course,  traffic  might  conceivably  be  allocated  by  Government 
authority  among  carriers  and  agencies,  either  according  to  cost  and 
service  characteristics  or  regardless  of  economic  considerations.  So  far 
as  the  author  knows,  however,  there  is  little  or  no  serious  support  for 
such  a  policy,  probably  because  of  widespread  doubt  concerning  the  wis- 
dom of  granting  power  of  this  magnitude  to  individuals,  no  matter  how 
able,  experienced,  and  honest  they  might  be.  Experts  and  laymen  alike 
continue  to  believe  that  allocation  of  traffic  should  come  as  a  byproduct 
in  the  functioning  of  the  market,  even  though  the  state  may  step  in  to 
control  or  influence   that  market  or  group  of  markets  in  varying  ways. 
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scales,  especially  where  perishable  or  valuable  freight 
is  involved.  Moreover,  the  existence  of  powerful 
vested  interests  interposes  significant  curbs  on  the  use 
of  costs  in  pricing  and  allocation  of  traffic.  Then  there 
are  people  who  fervently  believe  in  a  small-scale,  com- 
petitive system  and  are  willing  to  sacrifice  a  good  deal 
of  efficiency,  if  it  means  monopoly  or  bigness,  in  order 
to  preserve  a  nation  of  numerous  small,  independent 
entrepreneurs. 

It  should  not  be  assumed  in  any  given  instance  that 
the  most  economical  movement  of  traffic  is  necessarily 
furnished  entirely  by  one  means  of  transport.  It  seems 
likely,  as  we  have  already  observed,  that  much  long- 
distance traffic  is  susceptible  of  successful  handling  by 
joint-agency  movement.  Hence  alternative  cost  com- 
parisons should  not  be  confined  to  one  agency  alone  but 
should  include  feasible  combination  routes  of  two  or 
more  agencies.  Furthermore,  the  cost  comparisons 
should  not  be  for  a  complete  movement  from  shipper  to 
consignee  by  one  mode  and  for  one  segment  only  of 
movement  by  another.  For  instance,  there  is  much 
direct  marketing  of  farm  products  and  livestock  by 
truck  from  farm  to  urban  wholesaler,  jobber,  or  re- 
tailer. The  traffic  once  moved  by  truck  or  wagon  from 
farm  to  the  local  rail  station,  there  to  be  shipped  by 
rail  to  market,  and  finally  by  truck  or  wagon  to  the 
dealer.  It  is  important,  therefore,  not  to  compare  the 
cost  of  the  rail  haul  in  such  instances  with  the  cost 
of  the  truck  movement.  The  same  word  of  caution  also 
applies  to  rail-water  and  truck-water  comparisons. 

There  are  many  other  aspects  of  these  cost  compari- 
sons which  are  worthy  of  note.  With  the  rise  of 
private  carriers  in  the  motor  and  water  fields  to  a  posi- 
tion of  importance,  comparisons  as  to  cost  should  no 
longer  be  confined  to  the  for-hire  carriers.  Govern- 
ment expenses  incurred  for  the  construction,  improve- 
ment, and  maintenance  of  transport  facilities  should 
also  be  added  to  get  the  inclusive  costs.  Traffic  can, 
of  course,  be  defined  narrowly  or  broadly.  If  a  small 
amount  of  traffic  is  involved,  it  is  almost  impossible 
to  ascertain  the  over-all  costs  of  handling,  because  of 
the  troublesome  problem  of  allocation  of  overhead  costs. 
If,  on  the  other  hand,  the  description  of  the  traffic  is 
broad  and  the  area  covei'ed  is  extensive,  there  is  danger 
that  kinds  of  traffic  with  real  differences  as  to  com- 
parative costs  will  be  combined.  However,  the  only 
feasible  alternative  is  the  second  one  mentioned.  Al- 
though the  difficulties  are  formidable,  it  might  be  pos- 
sible to  develop  cost  data  on  certain  broad  plausible 
classifications  of  traffic  in  terms  of  distance,  weight, 
loading  characteristics,  special  services  required,  and 
geographical  location.     This  is  a  matter  to  which  the 


new  Transportation  Board  might  well  devote 
considerable  attention. "* 

hmdequacy  of  the  average,  inclusive  cost  test. — But 
the  real  question  at  issue  relates  to  the  use  to  which 
costs  are  to  be  put  in  the  determination  of  prices  and 
the  allocation  of  traffic.  Even  if  agreement  could  be 
reached  on  a  practical  method  of  defining  and  allocat- 
ing all  costs  to  specific  services,  would  it  necessarily 
follow  that  the  particular  rates  to  be  charged  by  each 
agency  (or  each  carrier)  should  be  fixed  solely  or 
largely  with  reference  to  the  average  unit  costs  of  each 
agency  (or  carrier)  ?  In  spite  of  its  surface  attractive- 
ness as  a  convenient  and  seemingly  precise  instrument 
for  solving  this  problem,  the  public  is  advised  to  exer- 
cise great  caution  in  making  such  employment  of 
costs."''  Demand  and  competitive  factors  must  be  ac- 
corded significant  weight  in  rate  making.  If  this 
policy  is  not  followed,  plant  and  equipment  will  not  be 
utilized  to  the  extent  that  would  otherwise  be  feasible 
and  desirable. '^  A  large  portion  of  the  costs  of  the 
railroads,  for  example,  have  been  fixed  or  indirect  in 
character  and  not  susceptible  of  allocation  to  any  given 
description  of  traffic.  Unless  such  an  industry  is  oper- 
ated up  to  efficient  capacity  (least  average  unit  cost) 
its  marginal  or  incremental  costs  are  less  than  the 
average  unit  costs.  Any  increase  in  traffic  under  such 
circumstances,  which  brings  in  sufficient  revenue  to 
more  than  cover  the  marginal  costs,  is  profitable  to  the 
carriers.  It  likewise  helps  the  other  users  of  the  service 
by  lessening  their  share  of  the  burden  of  fixed  overhead 
costs. 

It  is  well  known  that  many  railroads  are  not  today 
operating  at  capacity.  Some  of  these  were  overbuilt  at 
the  beginning  of  their  history  to  such  an  extent  that 
traffic  never  developed  enough  to  permit  full  oj^eration. 
Others  followed  high  rate  or  limited  service  policies 
which  had  the  effect  of  uneconomically  restricting  use 
of  the  fixed  facilities.  Still  others  become  more  or 
less  obsolescent  in  time  because  of  the  exhaustion  of 
natural  resources  in  their  territory,  or  the  rise  of 
competing  forms  of  transportation,  or  the  shifts  in 


"  For  a  detailed  treatment  of  the  practical  difficulties  of  determining 
proper  classifications  of  trafBc  for  purposes  of  computing  costs,  see  Hult- 
gren.  Tlior,  "The  Nature  of  an  Economical  Division  of  Traffic",  Part  I, 
Section  III.  2,  this  report.  See  also  the  same  paper  for  discussion 
of  appropriate  and  inappropriate  methods  of  computing  costs,  allowance 
for  superior  service  and  convenience,  uneconomic  division  of  traffic  at 
present,  and  the  influence  of  Government  policies  upon  the  economic 
allocation  of  traffic.  For  a  theoretical  discussion  of  the  part  cost  of 
service  might  play  in  the  determination  of  rates  to  facilitate  transport 
coordination,  see  "Rates  and  Rate  Structure,"  Part  I,  Section  III,  1, 
this  report. 

™For  a  somewhat  diEEorent  judgment  on  the  use  of  cost  in  competi- 
tive pricing,  see  Locklin,  ibid. 

"  Dewey,  Ralph  L.,  "The  Transportation  Act  of  1040,"  American  Eco- 
nomic Review,  vol.  XXXI,  March  1941,  p.  21. 
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the  localion  of  industries.  But  quite  apart  from  errors 
of  calculation  about  the  right  sized  transport  plant, 
it  is  often  necessary  to  make  large  capital  outlays  in 
order  to  accommodate  even  a  small  additional  volume 
of  traffic.  The  preparation  of  a  right-of-way  or  the 
construction  of  bridges  and  terminals  is  an  expensive 
undertaking.  Yet  service  cannot  be  begun  until  such 
facilities  are  provided.  Thus  investments  tend  to  be 
"lumpy"  in  the  railroad  field  and  cannot  be  readily 
expanded  (or  reduced)  in  proportion  to  changing  de- 
mands for  service.  Hence,  in  order  to  maximize  the 
economic  utilization  of  facilities,  demand  and  competi- 
tive factors  must  be  recognized  in  pricing. 

In  addition  to  this  characteristic,  the  railroads  ex- 
hibit tendencies  toward  jointness  of  cost.  They  carry 
many  different  kinds  of  traffic  under  varying  condi- 
tions. To  marked  degree,  their  traffic  is  unbalanced, 
resulting  in  empty  car  backhauls.  Here  is  true  joint- 
ness of  cost.  If  the  traffic  will  bear  something  more 
than  incremental  operating  costs  in  such  circumstances 
it  will  enhance  carrier  profits  without  doing  injury  to 
the  public. 

On  practical  as  well  as  theoretical  grounds,  therefore, 
rate  making  in  terms  of  full  average  unit  costs  would 
be  socially  undesirable.  This  would  be  true  even 
if  the  public  could  agree  upon  a  satisfactory  method  of 
allocating  fixed  overhead  costs  to  each  description  of 
traffic.  The  use  of  cost  as  an  instrument  of  public 
policy  in  the  fixing  of  particular  rates  should  be  lim- 
ited to  one  set  of  circumstances,  i.  e.,  the  employment 
of  marginal  costs  to  fix  minimum  rates  and  thus  to 
hold  in  check  tendencies  toward  ruinous  competition. 
Beyond  this,  the  use  of  cost  in  rate  making  where  facil- 
ities are  already  available  is  likely  to  lead  to  their 
underemployment. 

Feasibility  of  a  Permanent  Government  Agency 
to  Promote  Coordination 

It  seems  clear  that  there  will  be  a  continuing  place 
for  every  major  form  of  transportation,  because  each 
has  cost  or  service  advantages  over  the  others  for  some 
portion  of  the  traffic.  The  difficult  practical  problem 
is  to  keep  the  transport  system  efficiently  organized  and 
yet  sensitive  to  the  changing  demands  of  commerce. 
Final,  conclusive  solutions  cannot  be  devised  at  any 
given  time  or  place;  the  problem  is  too  complex  to 
yield  to  intermittent  treatment.  For  this  reason,  a 
permanent  agency  of  government,  apart  f  I'om  the  Inter- 
state Commerce  Commission,  should  be  established  (a) 
to  make  continuous  studies  of  the  transport  problem, 
(&)  to  keep  the  President  and  Congress  informed  about 
the  progress  and  problems  in  transportation,  and  (c) 
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to  take  appropriate  action  when  necessary  with  a  view 
of  promoting  the  public  interest.''^ 

These  duties  might  be  lodged  in  a  revived  Office  of 
Federal  Coordinator  or  in  a  Transportation  Authority 
similar  to  the  one  suggested  by  the  Committee  of 
Three. '^  Perhaps  a  more  useful  procedure  would  be 
to  set  up  a  Department  of  Transportation  because  of 
its  greater  responsibility  to  the  Chief  Executive  and 
its  greater  prestige  with  the  public.  The  direction  of 
the  work  would  be  more  concentrated  and  the  responsi- 
bility for  success  or  failure  could  accordingly  be  more 
easily  fixed.  The  quasi-judicial  functions  of  tlie  regu- 
latory commission  should  be  left  in  independent  hands, 
so  that  questions  of  rates  and  discriminations  would  be 
passed  upon  as  objectively  and  impartially  as  possible. 
This  would  leave  in  executive  hands  the  research,  pro- 
motion, and  planning  functions  relative  to  taxes,  sub- 
sidies, carrier  economy  and  efficiency,  public  construc- 
tion of  new  facilities,  expansion  of  services,  and 
cooperation  among  the  modes  of  transport. 

It  is  imperative  that  the  executive  have  the  power  to 
compel  private  interests  to  give  way  to  paramount 
public  welfare,  if  such  exercise  of  sanctions  is  found 
to  be  necessary.  The  author  is  aware,  of  course,  of 
the  special  safeguards  to  the  interests  of  private  indi- 
viduals and  corporations  afforded  by  the  Constitution 
in  the  fifth  and  fourteenth  amendments.  The  courts, 
sustained  by  public  opinion,  have  accorded  strong  pro- 
tection to  these  constitutional  rights.  Yet,  the  Su- 
preme Court  has  long  recognized  the  supremacy  of  the 
public  interest  in  treatment  of  railroads  and  other 
public  utilities.  In  Smyth  v.  A7nes,  for  example  the 
Court  said,  "A  railroad  is  a  public  highway,  and  none 
the  less  so  because  constructed  and  maintained  through 
the  agency  of  a  corporation  deriving  its  existence  and 
powers  from  the  State.  Such  a  corporation  was 
created  for  public  purposes.  It  performs  a  function  of 
the  State.  Its  authority  to  exercise  the  right  of  emi- 
nent domain  and  to  charge  tolls  was  given  primarily 
for  the  benefit  of  the  public."  ^^    An  even  sounder  and 


"'  Commissioner  East m;in  lias  long  recognized  the  desirability  of  set- 
ting up  a  public  body  to  carry  on  these  functions.  For  ex.imple,  he  said 
in  1038  :  "There  is  sore  need  tor  a  well-equipped  agency  o£  the  Govern- 
ment which  will  not  be  submerged  by  quasi-judicial  procedure  and  which 
can  keep  closely  in  touch  with  conditions,  locate  those  which  are  danger- 
ous or  unsound,  foresee  tendencies  and  their  probable  results,  adrise 
Congress  and  the  President,  promote  changes  for  the  better,  and  guide 
development  along  sound  lines."  Transportation,  a  speech  delivered 
before  the  Harvard  Business  School  Alumni  Association,  Cambridge. 
Mass.,  June  17, 1938,  p.  16.      (Mimeographed.) 

"This  Authority  was  to  have  a. life  of  2  years,  with  an  extension  of 
an  additional  2  years  at  the  discretion  of  the  President.  Its  (unctions 
were  those  of  "planning,  encouraging,  and  promoting  action  by  railroad 
companies  with  a  view  of  eliminating  the  waste  caused  by  the  fact  that 
the  railroad  system  of  the  Nation  is  owned  and  operated  by  a  large 
number  of  independent  companies."  Immediate  Relief  lor  Railroads, 
H.  Doc.  No.  583,  75th  Cong..  3d  sess.,  1938,  p.  20. 

»«  169  U.  S.  466.  544  (18','8i. 
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more  generally  applicable  basis  for  the  right  to  regu- 
late derives  from  the  judicial  concept  of  "industries 
affected  with  a  public  interest."  '■  The  title  to  water- 
ways, natural  or  artificial,  rests  in  government.  Like- 
wise it  is  universally  recognized  in  this  country,  as  it 
is  all  over  the  world,  that  tlie  highways  used  by  ordi- 
nary vehicles  should  be  owned  by  the  Government. 
Thus  it  would  seem  evident  that  the  executive  branch 
of  the  Government  should  be  able  to  exercise  the  rights 
of  sovereignty  in  order  to  curb  special  private  interests 
in  the  field  of  transport  when  they  are  found  to  be  in- 
compatible with  the  proper  development  of  the  public 
interest.  These  decisions  should,  however,  be  made 
subject  to  judicial  review  so  that  the  legitimate  rights  of 
individuals  would  not  be  impaired  or  destroyed  by  a 
capricious  or  arbitrary  administration. 

The  public  has  suffered  grievously  from  a  deficiency 
of  leadership  on  the  part  of  transportation  executives, 
especially  in  the  rail  field.  These  executives  have  spent 
too  much  time  and  attention  on  plans  for  the  restric- 
tion of  their  competitors  or  potential  competitors  and 
too  little  on  the  development  and  improvement  of  their 
services  and  the  lowering  of  their  rates.  At  fault,  too, 
have  been  labor  unions,  shipper  interests,  and  localities, 
each  seeking  to  secure  an  advantage  without  proper 
regard  in  many  instances  for  the  public  welfare.  It 
is  too  much  to  expect,  perhaps,  that  any  private  or 
local  group  will  exhibit  qualities  of  statesmanship  in 
the  disposition  of  problems  in  which  their  vital  in- 
terests are  at  stake.  The  Government  alone  is  in  a 
position  to  understand,  represent,  and  jjrotect  the  public 
interest.  It  is  to  be  hoped  that  government  will  rise 
to  its  high  responsibility  in  dealing  with  the  cluster 
of  questions  under  consideration  in  this  report. 

Conclusions 

1.  The  need  for  welding  the  various  elements  of  the 
transport  system  into  a  more  efficient  and  economical 
whole  than  prevails  today  is  apparent.  A  coordinated 
and  rationalized  system  fostered  by  government  is 
deemed  to  be  desirable,  providing  it  does  not  result  in 
cartels  or  monopolies  designed  to  restrict  services  and 
to  maintain  and  raise  rates  for  the  purpose  of  pro- 
viding maximum  net  profits  for  those  individuals  and 
concerns  already  occupying  the  field.  In  endeavoring 
to  achieve  the  objective  of  a  properly  organized  system 
of  transportation,  there  should  be  no  predisposition  to 
favor  one  mode  or  another,  by  unfair  or  unwise  pro- 
motional or  regulatory  policies.  Provision  should  be 
made  for  the  amelioration  of  the  effects  of  coordina- 
tion upon  individuals  and  groups,  especially  the  em- 


"J/uirii  V.  Illinois.  94  U.  S.  US,  126  (1876). 


ployees  and  disadvantageously  situated  shippers  and 
travelers,  who  are  not  in  a  position  to  face  rapid 
changes  unaided.  Concern  for  the  welfare  of  these 
groups  should  not,  however,  be  permitted  to  interpose 
undue  obstacles  in  the  way  of  effecting  desirable  im- 
provements in  facilities  and  services. 

2.  Our  analysis  shows  that  very  significant  savings 
are  theoretically  possible  if  the  railroads  were  properly 
consolidated.  Whether  these  savings  would  be  realized 
in  practice  is  a  question  which  can  be  answered  defi- 
nitely only  after  an  actual  trial  of  some  specific  pro- 
gram. The  more  than  500  separate,  competitive  railroad 
companies  should  be  replaced  by  a  much  smaller  num- 
ber, preferably  not  more  than  12  or  less  than  6  inte- 
grated systems,  operated  on  a  regional  basis.  A  single 
unified  system  under  private  management  should  not 
be  established,  pending  a  trial  of  a  limited  number  of 
regional  monopolies.  In  order  to  effectuate  this  re- 
sult, 2  policies  must  be  adopted:  First,  the  regulatory 
body  will  have  to  be  clothed  with  the  power  to  compel, 
if  necessary,  the  railroads  and  others  to  conform  to 
its  plans;  and  second.  Congress  should  again  require 
the  regulatory  body  to  prepare  and  adopt  a  compre- 
hensive plan  for  the  consolidation  of  the  railroads. 

3.  ^Vliile  there  is  extensive  rail  cooperation  in  re- 
spect to  through  routes,  joint  rates,  trackage  rights, 
joint  use  of  terminals,  switching  agreements,  and  other 
mutually  helpful  arrangements,  the  need  for  fui'ther 
integration  of  the  organization  and  operation  of  the 
railroads  is  urgent.  Pressing  needs  today  are  for  im- 
provement in  the  handling  of  merchandise  less-than- 
carload  freight  and  integration  of  this  service  with 
express  and  freight  forwarder  services,  establishment 
of  a  centrally  controlled  national  freight-car  pool, 
creation  of  a  central  rail  agency  to  perform  such  func- 
tions as  research  into  the  elimination  of  wastes  and 
inefficiencies  and  clearing  of  interline  transactions,  re- 
duction of  roundabout  routing  to  a  feasible  minimum, 
and,  above  all,  improvement  of  the  antiquated  and 
wastefully  operated  terminals  in  our  chief  population 
and  commercial  centers. 

4.  Cooperation  between  the  railroads  and  other  inde- 
pendent agencies  on  a  voluntary  basis  has  not  been 
marked,  owing  largely  to  the  tendency  towards  ex- 
clusiveness  on  the  part  of  the  railroads.  The  railroads 
have  been  compelled,  however,  by  legislation  to  enter 
into  agreements  with  water  carriers  as  to  joint  rates  and 
through  routes  and  interchange  of  traffic.  Rail-motor 
arrangements  between  independent  carriers  are  less 
common,  because  the  law  does  not  require  the  railroads 
to  make  such  agreements.  The  railroads,  however,  own 
or  control  numerous  water  and  motor  lines,  and  have 
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furnished  various  nonrail  transport  services  (line-haul 
and  terminal)  for  many  years.  Care  must  be  exer- 
cised in  allowing  the  railroads  to  control  or  operate 
competing  forms  of  transportation,  for  there  is  danger 
that  the  public  interest  will  not  be  accorded  due  con- 
sideration under  such  circumstances.  Government 
should  take  all  proper  steps,  however,  to  promote  and 
supervise  the  establishment  and  maintenance  of  socially 
advantageous  joint  arrangements  between  the  various 
modes  of  transpoi-tation. 

5.  It  is  a  matter  of  the  utmost  public  importance  that 
each  agency  of  transportation  serves  the  traffic  for 
which  it  is  best  fitted,  or  that  each  type  of  traffic  moves 
as  it  should.  In  order  to  accomplish  this  objective, 
users  of  service  should  be  permitted  to  continue  to  exer- 
cise a  free  choice  among  the  modes,  even  though  they  be 
subject  to  regulation  of  charges,  service,  etc.  A  policy 
of  positive  allocation  of  traffic  should  be  avoided 
whether  it  were  to  be  achieved  by  a  transport  monopoly, 
public  or  private,  or  by  the  arbitrary  failure  of  govern- 
ment to  make  roads  and  waterways  available  or  to 
grant  operating  authority  to  newcomers,  or  by  a  rate 


policy  of  adjusting  the  charges  of  one  transport  agency 
to  the  costs  of  another.  Nor  should  positive  allocation 
of  traffic  through  regulation  be  employed  as  a  means  of 
correcting  subsidy,  tax,  or  other  Government  promo- 
tional policies  deemed  to  favor  unjustly  any  one  mode 
of  transportation  at  the  expense  of  another. 

6.  A  permanent  Government  agency,  independent  of 
the  Interstate  Commerce  Commission,  should  be  es- 
tablished to  promote  and  regulate  rail  consolidations 
and  intercarrier  and  interagency  arrangements.  It 
should  make  continuous  studies  of  all  phases  of  trans- 
port organization  and  operation  and  repoi^t  its  findings 
and  recommendations  to  the  President  and  the  Con- 
gress. Subject  to  the  judicial  review  of  its  actions, 
the  agency  should  be  clothed  with  the  necessary  power 
to  enforce  its  decisions.  These  duties  and  powers 
might  be  lodged  in  a  revived  office  of  Federal  Coordi- 
nator or  in  a  Transport  Authority,  but  a  preferable 
arrangement  would  be  to  incorporate  such  activities 
in  a  Department  of  Transportation  with  cabinet  rank. 
The  quasi-judicial  functions  of  regulating  rates  and 
discriminations  should  be  left  in  independent  hands. 


2.    ECONOMIES 


PART    I  — SECTION    IV 
FROM    RAILROAD    CONSOLIDATION 
COORDINATION 

By  Burton  N.  Behling ' 


AND 


Proposals  which  have  appeared  during  the  past  two 
decades  for  the  consolidation  and  coordination  of  the 
nation's  railroads  according  to  some  comprehensive 
I^lan  have  been  premised  on  the  belief  that  there  is 
need  for  drastic  action  to  rationalize  the  organization 
and  operation  of  the  railroad  system.  Among  the  ob- 
jectives that  have  been  variouslj''  emphasized  bj'  pro- 
ponents are  the  strengthening  of  the  railroads  finan- 
cially, the  improvement  of  service,  and  the  reduction  of 
the  cost  of  conducting  railroad  services  in  order  to 
permit  a  lower  level  of  compensatory  charges.  The 
issues  involved  in  coordination  of  the  transport  system 
as  a  whole  have  been  treated  comprehensively  in  the 
preceding  chapter.  Consideration  will  be  given  here 
more  particularly  to  the  possibility  of  realizing 
economies  from  the  consolidation  and  coordination  of 
the  railroads. 

With  reference  to  economy,  the  central  argument  for 
consolidation  or  coordination  is  that  the  railroads  act- 
ing solely  as  individual  enterprises  cannot  adequately 
meet  the  difficulties  that  beset  them  and  cannot  estab- 
lish the  most  effective  national  system  of  railroad 
transportation.  In  this  view,  the  essential  requirement 
is  for  joint  action  directed  to  the  elimination  of  wastes 
and  unnecessary  expenses  which  result  from  duplica- 
tion of  railroad  facilities,  operations,  and  services.  The 
case  for  unification  reduces,  therefore,  to  the  contention 
that  the  existing  railroad  structure  falls  far  short  of 
maximum  efficiency  because  duplication  and  competi- 
tion are  carried  to  the  point  of  great  waste  without 
sufficient  offsetting  public  gains  from  this  competition.- 
As  to  the  latter  point,  it  frequently  has  been  observed 
that  the  lessening  of  rail  competition  would  not  intro- 
duce monopolistic  tendencies  harmful  to  the  public  or 
deprive  the  railroads  of  the  tonic  of  rivalry  for  traffic, 
because  competition  now  is  afforded  by  other  well- 
established  foi'ms  of  transportation.  It  can  at  least 
be  conceded  that  the  need  for  competition  among  rail- 
roads is  not  now  so  great  as  formerly,  when  carriers 

1  Economic  .ind  Statistical  Analyst,  Bureau  of  Statistics.  Interstate 
Commerce  Commission. 

'  The  Interstate  Commerce  Commission  in  its  annual  report  to  Con- 
gress in  1939  referred  (p.  14)  to  "the  problem  of  the  great  wastes  in 
railroad  operation  which  are  now  conceded  to  exist  and  which  grow  out 
of  the  fact  that  there  are  such  a  throng  of  separate  and  independent 
companies  which  duplicate  and  multiply  services  beyond  any  public  need, 
and  indeed  to  public  disadvantage,  and  which  find  it  impossible  to 
cooperate  adequately  in  the  accomplishment  of  various  common  ends." 


by    rail    almost    completely    dominated    the    field    of 
transportation. 

Wliile  many  students  of  the  problem  are  in  agree- 
ment that  some  program  of  unification  for  the  rail- 
roads is  desirable,  there  has  been  no  clear  consensus 
as  to  how  far  the  concentration  should  be  allowed  to 
go  or  as  to  the  best  plan  for  unification.  In  general, 
the  proposed  methods  are  two.  Coordination,  as  the 
term  is  used  here,  refers  to  cooperative  or  joint  action 
by  two  or  more  carriers  in  their  common  interest,  at 
particular  places  or  with  respect  to  particular  opera- 
tions or  use  of  facilities,  but  without  actual  unification 
of  the  companies.^  Examples  are  common  use  of  pas- 
senger or  freight  terminals,  pooling  of  cars,  or  the  joint 
handling  of  merchandise  less-than-carload  traffic.  The 
Railway  Express  Agency  which  is  wholly  owned  by  the 
class  I  steam  railways,  is  an  actual  case  of  coordinated 
control  and  operation.  Although  the  discussion  at 
this  point  is  limited  to  railroad  coordination,  it  may  be 
noted  that  transport  coordination  frecjuently  is  used 
in  a  broader  sense  to  include  joint  arrangements  be- 
tween different  types  of  transportation,  for  example, 
between  rail  and  highway  agencies.  These  broader 
aspects  of  coordination  are  considered  in  other  chapters 
of  this  report. 

As  distinguished  from  coordination,  consolidation 
accomplishes  an  actual  unification  of  companies  under 
single  ownership,  so  that  they  can  be  managed  and 
operated  as  a  unit.*  With  respect  to  possible  economies 
in  railroad  operation,  the  significant  matter  is  whether 
the  projierties  of  the  constituent  companies  are  brought 
into  one  organization  for  management  and  operation. 
A  difference  may  be  noted  between  outright  consolida- 
tion of  railroads  in  the  narrow  or  technical  sense,  as 
defined  above,  and  other  forms  of  partial  combina- 
tions and  financial  relationships  effected  through  such 
means  as  stock  ownership,  lease  arrangements,  and 
iiolding  companies,  which  more  often  than  not  have 
been  designed  primarily  for  purposes  other  than  oper- 
ating integration  and  efficiency.  It  is  the  former  kind 
of  unification  that  is  contemplated  in  the  various  pro- 
posals that  have  been  made  for  the  consolidation  of  the 
raih-oads  according  to  some  comprehensive  plan. 


'  Cf .  Interstate  Commerce  Commission,  52d  Annual  Report,  1938,  p.  14. 
'  Ibid. 
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Estimated  Savings 

from  Railroad  Unification 

In  view  of  the  fact  that  unification  according  to  some 
systematic  and  comprehensive  plan  has  been  widely 
advocated  as  a  means  for  improving  the  condition  of 
the  railroads  by  substantially  reducing  costs  of  opera- 
tion and  facilities  necessary  for  the  adequate  perform- 
ance of  service,  it  is  important  to  inquire  as  to  the 
magnitude  of  the  expected  savings.  Some  of  the  pro- 
posals for  the  consolidation  or  coordination  of  the  rail- 
roads have  been  supported  by  rather  specific  estimates 
of  the  economies  thought  to  be  possible. 

These  figures  range  fi-om  a  minimum  of  about  $200,- 
000,00a  to  an  outside  maximum  of  $1,000,000,000.  But 
in  spite  of  differences  in  the  proposed  degree  and 
metliod  of  unification,  and  although  the  estimates  rep- 
resent the  judgments  of  various  persons,  there  is  some 
evidence  of  agreement  among  those  who  have  made 
commitments  as  to  the  magnitude  of  anticipated  sav- 
ings. These  estimates  tend  to  center  at  about  half  a 
billion  dollars  of  annual  savings.  The  reason  for  this 
consensus  is  not  entirely  clear,  although  all  of  the  plans, 
to  be  sure,  have  in  common  the  principle  of  greater 
integration  in  the  organization  and  operation  of  rail- 
road transportation.  It  may  be  that  the  estimates  in 
some  degree  have  influenced  one  another. 

As  an  expression  of  the  significance  of  these  esti- 
mated savings,  it  may  be  noted  that  each  $100,000,000 
of  economy  achieved  through  railroad  unification 
would  be  equal  to  about  3  percent  of  the  operating  ex- 
penses of  all  operating  steam  railways  for  the  year 
1939.  Savings  of  $500,000,000  would  amount  to  about 
one-sixth  of  the  operating  expenses  for  that  year,  and 
would  have  reduced  the  operating  ratio  from  0.729 
to  0.608.^  Savings  of  half  a  billion  dollars  also  would 
have  increased  net  railway  operating  income  from 
$638,766,000  to  $1,138,766,000  for  1939,  and  would  have 
been  equal  to  more  than  75  percent  of  the  fixed  charges 
of  the  carriers. 

Wliat  the  savings  actually  would  be  must  still  be 
regarded  as  problematic ;  their  very  accurate  prediction 
probably  is  impossible.  In  making  such  estimates,  so 
much  depends  upon  the  manifold  details  of  the  pro- 
posed plan  for  organization  and  operation;  the  quali- 
ties of  the  services  contemplated ;  the  future  volume  of 
railway  traffic;  the  transportation  capacity  of  facilities 
required  to  cope  with  peak  periods  as  well  as  more 
normal  needs;  future  technological  as  well  as  economic 
changes  affecting  transportation;  and,  finally,  the  im- 
ponderable question  of  whether  or  not  much   larger 
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railroad  systems  or  arrangements  for  coordination 
would  result  in  complications,  diseconomies,  and  gen- 
eral unwieldiness  which  would  offset  potential  savings 
in  other  directions. 

But  while  these  factors  cast  doubts  on  the  precise  ac- 
curacy of  estimated  savings,  the  evidently  great  dupli- 
cation of  railroad  facilities  and  services  and  the  costlj' 
competitive  practices  of  the  carriers  favor  the  con- 
tention that  economies  substantial  in  amount  are  possi- 
ble. Even  if  the  estimates  ranging  upward  from 
$500,000,000  are  distrusted  as  unwarrantably  optimis- 
tic and  consequently  are  rather  severely  discounted  by 
as  much  as  one-half  or  even  more,  the  remainder  still 
is  worthy  of  the  most  careful  consideration. 

No  comprehensive  estimate  has  ever  been  presented, 
either  by  the  railroads  or  others,  of  the  savings  which 
might  result  from  the  consolidation  of  the  railroads  in 
accordance  with  the  official  plan  formulated  by  the 
Interstate  Commerce  Commission."  In  certain  in- 
stances, however,  the  proponents  of  other  consolidation 
plans  have  ventured  to  estimate  the  anticipated  savings. 

Of  these  other  detailed  proposals  for  the  consolida- 
tion of  the  railroads  on  a  comprehensive  scale,  the 
most  widely  discussed  has  been  the  Prince  plan,  de- 
signed under  the  direction  of  J.  W.  Barriger  III,  and 
released  in  1933.^  The  principles  underlying  this  plan 
were  that  direct  carrier  competition  is  necessarily  con- 
fined chiefly  to  major  centers ;  that  railroad  competition 
at  local  points  is  exaggerated  and  is  wasteful  where  it 
exists ;  that  rail  transportation  suffers  from  light  traf- 
fic density  and  resulting  high  costs;  and  that  direct 
railroad  competition  for  the  most  part  no  longer  is 
required  to  protect  the  public  interest,  because  of  com- 
petition from  other  kinds  of  transportation.  To  con- 
centrate traffic  for  efficient  handling  by  the  most  direct 
routes,  the  Prince  plan  outlined  seven  large  systems — 
two  in  the  East,  two  in  the  South,  and  three  in  the 
West.  It  may  be  noted  that  potential  economies  were 
limited  under  this  plan  by  the  fact  that  overlapping 
systems  to  provide  rail  competition  at  major  centers 
in  each  region  were  projected.  Hence,  this  proposal 
was  based  upon  the  principle  of  regionalized  but  com- 
peting systems  with  some  crossing  of  regional  lines. 

Detailed  estimates  of  savings  were  confined  mostly 
to  the  two  Eastern  systems,  and  this  estimated  per- 
centage reduction  of  operating  expenses  was  applied  to 
the  systems  projected  for  other  regions.  On  this  basis, 
the  aggregate  savings  were  estimated  to  be  $7-43,489,000, 


i 


5  It  is  not  always  clear  whether  the  various  estimates  of  savintjs  refer 
entirely  to  operating  expenses  or  whether  they  are  in  part  attributable 
to  the  elimination  of  a  return  on  capital  invested  in  facilities  which 
would  be  abandoned  as  a  result  of  unification. 


•In  certain  cases,  however,  the  carriers  have  offered  estimates  of  sav- 
ings in  connection  with  proposed  unifications  of  certain  properties 
according  to  the  sr^ecifications  of  the  ofiicinl  Interstate  Commerce  Com- 
mission plan. 

Trince,  Frederick  H.,  A  Plan  for  Coordinating  the  Operations  of 
Railroads  in  the  United  States,  March  15,  1933,  revised  September  1. 
1933,  33  mimeographed  pages. 
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or  about  30  percent  of  total  railway  operating  expenses 
for  1932.  This  amount  also  is  equal  to  nearly  25  per- 
cent of  the  railway  operating  expenses  for  1939. 

At  the  direction  of  the  Federal  Coordinator,  an 
analysis  of  the  Prince  plan  was  made  by  William  B. 
Poland,  in  collaboration  with  regional  coordinating 
committees  composed  of  railroad  officers.  Their  con- 
clusion was  that  the  savings  claimed  for  the  Prince 
plan  were  too  generous,  and  a  count erestunate  of 
$218,462,825,  also  on  the  basis  of  1932  traffic,  was 
offered.'  Thus,  the  latter  estimate  reduced  by  more 
than  two-thirds  the  figure  contained  in  the  Prince  (or 
Barriger)  study. 

In  explanation  of  this  drastic  reduction,  the  Poland 
report  stated:  "The  differences  arise  from  decreased 
savings  in  train  mileage;  in  expenditures  for  mainte- 
nance of  way  and  equipment ;  in  abandonment  of  facili- 
ties; and  in  terminal  unification."  It  was  believed 
necessary  to  allow  liberally  for  reserve  capacity  to 
handle  a  possible  increase  of  traffic  (1929  plus  20  per- 
cent) in  order  to  guard  against  inadequacy  of  lines, 
equipment,  and  terminal  facilities.  It  also  was  pointed 
out  that  the  percentage  of  operating  savings  for  the 
two  Eastern  systems  seemed  to  have  been  applied  to  the 
systems  in  other  parts  of  the  country  without  sufficient 
allowance  for  different  conditions;  that  savings  would 
be  difficult  in  the  South  except  by  the  abandonment 
of  a  large  amount  of  mileage ;  that  the  greatest  reduc- 
tion in  economies  was  accounted  for  by  the  unwilling- 
ness of  the  committees  to  accept  the  severe  reductions 
in  train  operation  proposed  in  the  Prince  plan;  and 
that  "considerable  sums  were  listed  as  economies  in 
maintenance  by  means  of  reducing  principal  routes  to 
secondary  or  branch  lines,  where  actually  the  mainte- 
nance expenditures  on  first-class  lines  in  1932  were 
shown  later  to  have  been  less  than  normal  branch-line 
expenditures,  and  there  were  no  savings." 

The  Federal  Coordinator  questioned  the  desirability, 
on  grounds  of  national  policy,  of  extreme  regionaliza- 
tion  and  further  concentration  of  competition,  and 
probably  in  consequence,  of  industry  at  major  centers. 
A  majority  of  the  Poland  committee  thought  that  the 
proposed  systems  would  be  too  large  for  efficient  man- 
agement. Nevertheless,  about  half  of  the  committee 
favored  the  Prince  plan,  either  in  principle  or  as  to 
certain  of  its  features,  and  most  of  them  regarded  their 
own  economy  estimate  as  rather  low."     It  was  believed. 


for  example,  that  there  might  be  large  savings  in  future 
capital  exjienditures  as  well  as  in  operating  expenses 
and  taxes.  Weighing  all  of  the  factors,  the  Poland  re- 
port concluded :  "It  does  not  seem  probable  that  on  the 
basis  of  1932  operations  the  total  economies  could  be  in 
excess  of  the  estimates  based  on  the  committee  reports 
by  more  than  50  to  70  million  dollars,  possibly  25  to 
30  percent  of  the  estimates  given  by  the  com- 
mittees. *  *  *  Estimates  concerned  with  radical 
reorganizations  of  the  kind  herein  discussed  involve 
new  traffic  situations,  psychological  reactions,  and  per- 
sonal opinions  to  an  extent  which  make  it  necessary 
to  accept  any  figures  presented  with  great  reserve." 

The  most  drastic  plan  for  the  reorganization  of  rail- 
road facilities  would  consolidate  all  of  the  carriers  into 
a  single  unified  system.  References  to  this  possibility 
are  not  all  of  recent  origin."  In  1938,  Commissioner 
Miller  of  the  Interstate  Commerce  Commission  sug- 
gested that  a  single  imified  railroad  system  under 
private  ownership  and  management  would  achieve 
necessary  economies  without  resort  to  public  ownership. 
Directing  attention  to  the  fact  that  in  the  20  years  from 
1916  to  1936  railroad  investment  in  road  and  equipment 
increased  more  than  50  percent  while  freight  traffic 
declined  25  percent  and  passenger  traffic  and  revenue 
even  more,  he  concluded:  "As  the  railroads  handle 
progressively  less  of  the  Nation's  commerce,  they  must 
do  one  of  two  things:  (a)  reduce  the  railroad  operat- 
ing costs  and  charges,  or  (b)  continually  increase  rates 
on  the  gradually  diminishing  traffic  that  still  remains 
to  them.  This  is  such  a  simple  axiom,  no  argument  is 
necessary  to  support  it."  ^^ 

Commissioner  Miller  contested  the  claim  that  compe- 
tition among  the  825  railroad  operating  companies  ^^ 


^  This  total  consisted  of  $215,462,825  for  savings  in  operating  expenses 
and  $.3,262,500  for  reduced  taxes.  Another  estimate,  which  was  con- 
sidered to  be  loss  reliable,  amounting  to  $288,858,715,  was  based  on  1929 
condition.s.  Federal  Coordinator  of  Transportation.  First  Report,  Regu- 
lation of  Railroads,  73d  Cong.,  2d  sess.,  S.  Doc.  110,  January  1934, 
appendix  IV,  p.  106. 

'  Referring  to  the  estimate  of  the  railroad  advisor.v  committees  which 
cooperated  with  Mr.  Poland  in  reviewing  the  Prince  plan,  Mr.  Eastman 
said  :   "It  seems  clear — and  this  is  the  judgment  of  Mr.  Poland — that 


their  estimate  of  attainable  economies  errs,  if  at  all,  on  the  conservative 
side,  i.  e.,  in  being  low.  This  Is  particularly  true  of  the  terminal 
economies  which  were  not  fully  studied."      Same,  p.  26. 

'"Almost  half  a  century  ago  Collis  Huntington,  former  president  of 
the  Southern  Pacific,  said  :  "While  the  uniting  of  small  roads  has  been 
productive  of  great  benefits  to  the  owners  and  to  the  public  who  use  them, 
yet  I  am  satisfied  that  the  best  results  may  not  be  reached  until  sub- 
stantially all  the  transportation  business  of  this  country  is  done  by  one 
company.  The  accomplishment  of  this  would  reduce  the  cost  of  trans- 
portation to  the  minimum  which  would  admit  of  the  lowest  possible 
rates  to  shippers  and  passengers."  Quoted  in  Miller,  Carroll,  ^i  Sug- 
gested Plan  for  the  Solution  of  the  Railroad  Problem,  1938,  27  mimeo- 
graphed pages,  p.  25.  See  also  Hines,  Walker  D.,  Director-General  of 
Railroads,  Report  to  the  President  for  U  months  ended  March  1,  1920, 
p.  38,  and  Report  of  the  National  Transportation  Committee,  New  York, 
February  13.  1933,  p.  4. 

"  Miller,  Carroll  (with  the  collaboration  of  Commissioner,  M.  M. 
Caskie),  A  Suggested  Plan  for  the  Solution  of  the  Railroad  Problem, 
1038,  27  mimeographed  pages.  See  also  the  supplementary  memo- 
randum: Miller,  Carroll,  Consolidation  of  the  Rail  Transportation 
Facilities  of  the  United  States  into  a  Single  System  for  Oicnership  and 
Operation  under  P7-ivate  Management,  March  31,  1938,  21  mimeographed 
pages. 

"This  total  of  825  is  the  number  of  operating  line-haul  and  switching 
and  terminal  steam  railway  common-carrier  companies  accounted  for 
in  the  Statistics  of  Railways  for  1939.  Including  nonoperating  lessor 
and  proprietary  companies,  there  were  1.365  railroad  corporations,  ex- 
clusive of  industrial  carriers,  in  the  United  States  at  the  end  of  1939. 
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results  in  lower  transportation  charges,  and  argued 
instead  that  "if  the  railroads  were  unified  and  compe- 
tition among  them  eliminated,  transportation  costs 
would  be  reduced  to  such  an  extent  that  much  lower 
rates  would  prevail  than  those  necessary  to  sustain  the 
higher  costs  resulting  from  a  duplication  of  facilities 
of  the  numerous  companies  and  the  expensive  compe- 
tition among  them  which  inevitably  results."  Under 
a  single  system,  he  asserted  it  would  be  possible  to 
eflFect  all  of  the  economy  measures  which  have  been 
urged  upon  the  railroads  by  various  investigators,  and 
the  result  would  be  "a  reduction  of  at  least  one-fifth  of 
the  total  expenses,  representing  possibly  from  3  percent 
to  4  percent  on  the  $19,000,000,000  outstanding  railroad 
securities.  They  might  even  reach  a  total  of  $1,000,- 
■000,000  per  annum."  In  a  later  statement,  he  again  re- 
ferred to  economies  under  a  single  unified  system  of 
operation,  and  suggested  $500,000,000  as  a  consei'vative 
estimate  of  the  annual  savings." 

Commissioner  Miller  expressed  the  opinion  that 
"consolidation  is  the  only  ultimate  solution  of  the  rail- 
road problem  and  of  the  broader  transportation  prob- 
lem, insofar  as  these  problems  can  ever  be  finally 
solved."  He  pointed  out  that  a  "single  system  would 
automatically  bring  about  that  very  coordination  now 
sought  to  be  effected  by  the  cooperation  of  independent 
railways  through  unified  terminal  operations,  joint 
utilization  of  repair  shops  and  facilities,  the  pooling 
of  freight  cars,  passenger  cars,  and  other  rolling  stock 
and  equipment,  the  pooling  of  freight  and  passenger 
traffic,  the  unified  handling  of  1.  c.  1.  freight  and  the 
like."  With  a  single  unified  system,  he  explained, 
manyof  the  complexities  of  the  existing  rail  rate  struc- 
ture and  the  multiplicity  of  routes  which  are 
attributable  to  competition  for  traffic  could  be  elimi- 
nated, and  it  would  be  much  easier  to  apply  a  cost  basis 
in  making  rates.  It  was  further  contended  that  a 
single  sj'stem  would  be  generally  more  satisfactory  and 
would  avoid  some  of  the  difficulties  and  shortcomings 


1'  "The  par  value  of  the  railroad  securities  now  outstanding  eligible 
^o  be  exchanged  for  securities  in  the  national  system  appears  to  be 
something  less  than  $20,000,000,000.  Net  operating  income  for  all  steam 
railways  for  1936  was  $721,000,000  and  for  1937,  $035,000,000.  While 
It  was  considerably  less  in  1938,  it  is  hoped  and  expected  that  general 
business  will  soon  be  such  that  the  railroads  may  again  earn  as  much  as 
in  the  2  earlier  years  without  any  change  in  railroad  organization.  For 
this  reason  I  have  used  the  average  net  of  the  years  1936  and  1937  in 
the  following  calculations.  This  figure  is  $678,000,000,  or  3.39  percent 
return  on  $20,000,000.  The  annual  savings  by  unification  into  one 
system  have  been  variously  estimated  at  from  $250,000,000  to  $1,000,- 
000,000.  Assume  that  approximately  $500,000,000  annually,  which  is 
considerably  less  than  the  average  of  these  last  two  estimates,  can  be 
saved  by  consolidation  into  one  system.  It  so,  this  saving  would  raise 
the  average  net  operating  income  to  $1,178,000,000.  This  would  be 
equivalent  to  a  return  of  5.89  percent  on  $20,000,000,000.  instead  of  3.39 
percent,  the  average  of  1936  and  1937."  Miller,  Carroll,  Oovernment 
and  the  Business  of  Transportation,  a  paper  delivered  before  the  Ninth 
Annual  Economics  Conference  for  Engineers  at  the  Stevens  Engineering 
■Camp,  Johnsonburg,  N.  J,,  June  24-JuIy  3,  1939,  20  mimeographed 
.pages,  p,  17. 


involved  in  any  multisystem  plan  of  consolidation. 
The  savings  under  a  single  system  would  be  greater, 
and  the  stubborn  problem  of  allocating  carriers  to  dif- 
ferent systems  would  be  avoided.  He  also  contended 
that  "anything  short  of  a  complete  grouping  would 
leave  ojJen  the  gates  for  domination  by  financial  inter- 
ests, competitive  practices,  unprofitable  solicitation,  in- 
equitable divisions,"  and  other  undesirable  circum- 
stances and  practices.  "If  the  railroads  are  not 
consolidated  into  one  system  or  at  least  a  few  non- 
competitive systems,  under  private  ownership,"  Com- 
missioner Miller  concluded,  "it  looks  as  though  they 
are  headed  for  consolidation  into  one  system,  under 
Government  ownership." 

He  recognized  that  there  would  be  serious  practical 
difficulties  incident  to  the  treatment  of  security  hold- 
ers of  the  various  railroads  and  the  protection  against 
undue  hardship  of  workers,  communities,  and  other 
groups.  As  for  the  effects  on  railroad  workers,  Com- 
missioner Aliller  recognized  that  a  large  part  of  the 
savings  from  consolidation  would  be  at  the  expense  of 
railway  workers.  But  of  this  expected  result,  which 
has  been  one  of  the  principal  obstacles  to  both 
consolidation  and  coordination,  he  said  : 

In  answer  to  objections  made  on  this  score,  I  believe  it  will 
be  to  the  decided  welfare  of  the  country  for  the  Federal  Gov- 
ernment to  take  care  of  the  displaced  labor  even  on  a  full-pay 
basis.  It  seems  to  me  that  the  cost  to  the  Government  would 
not  be  large  because,  in  the  aggregate,  the  number  of  men 
required  for  deferred  maintenance  worli  and  construction 
might  exceed  the  number  displaced  in  the  operating  depart- 
ments. Although  some  of  the  men  displaced  may  not  be  fitted 
for  certain  classes  of  other  work  to  be  performed,  the  labor 
turn-over  should  soon  absorb  this  class.  With  the  advent  of 
better  business  conditions  and  the  recovery  of  traffic  lost  to 
other  means  of  transportation,  employment  by  the  unified 
system  of  railways  should  soon  exceed  that  of  1936  for  all  the 
railroads. 

Weighing  the  advantages  and  disadvantages  of  a 
comj^lete  consolidation  of  the  railroads,  it  may  be  said 
that  oi^portunities  for  economy  probably  would  be 
maximized  and  conflicts  of  interest  minimized  under 
a  single  consolidated  system.  In  further  support  of  a 
unified  system  and  service,  it  may  be  noted  that  rail- 
road service  and  operation  are  in  a  special  sense  of 
national  concern  and  national  scope.  Interrelation- 
ships throughout  the  railroad  network  are  inescapable 
under  any  system  of  organization,  for  the  railroads 
must  function  as  a  unit  in  important  respects  if  they 
are  to  give  satisfactory  sefvice  at  low  cost.  But  while 
this  need  for  functional  unity  is  recognized  in  many 
features  of  existing  methods  of  handling  traffic,  it  may 
fairly  be  said  that  the  present  organization  of  the  rail- 
roads is  not  entirely  conducive  to  the  smooth  unified 
performance  of  the  railroad  function  as  an  important 
cog  in  the  national  economy.     The  industry  strives  to 
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function  as  a  system,  with  only  partial  success  because 
of  an  institutional  and  operating  structure  wliich  re- 
strains the  fully  effective  fusion  of  the  parts.  Coopera- 
tion and  competition,  which  are  antagonistic  precepts, 
are  now  in  double  harness. 

On  the  other  hand,  there  is  the  question  whether  an 
organization  on  such  a  scale  as  a  single  sj-stem  would 
entail  could  be  managed  so  as  to  realize  potential  sav- 
ings without  encountering  offsetting  diseconomies  in- 
cident to  great  size  and  the  unwieldiness  of  a  farflung 
organization.  In  regard  to  this  objection.  Commis- 
sioner Miller  has  suggested  that  the  administration  of 
the  proposed  system  could  be  I'egionalized  and  other- 
wise decentralized  to  the  extent  necessary  for  efficiency. 
Some  also  will  object  to  the  elimination  of  railroad 
competition  and  to  the  great  concentration  of  economic 
power  wliicli  would  inhere  in  a  completely  consolidated 
railway  system.  Finally,  the  difficulties  in  carrying 
out  so  revolutionary  a  change  and  the  hardshijDS  which 
would  be  visited  upon  various  economic  groups,  even 
though  temporarily,  cannot  be  lightly  dismissed. 

In  a  somewhat  different  category  than  the  compre- 
hensive plans  for  the  consolidation  of  all  the  railroads 
into  a  limited  number  of  systems  are  the  combinations 
of  particular  roads  which  have  been  effected  or  pro- 
posed by  the  various  carriers.  In  the  period  1920-40, 
applications  involving  approximately  94,000  miles  of 
railroad  came  before  the  Interstate  Commerce  Com- 
mission for  authorization  of  the  acquisition  of  control 
of  one  carrier  by  another.  But  few,  if  any,  outright  or 
technical  consolidations  which  involved  previously 
independent  roads  and  which  can  be  regarded  as  of 
major  importance  occurred  from  the  time  of  the  Nickel 
Plate  unification  "  in  192-3  until  the  Gulf.  Mobile,  and 
Ohio  was  created  in  1940  by  the  merger  of  the  Mobile 
and  Ohio  and  the  Gulf,  Mobile,  and  Northern.^"  This 
is  aside  from  the  merger  of  properties  which  previously 
had  been  affiliated  in  some  kind  of  system  relationship 
through  looser  types  of  combination,  as  with  the  New 
York  Central  and  Southern  Pacific  svstems.'"     Pur- 


^*  This  consolidation  was  effected  under  State  laws  and  regulatory 
commissions,  and  was  approved  by  a  majority  of  the  Interstate  Com- 
merce Commission  under  sees.  1  (18)  and  20a.  See  Operation  of  Lines 
and  Issue  of  Capital  Stock  by  the  New  York,  Chicago  and  St.  Louis 
Railroad  Company.  79  I.  C.  C.  5S1. 

i»  Gulf,  Mobile  and  Northern  and  Mobile  and  Ohio  Merger,  236  I.  C.  C. 
61  (1939).  The  merger  of  the  Louisiana,  Arkansas  &  Texas  into  the 
Louisiana  &  Arkansas  Railway  Company  was  approved  in  230  I.  C.  C.  181 
(1938). 

**  With  the  approval  of  the  Interstate  Commerce  Commission,  eight 
controlled  and  operated  companies  were  merged  on  June  30,  1938,  into 
The  Cleveland,  Cincinnati,  Chicago  and  St.  Louis  Railway  Company.  The 
latter  company  is  a  lessor  in  the  New  York  Central  system.  (See  228 
I.  C.  C.  240.)  Effective  June  30,  1931,  14  Southern  Pacific  system  sub- 
sidiary companies  operating  in  Texas  and  Louisiana  were  consolidated 
into  the  Texas  and  New  Orleans  Railroad  Company,  which  is  controlled 
by  the  Southern  Pacific  Company.  (See  199  I.  C.  C.  47.)  In  certain 
other  instances,  notably  of  the  Missouri  Pacific  and  the  Rock  Island, 
proposed  system  unifications  have  not  been  consummated,  apparently 
because  of  unwillingness  of  the  carriers  to  accept  conditions  stipulated 
414487—42 12 


chases  of  stock  and  leases  or  both  have  been  much  more 
common  among  the  railroads,  with  varying  results  as 
to  the  degree  of  actual  unification  and  of  operating 
relationship  accomplished  thereby.^'  Other  important 
interrailroad  affiliations  were  established  prior  to  1933, 
without  the  approval  of  the  Interstate  Commerce  Com- 
mission, principally  through  the  medium  of  unregu- 
lated holding  companies. 

In  support  of  certain  of  the  applications  made 
to  the  Interstate  Commerce  Commission,  the  carriers 
have  offered  estimates  of  the  economies  in  operation 
which  were  expected  to  result  from  the  unifications 
proposed.  A  recent  study  of  these  cases  disclosed  a 
rather  wide  variation  in  the  ratio  of  estimated  econ- 
omies to  the  total  expenses  of  the  roads  involved.  On 
the  whole,  the  anticipated  reduction  of  expenses  was 
rather  small.  A  selected  gi'oup  of  apijlications  to 
combine  carriers  of  approximately  equal  size  showed 
average  estimated  savings  amounting  to  4.89  percent 
of  the  operating  expenses  for  1937.''*  Applying  this 
percentage  to  the  carriers  as  a  whole,  a  saving  of  4.89 
percent  of  the  operating  expenses  for  1937  of  all 
classes  of  steam  railroads  would  have  been  about 
$158,000,000.  This  figure  is  considerably  lower  then 
the  estimates  which  have  been  made  by  various  persons 
of  the  economies  which  would  result  from  the.  consoli- 
dation of  the  railroads  according  to  some  comprehen- 
sive plan. 

Although  it  is  significant  that  the  carriers  have  found 
it  possible  to  assert,  frequently  in  specific  terms  and  in 
considerable  detail,  that  substantial  economies  may  be 
expected  to  result  from  the  unification  of  railroad 
properties  and  operations,  these  estimates  are  of  very 
limited  value  as  a  basis  for  general  conclusions  either 
as  to  the  optimum  size  of  railroad  systems  or  as  to  the 
aggregate  savings  which  might  be  realized  from  a 
complete  program  of  railroad  consolidation. 

These  carrier  estimates  have  been  made  at  different 
times,  by  various  persons  and  ^^■ith  reference  to  varying 
conditions  as  to  methods  of  operation,  characteristics  of 
traffic,  and  the  physical  layout  of  facilities.  Moreover, 
economy  does  not  appear  to  have  been  the  principal 
aim  of  carriers  in  proposing  unifications.  Even  when 
the  matter  of  economy  has  been  stressed,  it  seems  to 
have  been  primarily  with  the  intent  of  furthering  other 


by  the  Commission.  (See  106  I.  C.  C.  154,  in  re  the  Missouri  Pacific; 
and  193  I.  C.  C.  395,  221  I.  C.  C.  611,  m  re  the  Rock  Island.)  A  pro- 
posed consolidation  of  The  Chicago.  Rock  Island  and  Pacific  Railway, 
the  St.  LouisSan  Francisco  Railway  Company,  and  the  Chicago  and 
Eastern  Illinois  Railway  Company  w.is  rejected  as  impracticable  by  the 
Commission  in  1935.      (See  212  I.  C.  C.  89.) 

I'A  list  of  authorizations  for  acquisition  of  one  carrier  by  another  is 
contained  in  appendix  F  of  the  Annual  Reports  of  the  Interstate  Com- 
merce Commission. 

"  Behling,  B.  N.,  Railroai  Coordination  and  Consolidation — ^A  Revieio 
of  Estimated  Economies.  Prepared  in  the  Bureau  of  Statistics,  Inter- 
state Commerce  Commission.  Statement,  No.  4023,  pp.  165  f. 
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objectives,  such  as  accessibility  to  traffic,  the  preserva- 
tion or  establishment  of  advantageous  routes  and  inter- 
change arrangements,  and  the  acquisition  of  lines  that 
would  contribute  in  one  way  or  another  to  the  financial 
strength  of  the  applicants.  This  has  meant,  naturally, 
that  savings  have  been  measured  rather  narrowly,  with 
consideration  for  the  interests  of  the  applicants  and 
without  particular  regard  to  how  other  carriers  or  the 
rail  transportation  system  as  a  whole  might  be  affected. 
Another  consequence  of  the  fact  that  economy  claims 
have  been  offered  as  an  auxiliary  and  comparatively  in- 
cidental argument  is  that  the  various  estimates  may  not 
cover  all  of  the  opportunities  for  economy.  In  fact, 
some  of  these  estimates  have  been  accompanied  by 
statements  to  the  effect  that  only  certain  types  of  sav- 
ings were  included,  and  other  possible  economies  have 
been  given  only  general  mention. 

Even  aside  from  limitations  of  the  kind  described 
above,  no  certain  conclusions  can  be  drawn  from  the 
fact  that  the  estimated  reductions  of  operating 
exjjenses  submitted  by  carriers  in  their  applications  for 
unifications  are  smaller  on  the  average  than  the  econ- 
omy figures  suggested  by  those  who  favor  sweeping 
plans  for  the  rationalization  of  the  railroad  system. 
Wliether  this  means  that  the  can-iers'  estimates  are 
too  low  or  that  the  savings  claimed  for  comprehensive 
consolidation  ai'e  exaggerated  is  not  revealed  by  such 
comparisons.  It  is  reasonable  to  suppose  that  any 
series  of  unifications  limited  to  two  or  three  roads 
would  give  different  results  as  to  savings  than  would 
a  systematic  and  much  more  comprehensive  consolida- 
tion of  all  carriers  according  to  some  regional  plan  or 
into  a  single  national  system.  The  opportunities  for 
economy  in  facilities,  in  organization,  and  in  opera- 
tions would  be  greater  in  the  latter  cases,  and  the  actual 
net  savings  should  be  larger  also  unless  inefficiencies  of 
enlarged  gystems  should  be  so  serious  as  to  appreciably 
increase  costs. 

It  has  been  noted  previously  that  the  Federal  Co- 
ordinator of  Transportation  and  his  staff,  as  required 
by  the  Emergency  Railroad  Transportation  Act  of 
1933,  in  the  period  1933-36  conducted  numerous  and 
detailed  investigations  of  "unnecessaiy  duplication  of 
facilities  of  whatever  nature"'  and  of  "other  wastes  and 
preventable  expense"  in  railroad  operation ; "  made 
suggestions  for  their  elimination ;  and  in  some  instances 
estimated  the  savings  which  might  be  effected  if  the 
recommendations  were  adopted. 

The  studies  covered  the  coordination  of  railroad 
operations  with  those  of  other  types  of  transportation, 
particularly  by  highway,  as  well  as  opportunities  for 
cooperation  among  the  rail  carriers.     Among  the  many 


possibilities  for  economy  which  were  explored  were 
included  the  unified  operation  of  terminal  facilities; 
the  pooling  of  freight  cars ;  the  unified  handling  of  mer- 
chandise traffic,  including  less-than-carload  freight, 
freight-forwarder  operations,  and  express ;  the  modern- 
ization and  joint  use  of  repair  facilities;  various  other 
possibilities  for  the  pooling  of  freight  and  of  passenger 
traffic  and  for  joint  action  and  use  of  facilities;  the 
use  of  freight  containers  interchangeable  among  rail- 
roads and  with  highway  operators;  cooperation  in 
research,  in  the  disposition  of  scrap,  and  in  the  stand- 
ardization, purchase,  and  handling  of  materials  and 
supplies;  and  improvements  in  and  centralization  of 
interline  accounting  and  settlements  and  of  fiscal  work. 

In  certain  of  these  studies  the  reconamendations  were 
accompanied  by  appraisals  of  the  amounts  that  might 
be  saved  annually.  It  was  concluded,  for  example,  that 
$100,000,000  a  year  might  be  saved  from  the  pooling  of 
freight  cars ; "°  at  least  $50,000,000  by  the  unification 
of  freight  terminal  facilities ;  -"■  $100,000,000  from  the 
integration  of  merchandise  ti'affic;"-  and  $100,000,000 
or  more  by  various  changes  in  passenger  service.^'  In 
addition  to  those  mentioned  here,  several  other  esti- 
mates of  potential  economies  from  coordinaion  were 
submitted  by  the  Coordinator.^*  All  of  these  estimates 
were  offered  only  as  tentative  judgments  of  what  the 
Coordinator  and  his  aides  concluded,  on  the  basis  of 
data  assembled  and  analyzed  by  them,  the  reasonable 
potentialities  to  be.  The  specific  amounts  were  not  re- 
garded as  final  judgments,  however,  and  strict  accuracy 
of  the  figures  was  not  claimed.  The  estimates  were 
based  for  the  most  part  on  data  pertaining  to  opera- 
tions in  1932  and  1933,  both  subnormal  years. 

For  still  other  coordination  proposals,  no  specific 
estimates  of  the  probable  savings  were  submitted.  ^^ 
Hence,  no  figure  representing  the  aggregate  economies 


'•  Emergenc.v  Railroad  Tr.Tnspoit.ntion  Act.  19.33.  title  I,  section  4. 


"I  Federal  Coordinator  of  Transportation,  Report  on  Freight  Car 
Pooling,  19.34,  pp.  3,  35. 

''  Federal  Coordinator  of  Transportation,  Second  Report  on  Economv 
Posibilitie-i  of  Regional  Coordination  Projects,  1935,  p.  2. 

"  Federal  Coordinator  of  Transportation,  Merchandise  Traffic  Report, 
3934,  pp.  1,  316. 

^  Federal  Coordinator  of  Transportation,  Passenger  Traffic  Report, 
1935,  pp.  59,  82-87. 

^  Because  of  its  magnitude,  one  other  estimate  of  the  Federal  Coordi- 
nator and  his  staff  should  be  noted.  It  was  found  that  a  thnrouijh 
modernization,  relocation  in  accordance  with  existing  needs,  and  sub- 
sequent .ioint  use  of  major  facilities  for  repair,  accompanied  by  greater 
standardization  of  equipment,  might  eventually  yield  savings  of  as  much 
as  $306,000,000  per  annum.  Because  of  the  scope  of  the  changes  re- 
quired, such  a  large  saving  was  not_  regarded  as  attainable  except  over  a 
considerable  period,  but  was  considered  to  be  a  long-range  objective. 
Report  on  Consolidati07i  or  Joint  Vse  of  Railroad  Major  Shops  and 
Modernization  of  Repair  Shop  Facilities,  1936,  pp.  5.3-55. 

^  Since  all  such  estimates  are  inevitably  questionable,  the  several 
early  estimates  submitted  by  the  Federal  Coordinator's  staff  became  the 
center  of  attention  and  criticism.  Realizing  that  consideration  of  the 
fundamental  issues  involved  in  the  proposals  was  more  important  than 
fruitless  debate  as  to  the  exact  amount  of  potential  economies,  Mr. 
Eastman  instructed  his  staff  to  discontinue  the  making  of  comprehensive 
estimates. 
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anticipated  from  the  adoption  of  all  the  suggested  co- 
ordinations was  presented  by  the  Federal  Coordinator. 
But  his  findings  and  recommendations  indicate  that  the 
potential  over-all  savings  from  coordination  in  the 
various  possible  directions  probably  compare  favorably 
with  the  savings  anticipated  by  those  who  have  advo- 
cated the  consolidation  of  the  railroads  according  to 
some  comprehensive  plan.  In  fact,  a  single  unified 
system  would  be  the  only  type  of  consolidation  which 
would  make  directly  available  all  opportunities  for  the 
coordination  of  railroad  facilities  and  operations.  It 
may  be  that  a  combination  of  consolidation  and  co- 
ordination would  give  the  best  results,  with  respect  to 
economy  as  well  as  other  considerations.  -°  There  has 
been  no  appreciable  actual  testing  of  the  practicability 
of  the  Coordinator's  proposals  or  of  the  economies 
anticipated  therefrom,  since  his  recommendations  have 
not  been  adopted  on  any  consequential  scale,  for  the 
reasons  noted  below. 

Obstacles  and  Objections  to  Consolidation 
and  Coordination 

Among  the  objections  raised  by  those  who  are  not 
convinced  of  the  desirability,  as  a  matter  of  principle 
and  fundamental  policy,  of  a  far-reaching  program  for 
the  consolidation  and  coordination  of  the  railroads  is 
that  the  weakening  of  railroad  competition  would  tend 
to  breed  inertia.  It  is  suggested  also  that  greater 
concentration  of  power  over  the  railroads  resulting 
from  consolidations  into  a  few  great  sj'stems  might 
have  undesirable  results,  while  on  the  other  hand  com- 
petitive railroads  as  now  constituted  cannot,  because  of 
their  competitive  relationships,  be  expected  to  submerge 


••  Commissioners  Splawn,  Eastman,  and  Mahaffle  leaned  toward  this 
conclusion  in  their  recommendations  to  the  President,  as  reported  in 
Immediate  Relief  for  the  Railroads,  House  Doc.  No.  583,  75th  Cong., 
3d  Bess.,  193S,  p.  37.     Their  statement  bciring  on  this  point  was  : 

"It  is,  we  thinlf,  very  generally  agreed  that  there  is  a  large  amount 
of  ^Yaste  in  the  railroad  industry  of  the  character  above  described. 
There  are  those,  however,  both  in  and  out  of  the  industry,  who  do  not 
believe  that  it  is  practicable  to  eliminate  this  waste  by  coordinations 
under  present  conditions.  The  number  of  independent  managements  is, 
they  feel,  too  large  tor  effective  negotiations  and  agreements.  They 
would  accomplish  the  objectives,  therefore,  primarily  by  consolidations, 
to  be  followed  by  coordinations  after  the  number  of  separate  companies 
has  been  reduced. 

"Theoretically,  the  maximum  opportunity  for  eliminating  the  present 
waste  would  be  created  by  unification  of  all  railroads  into  a  single  sys- 
tem ;  and  the  next  best  opportunity,  by  combining  them  into  a  very  few 
systems,  rractically,  the  ditiiculties  of  unification  into  a  single  system 
would  be  very  great.  It  could  only  be  accomplished  by  a  use  of  the 
power  of  eminent  domain  on  a  huge  scale,  and  would  require  much  the 
Biime  legal  procedure  as  Government  acquisition  of  the  properties.  The 
effective  and  etticient  administration  of  such  a  system  would  require  a 
new  and  wholly  untried  plan  of  organization.  Public  opinion  would  not, 
/  we  believe,  support  such  a  system.  Much  of  the  same  difficulties  and 
objections  would  attach  to  the  creation  of  a  few  great  systems,  and  in 
addition  sucli  a  plan  would  preserve  railroad  competition  at  certain 
centers  of  population  but  eliminate  it  at  many  others.  There  is  well- 
founded  opinion  to  the  effect  that  smaller  railroad  companies  permit  of 
more  intensive  and  efficient  management.  We  Incline  to  the  belief  that 
the  best  practicable  results  can  be  secured  by  a  limited  amount  of  con- 
solidation, coupled  with  broad  development  of  cooperative  coordination." 


their  conflicting  interests  on  many  fronts  in  agreements 
for  cooperative  coordination.  There  is  also  the  belief 
that  the  potential  net  economies  have  been  exaggerated, 
a  contention  which  is  difficult  to  refute  conclusively 
inasmuch  as  the  magnitude  of  savings  cannot  be  pre- 
dicted with  certainty.  Those  who  hold  these  views 
naturally  favor  gradual  change  rather  than  a  sweeping 
program  or  master  plan  for  the  reorganization  of  rail- 
road facilities  and  operating  methods. 

In  addition,  opposition  by  various  groups  who  fear 
the  consequences  of  a  broad  program  of  railroad  ration- 
alization with  respect  to  their  own  welfare  constitute 
a  formidable  barrier  to  unification.  Neither  railroad 
managements  nor  workers  have  shown  much  enthusi- 
asm for  a  drastic  reorganization  of  railroad  facilities 
and  operating  practices.  The  executives  are  influenced 
largely  by  regard  for  their  I'espective  companies  and 
seemingly  for  their  own  positions  in  them,  an  attitude 
which  is  not  unnatural  but  which  does  not  make  for  an 
atmosphere  of  cooperation  and  compromise  or  for  a 
broad  view  of  the  possibilities  for  improving  the  rail- 
road system  of  the  Nation.  Railway  employees  are 
disturbed  by  the  belief  that  whatever  savings  might  be 
achieved  would  be  largely  through  a  reduction  of  em- 
ployment opportunities.  Spokesmen  for  labor  also 
have  expres.sed  doubts  that  the  economies  would  be  very 
great.  As  to  the  latter  question,  it  may  be  pointed  out 
that  should  savings  prove  to  be  disappointing,  the  dis- 
placement of  workers  would  also  be  correspondingly 
limited,  if  the  widely  held  opinion  is  correct  that  the 
largest  part  of  the  savings  would  result  from  economy 
of  labor.  Moreover,  the  fear  that  employment  would 
be  diminished  fails  to  take  account  of  the  objective  of 
railroad  consolidation  and  coordination,  as  pointed  out 
by  Commissioners  Splawn,  Eastman,  and  Mahaffie  in 
their  report  to  the  President  in  March  1938 : 

With  respect  to  tlie  argument  tliat  consolidation  and  coordi- 
nation would  add  to  unemployment,  we  believe  that  the  situation 
and  the  choice  are  not  so  simple  as  this  argument  would 
suggest.  If  all  means  are  used  to  decrease  the  cost  of  railroad 
operations,  the  chances  for  a  railroad  service  that  will  thrive 
and  grow  and  be  capable  of  adding  to  employment  will  be 
vastly  improved.  Under  conditions  as  they  now  exist,  the 
prospects  point  to  the  continuation  of  a  shrinking  railroad 
service.  Consolidation  and  coordination  will,  therefore,  pave 
the  way  to  better  rather  than  worse  unemployment  conditions, 
and  the  1936  agreement  will  afford  a  protection  against  hard- 
ships from  the  process  of  change  such  as  labor  enjoys  in  no 
other  industry  and  such  as  the  Government  does  not  even 
extend  to  its  own  employees    *     *     *."' 

It  was  with  the  intention  to  safeguard  the  interests 
of  railroad  workers  that  section  7b  of  the  Emergency 
Railroad  Transportation  Act  of  1933  provided  that  the 


^Immediate  Relief  for  the  Railroads,  H.  Doc.  583.  75th  Cong.,  3d  sess., 
1938,  p.  38. 
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number  of  employees  in  the  service  of  a  carrier  might 
not  be  reduced  below  a  specified  number  and  that  no 
employee  might  be  deprived  of  employment  or  be  put 
in  a  worse  position  with  respect  to  compensation  as  a 
result  of  coordination.^'  Later,  the  so-called  Washing- 
ton agreement  of  1936  between  rail  managements  and 
labor  organizations  provided  for  dismissal  compensa- 
tion to  workers  displaced  by  reason  of  unification  proj- 
ects. With  similar  intent,  the  Transportation  Act  of 
1940  affords  jirotection  to  workers  who  might  be  ad- 
A-ersely  affected  by  railroad  unifications.-" 

Under  the  most  favorable  circumstances,  there  likely 
would  be  some  displacement  of  particular  workers  as 
a  result  of  consolidations  and  coordinations,  even 
though  total  employment  opportunities  ultimately 
might  increase  with  subsequent  improvement  in  the  po- 
sition of  the  railroads.  For  this  reason,  it  has  been 
felt  that  the  railroads  should  at  least  pay  reasonable 
dismissal  compensation  to  such  victims.  Whatever 
position  is  taken  as  to  the  economic  merits  of  or  the 
moral  obligation  to  pay  dismissal  compensation  to  dis- 
placed workers  generally,  a  realistic  view  of  the  rail- 
road situation  probably  must  recognize  the  practical 
necessity  of  such  payments  if  railroad  coordinations 
and  consolidations  which  are  considered  to  be  in  the 
public  interest  are  to  be  accomplished.^"     Since  such 


^  Section  7b  of  the  act  of  1933  reads  as  follows  :  "The  number  of 
emplcTees  in  the  service  of  a  carrier  shall  not  be  reduced  by  reason  of 
any  action  taken  pursuant  to  the  authority  of  this  title  below  the  num- 
ber as  shown  by  the  pay  rolls  of  employees  in  service  during  the  month 
of  May  1933,  after  deducting  the  number  who  have  been  removed  from 
the  pay  rolls  after  the  effective  date  of  this  act  by  reason  of  death,  normal 
retirements,  or  resignation,  but  not  more  in  any  1  year  than  5  per  centum 
of  said  number  in  service  during  May  1933 ;  nor  shall  any  employee  in 
such  service  be  deprived  of  employment  such  as  he  had  during  said 
month  of  May  or  be  in  a  worse  position  with  respect  to  his  compensation 
for  such  employment,  by  reason  of  any  action  taken  pursuant  to  the 
authority  conferred  by  this  title." 

''Section  5  (2)  (f),  as  amended,  reads:  "As  a  condition  of  its  ap- 
proval, under  this  paragraph  (2),  of  any  transaction  involving  a  carrier 
or  carriers  by  railroad  subject  to  the  provisions  of  this  part,  the  Com- 
mission shall  require  a  fair  and  equitable  arranc:ement  to  protect  the 
interests  of  the  railroad  employees  affected.  In  its  order  of  approval 
the  Commission  shall  include  terms  and  conditions  providing  that  during 
the  period  of  4  years  from  the  effecti%'e  date  of  such  order  such  transac- 
tions will  not  result  in  employees  of  the  carrier  or  carriers  by  railroad 
affected  by  such  order  being  in  a  worse  position  with  respect  to  their 
employment,  except  that  the  protection  afforded  to  any  employee  pursuant 
to  this  sentence  shall  not  be  required  to  continue  for  a  longer  period, 
following  the  effective  date  of  such  order,  than  the  period  during  which 
such  employee  was  in  the  employ  of  such  carrier  or  carriers  prior  to  the 
effective  date  of  such  order.  Notwithstanding  any  other  provisions  of 
this  act,  an  agreement  pertaining  to  the  protection  of  the  interests  of 
said  employees  may  hereafter  be  entered  into  by  any  carrier  or  carriers 
by  railroad  and  the  duly  authorized  representative  or  representatives  of 
its  or  their  employees." 

•°  In  a  decision  rendered  on  December  4,  1939,  the  Supreme  Court  of 
the  United  States  upheld  the  power  of  the  Interstate  Commerce  Com- 
mission, as  a  matter  of  public  interest  and  in  furtherance  of  a  national 
policy  of  railroad  consolidation,  to  prescribe  reasonable  protection  and 
dismissal  compensation  to  employees  displaced  or  transferred  because  of 
railroad  unifications,  as  a  condition  to  its  approval  of  such  transactions. 
The  Court  noted  that  in  the  instant  case,  involving  the  lease  of  the 
properties  of  the  Chicago,  Rock  Island  &  Gulf  Company  to  the  Chicago, 
Rock  Island  &  Pacific  Railway  Company,  "the  maximum  cost  of  com- 
pliance with  the  conditions,  it  was  found,  would  be  $290,000  spread  over 


payments  would  be  a  declining  and  temporary  burden, 
dismissal  compensation  might  properly  be  regarded  as 
a  revenue-saving  outlay  assumed  in  the  initial  stages 
in  order  to  gain  expected  later  savings. 

The  first  unification  case  to  come  before  the  Inter- 
state Commerce  Commission  since  the  passage  of  the 
Transportation  Act  of  1940  indicates  that  section  5  (2) 
(f),  the  so-called  Harrington  amendment,  may  become 
an  important  deterrent  to  railroad  unifications  intended 
to  achieve  economies.  On  July  31,  1940,  Division  4 
approved  a  proposed  lease  by  the  Colorado  and  South- 
ern Railway  Company  of  the  properties  owned  and 
operated  by  the  Fort  Worth  and  Denver  City  Railway 
Company  and  the  Wichita  Valley  Railway  Company .^^ 
The  latter  roads  now  are  conti'oUed  by  the  Colorado 
and  Southern  through  stock  ownership,  and  all  are  in- 
cluded in  the  Burlington  System.  Subsequent  to 
further  hearing  and  reargument  before  the  entire  Com- 
mission, which  followed  the  enactment  of  the  1940  act, 
the  application  of  the  Colorado  and  Southern  was 
denied  on  June  9,  1941.^-  The  decision  of  the  majority 
stressed  the  uncertainty  of  the  estimated  savings  ^^  and 
their  insignificance  during  the  first  4  years  because  of 
the  protection  to  labor  required  by  the  aforementioned 
Harrington  amendment.^^  It  was  further  stated  that 
"we  are  now  specifically  required  to  give  consideration 
to  the  interest  of  such  employees  in  determining 
whether  the  transaction  is  consistent  with  the  public 
interest.  Under  the  proposed  lease  the  future  of  any 
individual  employee  of  lessor  would  be  uncertain."  Re- 
ferring in  a  dissenting  expression  to  the  readjustments 
imposed  on  railroad  labor  in  the  event  of  displacement. 
Chairman  Eastman,  joined  by  Commissioners  Mahaffie 
and  Miller,  said :  "Assuming  for  the  moment  that  these 
statements  (of  the  majority)  are  correct,  it  is  clear  that 
they  would  be  equally  true  of  any  unification  involv- 
ing labor  economies.  Therefore,  if  they  are  sound 
reasons  for  disapproving  the  transaction  here  proposed, 
they  would  be  an  equally  sound  reason  for  disapproving 


a  period  of  five  years,  during  which  the  savings  effected  by  the  lease 
would  be  not  less  than  $500,000."  The  United  States  of  America  and 
the  Interstate  Commerce  Commission  v.  Lowden^  et  al.,  308  U.  S.  225. 

°'  Fort  Worth  and  Denver  City  Railway  Company  et  al.,  Lease,  Etc., 
240  I.  C.  C.  637. 

3=247  1.  C.  C.  119. 

^The  applicant  estimated  the  savings  at  $307,942,  but  some  of  the 
items  were  questioned, 

^  Commissioner  Aitchison,  who  had  approved  the  lease  in  the  Division 
report,  voted  with  the  majority  in  the  later  decision  of  the  full  Com- 
mission, and  said  :  "It  seems  to  me  that  under  the  law  as  it  now  stands, 
before  we  can  find  consistency  with  the  public  interest,  based  upon  saving 
in  cost  of  operation,  we  must  have  a  clear  case  either  of  realizable 
economies  not  affected  by  the  Harrington  amendment,  or  of  economies 
of  such  amount  and  importance  that,  having  regard  for  the  interest  of 
the  carrier  employees  affected,  the  transaction  should  be  carried  out 
despite  the  delay  in  full  realization  which  the  Harrington  amendment 
makes  necessary.  This  is  not  a  strong,  clear  case,  and  the  economies 
indicated  are  not  so  material  and  certain  that  they  warrant  the  findings 
now  required  by  section  5  (2)  of  the  amended  act,  I  therefore  now  vote 
to  deny  the  application," 
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any  unification  which  contemplated  the  'avoidance  of 
waste'  which  the  Supreme  Court  termed  a  'primary 
aim'  of  the  railroad  policy  of  Congress  as  it  then 
existed."     Continuing,  he  observed : 

It  is  true  that  the  provisions  of  section  5  with  respect  to 
unifications  have  since  been  amended  liy  the  Transportation 
Act  of  1940,  but  under  tlie  amended  section  the  test  of  any 
such  transaction  remains  the  general  public  interest,  upon  whicli 
the  Supi-eme  Court  predicated  its  decision.  In  considering  the 
public  interest,  we  are  directed  by  paragraph  (2)  (c)  to  con- 
sider, among  other  things,  the  "interest  of  the  carrier  em- 
ployees affected,"  but  in  paragraph  (2)  (f)  the  terms  of  a 
"fair  and  equitable  arrangement  to  protect  the  interests  of 
the  railroad  employees  affected"  are  specified.  Obviously  if, 
with  respect  to  railroad  employees,  such  an  arrangement  is 
made  a  condition  of  our  approval  of  a  proposed  transaction, 
the  intent  of  Congress  is  satisfied.  Congress  clearly  did  not 
intend  to  preclude  such  a  transaction  on  the  broad  ground  that 
under  it  the  "future  of  any  individual  employee  *  *  * 
would  be  uncertain." 

Representatives  of  both  railroad  executives  and 
workers  have  regarded  consolidation  more  favorably 
than  coordination.  Their  viewpoint  is  effectively  sum- 
marized as  follows  in  the  report  made  to  President 
Roosevelt  by  the  so-called  Committee  of  Six: 

Such  investigations  as  have  been  made  disclose  some  pos- 
sibilities of  operating  economies  through  particular  coordina- 
tions, but  the  practical  aspects  of  the  problem  presented  in  most 
cases  have  offered  obstacles  of  such  magnitude  as  to  make  the 
projects  infeasible. 

The  fundamental  difficulty  in  connection  with  most  coordi- 
nation projects  that  have  been  suggested  is  that  they  would 
involve  virtual  consolidation  of  facilities  or  equipment  of  com- 
peting carriers  while  leaving  the  owners  thereof  still  in  com- 
petition, or  involve  consolidations  of  highly  competitive  traffic 
without  eliminating  the  reasons  for  competition.  It  is  easy 
to  understand  the  resistance  of  a  railroad  to  a  project  which 
involves  giving  up  to  one  or  more  of  its  competitors  the  use 
of  terminals  or  other  facilities  which  it  has  acquired  and  de- 
veloped through  pioneer  elfort,  foi*esight,  initiative,  and  the 
expenditure  of  vast  sums  of  money  and  the  continued  exclusive 
use  of  which  it  regards  as  essential  to  its  future  well  being. 
We  know  of  no  method  by  which  a  railroad  could  be  properly 
compensated  for  a  surrender  of  its  position  in  such  a  case. 

Consolidation,  on  the  other  hand,  need  mean  no  (such) 
surrender  *  *  *^  but  contemplates  a  blending  of  the  separate 
units  into  the  consolidated  company  on  an  equitable  basis  whicli 
gives  full  and  proper  recognition  to  all  attributes  and 
contributions  of  each. 

Furthermore,  the  coordination  of  railway  terminals  requires 
the  organization  of  joint  agencies  or  new  corporate  entities  and 
separate  operating  organizations,  involving  in  many  instances 
the  expenditure  of  large  sums  for  physical  improvements  with 
resulting  increase  in  fixed  charges.  Additional  expenses  inher- 
ent in  tliese  separate  terminal  organizations  operate  to  offset 
or  absorb  apparent  economies.  The  expeditious  movement  of 
traffic  is  obstructed  by  the  division  of  supervision  and  author- 
ity consequently  created,  with  resulting  increase  in  expenses. 
Also  effective  competition  by  a  railroad  with  other  modes  of 


transportation  is  to  a  large  extent  dependent  on  service,  and 
much  of  the  advantage  of  the  railroad  in  this  connection  lies 
in  its  ability  to  handle  its  own  traffic  through  terminals. 

While  there  have  been  suggestions  of  economies  in  operation 
through  the  pooling  of  traffic,  the  resulting  adverse  effect  on 
communities  that  would  be  deprived  of  adequate  transporta- 
tion service  and  the  substantial  elimination  of  competition  and 
service  reduce  to  a  great  extent  the  possibilities  in  this 
direction. 

*  *  *  Coordination  and  pooling  constitute  a  field  clearly 
belonging  to  railway  management  and  should  not  be  made  a 
governmental  function.  To  the  extent  that  improvements  in 
service  and  economies  of  operation  can  be  obtained  through 
unification  of  operations  it  sliould  wherever  possible  be 
accomplished   through   consolidation     «     *     * 

None  of  these  projects  should  be  undertaken  without  a  clear 
demonstration  of  real  economic  advantage  and  a  full  considera- 
tion of  the  rights  and  interests  and  fair  and  equitable 
protection  of  the  employees.^^ 

Because  of  anticipated  results  unfavorable  to  them, 
other  groups  also  object  to  far-reaching  proposals  for 
railroad  unification.  Some  communities  protest  the 
threatened  elimination  of  competitive  rail  service  or 
the  removal  of  yards,  shops,  offices,  and  the  like,  not- 
withstanding that  many  of  these  same  communities  in 
recent  years  have  felt  the  consequences  of  a  decline  in 
railroad  traffic,  revenues,  and  expenditures  as  well  as 
the  curtailment  of  rail  service  because  of  traffic  diverr 
sions  to  competing  forms  of  transportation,  a  trend 
which  might  be  more  effectively  resisted  with  improved 
and  more  economical  organization  of  railroad  facilities. 
Some  shippers  also  are  unwilling  to  be  deprived  of 
what  they  believe  to  be  the  advantages  of  competitive 
rail  service.  Taxing  jurisdictions  foresee  the  reduc- 
tion of  tax  revenues  if  certain  facilities  should  be  aban- 
doned or  reduced  in  importance  and  value  as  a  result 
of  consolidation  or  coordination,  although  railroad  uni- 
fications in  many  cases,  especially  in  the  larger  com- 
munities, would  release  valuable  real  estate  for  other 
tiseful  purposes.  The  reluctance  of  security  holders  to 
accept  changes  in  their  status  which  might  result  from 
unification,  joint  use,  and  possible  abandonment  of 
railroad  properties  constitutes  another  obstacle.  It  has 
also  been  suggested  that  tuiification  projects  should  be 
deferred  until  the  traffic,  revenues,  and  financial  condi- 
tion of  the  carriers  improve,  when,  it  is  thought, 
changes  could  be  effected  with  less  disturbance  and 
hardship. 

Whether  these  views  as  described  are  regarded  as 


^  Report  of  Committee  appointed  September  20,  193S,  by  the  Presi- 
dent of  the  United  States  to  submit  recommendations  upon  the  general' 
transportation  situation,  December  23,  193S,  p.  29.  M.  W.  Clement, 
Carl  R.  Gray,  and  E.  E.  Norris  represented  the  railroad  executives  ott 
this  Committee,  and  the  representatives  of  labor  were  G.  M.  Harrison, 
B.  M.  Jewell,  and  D.  B.  Robertson. 

For  an  expression  similar  to  the  one  quoted  above,  see  the  testimony 
of  G.  M.  Harrison.  Cliairman.  Railway  Lal)or  Executives  Association  at 
the  hearin^R  on  the  Omnibus  Transportation  Bill,  II.  R.  2531,  76th  Cong., 
1st  sess..  1939,  pt.  2,  pp.  212-216. 
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short-sighted  or  not,  it  is  at  least  evident  that  they  are 
very  real  obstacles  to  large-scale  unifications  of  rail- 
roads and  to  their  cooperation  in  effecting  arrangements 
for  coordination.  Some  of  the  objections  illustrate 
the  prevalent  tendency  of  individuals  and  groups  to  be 
concerned  primarily  with  the  immediate  consequences 
of  events  and  policies  and  to  overlook  or  underestimate 
the  probable  results  over  the  longer  term.  The  accept- 
ance of  short-term  burdens  in  favor  of  greater  but 
more  remote  gains  is  seldom  an  easy  choice,  especially  if 
there  are  doubts  as  to  whether  the  gains  will  ultimately 
be  realized.  The  difficulties  in  this  respect  are  in- 
creased by  the  fact  that  the  present  hardships  and  the 
possible  future  benefits,  as  in  the  case  of  all  economic 
change,  would  not  be  divided  equally  among  indi- 
viduals and  groups.  Nevertheless,  the  failure  of  a  rail- 
road system,  faced  with  strong  competitive  pressure, 
to  promote  the  most  economical  and  efficient  organiza- 
tion that  is  practicable,  because  of  an  unwillingness  to 
bear  the  unavoidable  sacrifices  entailed,  may  result  in 
further  curtailment  of  rail  traffic,  earnings,  and  em- 
ployment. Referring  to  this  in  its  53d  Annual  Report 
to  Congress  dated  November  1,  1939  (p.  15),  the  Inter- 
state Commerce  Commission  said : 

In  dealing  with  the  trauspoitatioii  problem  une  objective,  so 
far  as  the  Goveriiiiient  is  concerued,  must  surely  be  to  achieve 
for  the  country  the  most  efficient  and  economical  system  of 
transportation.  lu  the  end,  also,  we  believe  that  the  pursuit 
of  that  objective  will  do  most  to  protect  the  interests  of  those 
who  have  carrier  investments,  for  reasons  which  were  thus 
stated  in  our  last  annual  report : 

"They  make  a  serious  mistake  who  regard  the  elimination  of 
the  wastes  which  are  now  inherent  in  the  present  railroad  set- 
up and  in  the  relations  of  all  the  agencies  of  transportation  as 
a  mere  means  of  cheese-paring  economy  and  depriving  more  men 
of  work.  Transportation  success  can  never  be  the  product 
of  high  rates  and  restricted  service.  As  the  makers  of  low- 
priced  automotive  vehicles  fully  demonstrated,  there  is  no  fixed 
amount  of  transportation  to  be  performed,  but  rather  an  amount 
capable  of  indefinite  expansion,  provided  the  public  can  be 
offered  sufficiently  attractive  service  at  a  price  which  it  is 
able  to  pay.  Consolidation,  coordination,  and  the  better  ad- 
justment of  competitive  conditions  will  reduce  transportation 
•costs,  but  they  can  also  open  the  door  to  the  better  service  and 
lower  prices  which  will  create  new  business  and  employment." 
No  constructive  action  in  connection  with  the  transportation 
problem  is  more  important,  in  our  judgment,  than  such  efforts 
to  reduce  the  great  amount  of  preventable  and  uneconomic 
waste  which  now  exists  in  transportation  and  to  accomplish 
a  sound  integration  of  the  various  modes  of  transportation.  It 
calls,  also,  for  aggressive  leadership  on  the  part  of  the  Gov- 
ernment, as  has  been  proved  by  experience  not  only  in  this 
country  but  in  others  as  well,  and  this  leadership  must  be 
implemented  with  certain  reserve  powers  which  can  be  used, 
under  appropriate  conditions  and  as  occasion  may  require,  to 
bring  recalcitrants  and  stragglers  into  line. 

Consideration  of  the  duplications  and  competitive 
wastes  in  the  existing  organization  and  operation  of 
the  railroads  lends  force  to  the  contention  that  substan- 


tial economies  might  be  realized  by  consolidation  or 
coordination  or  by  a  combination  of  both  methods. 
The  possibility  of  estimating  very  accurately  the  net 
savings,  however,  is  not  good,  particularly  in  view 
of  the  unknown  extent  to  which  the  potential  gross 
savings,  whatever  their  aggregate  amount,  might  be 
reduced  by  inefficiencies  in  the  administration  of  en- 
larged systems  or  by  the  costs  of  instrumentalities 
required  to  implement  agreements  for  cooperative 
coordination  among  competitive  railroad  systems.  This 
uncertainty,  combined  with  the  aforementioned  ob- 
jections of  those  who  are  concerned  with  the  conse- 
quences to  them  of  the  projected  changes,  has  pre- 
vented and  seemingly  will  continue  to  prevent  the 
voluntary  adoption  of  comprehensive  proposals  for 
railroad  unification.  The  fact  is  that  there  has  not 
developed  to  date  public  support  sufficiently  strong, 
or  at  least  well  enough  organized,  to  overcome  the 
various  misgivings  and  objections  that  exist  with  re- 
spect to  consolidation  and  coordination  on  a  major 
scale. 

From  time  to  time,  it  has  been  suggested  by  various 
persons  and  groups  that  legislation  to  compel  unifica- 
tion may  be  necessary,  and  some  have  urged  that  this  be 
done.  Certainly  events  over  the  past  two  decades  and 
more  strongly  indicate  that  some  measure  of  compul- 
sion will  have  to  be  exercised  if  unification  on  a  large 
scale  is  to  be  carried  out.  In  the  absence  of  a  strong 
and  concerted  public  opinion  favorable  to  such  a  course, 
it  is  understandable  that  Congress  has  failed  thus  far 
to  adopt  such  drastic  measures.  In  regard  to  enforced 
consolidation,  the  Committee  of  Six,  previously  re- 
ferred to,  thought  that  the  country  is  not  "ready  for 
any  compulsory  system  of  consolidations.  "Whether 
ultimate  resort  must  be  had  to  the  principle  of  compul- 
sion is  a  question  which  we  think  it  better  to  defer 
until  after  there  has  been  an  opportunity  to  see  what 
can  be  accomplished  if  .the  railroads  are  relieved  from 
these  limitations  and  restrictions."  This  group  of  rail- 
I'oad  executives  and  labor  leaders  also  was  of  the  opin- 
ion that  "the  best  results  will  be  achieved  by  leaving, 
all  initiative  in  the  matter  to  the  railroads  them- 
selves." ^"^  It  was  contemplated  that  the  approval  of 
a  Transportation  Board,  the  creation  of  which  was 
proposed,  should  be  required  for  any  consolidation  to 
be  made  effective.  The  restrictions  mentioned  in  this 
report  referred  especially  to  the  mandate  for  a  com- 
plete plan  of  consolidation,  which  has  since  been  elimi- 
nated by  the  Transportation  Act  of  1940.  It  remains 
to  be  seen  whether  the  removal  of  this  limitation  will 
be  productive  of  results. 


^  Report  of  Committee  appointed  September  20,  1938,  by  the  President 
of  the  United  States  to  submit  recommendations  upon  the  general  trans- 
portation situation,  December  2.S,  1938,  p.  31. 


PART    I— SECTION    V 
RAILWAY    FINANCING,    1890-1940 

By  W.  H.  S.  Stevens* 


The  Collapse  of  Railway  Security 
Values  and  Its  Causes 

Losses  in  Market  Value  of  Railway  Securities 

The  depression  of  the  1930's  dealt  a  severe  blow  to 
large  numbers  of  rail  investors  in  the  United  States. 
Not  only  were  railroad  securities  widely  distributed, 
but  the  10  or  more  billion  dollars  of  railway  bonds 
constituted  the  backbone  of  the  investment  holdings 
of  thousands  of  trust  estates,  investment,  fiduciary, 
educational,  and  eleemosynary  institutions.  Prices  of 
rail  issues,  particularly  stocks,  fell  precipitately,  and 
the  losses,  unrealized  and  realized,  ran  into  the  billions. 
Also,  a  large  number  of  railway  companies  found  them- 
selves unable  to  meet  their  interest  charges  and  fell 
into  the  hands  of  receivers  and  trustees. 

Data  regarding  the  actual  losses  of  investors  in 
American  railways  over  the  last  decade  are  not,  of 
course,  available.  Moreover,  conclusions  regai-ding  the 
total  realized  and  unrealized  losses  resulting  from  de- 
clines in  the  mai-ket  prices  must  be  based  upon  esti- 
mates. If  the  securities  of  United  States  railroads 
listed  on  the  New  York  Stock  Exchange  be  used  as 
an  indicator  of  the  trend  in  prices  of  all  domestic 
railway  securities,^  the  average  market  value  of  bonds 
was  highest  in  1928,  at  $95.97  per  $100  face  value, 
whereas  stocks  reached  their  peak  in  1929  at  $133.71  per 
share,  after  adjusting  all  shares  to  a  $100  par  basis.^ 


•Assistant  Director,  Bureau  of  Statistics,  Interstate  Commerce  Com- 
mission. 

'  Prices  of  U.  S.  railway  Issues  listed  on  the  New  York  Stock  Ex- 
change may  be  considered  as  representative  of  the  prices  of  all  railway 
issues.  On  January  1,  1929,  the  total  par  vaine  of  all  domestic  stocks, 
including  the  book  value  of  four  no  par  stock  issues,  listed  on  the 
Exchange  amounted  to  $7..311, 000,000.  The  face  value  of  all  domestic 
railway  bonds  listed  on  this  date  was  $10,085,000,000.  The  total  par 
value  of  both  stocks  and  bonds  listed  was,  therefore,  $17,396,000,000. 
(Data  obtained  from  flies  of  the  New  York  Stock  Exchange.)  The 
total  par  value  of  securities  outstanding  as  of  December  31,  1928,  for 
all  steam  railways  was  $23,747,000,000.  The  former  figure  is  73 
percent  of  the  latter.  This  ratio  has  declined  somewhat  in  recent 
years. 

'Beginning  with  January  1,  1929,  in  the  case  of  stocks  and  August 
1,  1929,  in  the  case  of  bonds,  the  New  York  Stock  Exchange  has  pub- 
lished the  number  of  shares  and  market  value  of  stocks  and  the  par 
and  market  value  of  bonds  of  United  States  railroads  listed  on  the 
Exchange  on  the  first  day  of  each  month.  The  corresponding  figures 
for  the  first  day  of  each  month  from  January  1,  1928,  to  the  above 
dates  were  obtained  from  the  files  of  the  Exchange.  Using  these 
stock  figures,  a  yearly  average  price  per  share  was  computed  by  dividing 
the  sum  of  the  market  values  of  all  shares  on  the  first  day  of  each 
month  by  the  sum  of  the  number  of  shares  listed  on  the  same  dates. 
The  latter  figures,  as  published,  required  some  adjustments  in  order 
to  express  all  shares  in  terms  of  $100  par  units.  This  was  done  by 
reducing  the  number  of  shares  of  less  than  $100  par  or  no  par, 
contained  in  the  listings,  to  an  equivalent  number  of  shares  of  $100 


The  average  value  of  listed  bonds  declined  to  $92  in 
1929,  but  stocks  made  an  advance  of  more  than  $10 
per  share  over  the  1928  average.  The  net  result  was 
that  the  market  value  of  stocks  and  bonds  combined 
was  higher  in  1929  than  in  1928. 

On  the  basis  of  these  average  prices,  the  market  value 
of  line-haul  railway  stocks  outstanding  in  the  hands  of 
the  public  at  the  end  of  1929  is  estimated  at  $9,645,- 
000,000  and  the  corresponding  bond  values  as  of  the 
same  date  at  $10,629,000,000,  making  a  total  of  $20,- 
274,000,000.-^ 

Also  on  the  basis  of  the  New  York  Stock  Exchange 
prices  on  the  first  day  of  each  month,  the  average  mar- 
ket value  per  share  of  railway  stock,  adjusted  to  $100 
par  value,  touched  bottom  in  1932  at  $28.73,  but  the  low 
for  railroad  bonds  did  not  occur  until  1938  at  $56.52. 
Combining  stocks  and  bonds,  the  lowest  total  market 
value  of  railway  securities  was  reached  in  the  latter 
year.  By  this  method  of  computation  the  market 
value  of  the  securities  of  line-haul  railway  companies 
not  held  by  railways  declined  from  a  peak  of  $20,- 
274,000,000  in  1929  to  a  low  of  $8,657,000,000  in  1938, 
a  drop  of  $11,617,000,000  or  57.3  percent.  If,  however, 
we  assume  that  the  total  volume  of  railway  securities 
outstanding  in  1938  was  the  same  as  in  1929,  the  de- 
cline would  be  from  $20,274,000,000  in  1929  to  $9,243,- 
000,000  or  54.4  percent. 

Table  1  shows  the  estimated  market  values  of  the 
securities  of  line-haul  railway  companies  from  1929  to 
1939  upon  each  of  the  foregoing  bases. 

Investor  Losses  in  Railroad  Reorganizations 

In  terms  of  the  combined  capital  stock  and  funded 
debt  actually  outstanding,  1938  *  was  the  peak  year 


par.  For  shares  with  a  par  value  the  equivalent  number  of  shares 
would  be  the  total  par  value  of  all  shares  listed  divided  by  $100  ;  for 
no  par  shares,  the  total  book  value  of  all  shares  listed  divided  by  $100. 
A  yearly  average  market  value  for  bonds  was  obtained  by  dividing  the 
sum  of  the  market  values  on  the  first  day  of  each  month  by  the  sum 
of  the  face  values  of  all  bonds  listed  on  the  same  dates  and  multiplying 
the  quotient  by  $100. 

'  The  New  York  Stock  Exchange  listings  include  practically  no 
equipment.  Because  of  their  safety,  it  has  been  assumed  that  prices 
of  equipment  obligations  declined  insignificantly  during  the  dppres.sion. 
In  the  computations  of  market  values,  therefore,  the  Stock  Exchange 
prices  were  applied  to  total  railway  funded  debt,  excluding  equipments. 
The  resulting  totals  were  then  added  to  the  total  face  value  of  equip- 
ment obligations  outstanding  at  the  end  of  each  year,  no  figures  being 
available  to  separate  the  amounts  of  these  held  by  railways  from  the 
grand  total  outstanding.  However,  it  is  generally  understood  that 
amounts  held  by  railways,  if  any,  are  very  small. 

*As  between  1938  and  1939,  the  peak  point  in  receiverships  and 
trusteeships  depends   upon   the   criterion   used.     In   terms  of   the  com- 
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TABLE  1. — Estimated  Market  Value  of  Railway '  Securities  Not 
Held  by  Railways,  1929-39  ' 


A.  MARKET  VALUE   OF  STOCKS  AND   B0NDS3  OUTSTANDING  AT 
END  OF  EACH  YEAR' 

Stocks  and  bonds 

Stocks 

Bonds 

Year  ended 

Amount 

Index 
1929=100 

Amount 

Index 
1929=100 

Amount 

Index 
1929  =  100 

1929               -- 

Millions 
$20.  274 
19, 697 
15,412 
9.327 
10.  274 
11.937 
11,203 
13, 194 
12,  973 
8,657 
8,725 

100.0 
97.2 
76.0 
46.0 
50.7 
58.9 
55.3 
65.1 
64,0 
42.7 
43.0 

Millions 
$9,645 
8,476 
5,200 
2,028 
2,743 
3,140 
2.767 
3.969 
3.979 
2,268 
2,457 

100.0 
87.9 
53.9 
21.0 
28.4 
32.6 
28.7 
41.2 
41  3 
23.5 
25.5 

Alillions 
$10.  629 
11,221 
10,  212 
7,299 
7,631 
8,797 
8,436 
9,225 
8.994 
6.389 
6,268 

100.0 

1930       

105.6 

1931 

1932       

96.1 
68.7 

1933                   -       -  . 

70.9 

1934 

82.8 

1935 

79.4 

1936                       

86.8 

1937 

1938   - 

84.6 
60.1 

1939                     ..-  . 

69.0 

B.  MARKET  VALUE   EQUIVALENT  OF  STOCKS  AND  BONDS'  OUT- 
STANDING AT  THE  END  OF  1929' 

1929 

1930 

1931               

$20.  274 
19.342 
15,  194 
9,249 

10,  299 
12.001 

11,  502 
13, 636 
13,318 

9,243 
9,480 

100.0 
95.4 
74.9 
45.6 
50  8 
69.2 
56.7 
66.8 
65.7 
46.6 
46.8 

$9.  646 
8.508 
6.  274 
2.072 
2.757 
3.217 
2.851 
4,035 
4,060 
2,329 
2,535 

100.0 
88.2 
54.7 
21.5 
28.6 
33.4 
29.6 
41.8 
42.  1 
24.  1 
26.3 

$10.  629 
10.  834 
9.  920 
7.177 
7.  .642 
8,784 
8,651 
9,601 
9,258 
6,914 
6,945 

100.0 
101.9 
93  3 

1932 

67.6 

1933.. 

1934 

19.35__ 

1936.-.- 

1937 

71.0 
82.6 
81.4 
89.4 
87.1 

1938       

66.0 

1939 

65.3 

I  Line-haul  companies  only. 

3  Calculations  and  adjustments  of  N.  Y.  Stock  Exchange  and  I.  C.  C.  figures 
made  by  Sam  O.  Spal.  I.  C.  C.,  Bureau  of  Statistics. 

'Including  equipment  obligations  at  face  value. 

<  Computed  hy  applying  the  average  of  the  N.  Y.  Stock  Exchange  railway  stock 
and  bond  market  values  on  the  first  day  of  each  month  to  volume  of  stocks  and  bonds 
of  all  line-haul  railways  outstanding  at  the  end  of  each  year,  as  shown  in  the  I.  C.  C. 
Statistics  of  Railways  in  the  United  States.  For  details  see  text  and  footnotes. 

*  N.  Y  Stock  Exchange  market  values  applied  to  railway  stocks  and  bonds  out- 
standing at  the  end  of  1929.     See  note  4. 

for  receiverships  and  trusteeships  in  the  depression 
of  the  1930's.  On  December  31  of  that  year  the  total 
capitalization  of  the  109  line-haul  steam  railroads  in 
the  hands  of  receivers  and  trustees  aggregated  $5,238,- 
085,691  or  23.86  percent  of  the  $21,952,785,632  com- 
bined capital  stock  and  unmatured  funded  debt  of  all 


bined  capital  stock  and  matured  and  unmatured  funded  debt,  the 
pe:\k  was  in  1939  when  the  total  capitalization  of  the  108  line-haul 
railways  in  the  hands  of  receivers  and  trustees  on  December  31 
aggregated  $5,953,168,966.  Excluding  the  funded  debt  matured  (which 
is  treated  as  a  current  liability  in  recent  years),  the  capitalization 
of  the  109  railways  in  the  hands  of  receivers  or  trustees  on  De- 
cember 31,  1938  ($5,238,085,691).  was  in  excess  of  that  of  the 
corresponding  108  companies  at  the  end  o£  1939  ($5,094,071,155). 
Similarly,  the  number  of  miles  of  line  owned  by  the  109  line-haul 
railways  in  the  hands  of  receivers  and  trustees  on  December  31,  1938 
(69.785  miles),  exceeded  those  owned  by  the  corresponding  108  line- 
baul  railroads  on  December  31,  1939  (69.361  miles).  The  mileage 
operated  by  the  109  railroads  at  the  earlier  date  (76.938  miles), 
however,  was  less  than  that  operated  by  the  108  roads  at  the  later 
date  (77.013  miles).  Although  total  capital  stock,  unmatured  funded 
debt,  and  matured  funded  debt  figures  are  available  for  roads  in 
receivership  and  trusteeship,  only  capital  stock  and  funded  debt  un- 
maturerl  are  available  for  all  roads  in  the  United  States.  In  com- 
puting the  proportion  of  total  capitalization  in  the  hands  of  receivers 
and  trustees,  therefore,  the  1938  base,  which  is  highest  for  receivership 
and  trustees'^ip  roads  on  the  basis  of  combined  capital  stock  and  un- 
matured funded  debt,  has  been  used.  For  the  foregoing  figures  see 
"Steam  Railw.ays  in  the  Hands  of  Receivers  and  Trustees  on  December 
31,  1939,  and  Changes  in  the  List  of  Companies  Affected  by  Rcceiver- 
Bhip  or  Trusteeship,  to  July  31,  1940."  I.  C.  C.  Bureau  of  Statistics, 
Statement  Ho.  h0.i2.  File  52-A-S,  August  1940   (mimeographed). 


line-haul  steam  railways  in  that  year.  These  109  line- 
haul  roads  owned  69,785  miles  of  line  and  operated 
76,938  miles  at  the  end  of  that  year,  or,  respectively, 
29.46  percent  of  the  236,842  miles '  owned  by  all  line- 
haul  steam  railways  and  30.80  percent  of  the  249,826 
miles "  operated  by  all  roads  at  the  end  of  that  year. 

As  of  October  31,  1940,  reorganization  plans  ^  for 
25  of  these  roads  with  a  total  capitalization  in  excess 
of  4.6  billion  called  for  a  debt  reduction  aggregating 
in  excess  of  2  billion  dollars  (from  $3,734,272,286  to 
$1,630,112,641).  Of  a  total  of  nearly  1.5  billion  of 
old  par  value  preferred  and  common  stock,  less  than 
25  percent  would  receive  any  new  securities  under  ap- 
proved or  proposed  plans,  and  of  over  2  million  shares 
of  old  no  par  stock,  roughly  the  same  proportion.* 

The  Business  and  Financial  Risk  in  Railroad  Enterprises 

The  most  important  single  factor  in  producing  the 
foregoing  conditions  was  a  radical  increase  in  the  bus- 
iness risk  in  railroad  enterprises  resulting  from  the 
combination  of  a  major  business  depression  with  the 
development  of  extensive  and  intensive  competition 
in  transportation. °  Important  contributory  reasons 
were  an  unfortunate  capitalization  structure  ^°  and  a 
rapidly  mounting  tax  burden,  the  latter  occurring 
chiefly  in  the  last  two  or  three  decades. 

Years  ago  Walter  Hastings  Lyon  in  his  volume  on 
Capitalization  pointed  out  the  fundamental  and  im- 
portant distinction  between  "business"  and  "financial" 
risk.  The  former  is  the  risk  that  the  corporation  may 
prove  incapable  of  earning  a  sufficient  amount  to  cover 
its  operating  expenses;  the  latter  is  the  risk  that  the 
corporation  may  be  unable  to  meet  its  interest  charges 
because  of  a  faulty  capitalization." 


'Excluding  Canadian,  Hawaiian,  and  Alaskan  mileage.  Table  1, 
I.  C.  C,  Statistics  of  Raiticaya  in  the  United  States,  19S8,  p.  S-3. 

'  Including  Canadian  and  excluding  Alaskan  and  Hawaiian  mileage. 
nid. 

'Approved  by  the  Commission  in  21  cases  and  proposed  in  4. 

8  Change  in  capitalization  under  plans  of  reorganization  approved 
tiy  the  Commission,  or  proposed  hij  examiners,  for  railroads  in  re- 
organization proceeflings  before  the  Commission,  Bureau  of  Finance, 
I.  C.  C,  as  of  October  31,  1940  (mimeographed).  This  tabulation  Is 
shown  in  the  ^l/th  Annual  Report  of  the  Interstate  Commerce  Commission 
(1940),  pp.  64-66. 

°  "It  is  clear  that  railroad  ills  have  been  precipitated  by  an  abrupt 
and  continued  decline  in  demand  for  railroad  services  unparalleled 
in  severity  and  duration  •  •  •  The  general  industrial  depression 
was  the  primary  cause  •  •  *  but  to  the  great  depth  of  the  fall 
another  cause  contributed  heavily — the  great  increase  in  recent  years 
in  competition."  52nd  Annual  Report  of  the  Interstate  Commerce  Com- 
mission, 1938,  p.  2. 

10  "The  chief  contributory  factor  .to  railroad  distress  •  •  •  has 
been  the  great  volume  of  indebtedness."     Ibid,,  p.  3. 

11  "Net  income  offers  the  first  and  immediately  significant  fiL'ure. 
Its  amount  and  fluctuation,  however,  depend  directly  on  the  amount 
and  range  of  fluctuation  of  gross  income  in  relation  to  the  amount 
and  range  of  fluctuation  of  the  percentage  of  the  gross  income  used 
in  operating  expenses.  We  may  call  this  the  'business  risk."  because 
it  depends  on  the  nature  of  the  business  and  the  ability  of  the  man- 
agement.    Though  no  financial  plan  can  affect  either,  the  business  risk 
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The  distinction  between  these  classes  of  risks  so  far 
as  raihva3's  are  concerned  was  excellently  illustrated  by 
the  tabulations  presented  by  John  E.  Oldham  at  the 
hearings  on  railroad  consolidation  in  1926.  In  these 
tabulations  10  of  the  largest  roads  with  satisfactory 
dividend  records  were  designated  as  "strong"  roads  and 
indicated  as  Group  A,  and  10  of  the  largest  roads 
without  such  records,  as  "weak"  roads  and  indicated 
as  Group  B.^- 

These  tables  showed  that  the  proportion  of  traffic 
which  each  group  derived  from  passenger,  freight,  and 
miscellaneous  service  was  approximately  the  same,  as 
were  also  the  proportions  of  tonnage  derived  from  each 
of  the  major  classes  of  freight  traffic.  (Tonnage  sta- 
tistics were  for  the  fiscal  year  1916;  all  other  figures 
represented  an  annual  average  for  the  3-year  period 
ended  with  June  30,  1917.) 

Percent  of  Gross  Operating  Income  Obtained  From  Different 
Kinds  of  Traffic 


Freight 

Passenger 

Miscella- 
neous 

Total 

Group  A 

68.6 
72.1 

21.7 
20.5 

9.8 
7.4 

100 

100 

Classification  of  Tonnage 


Percent  of  total  tonnage 

Agri- 
culture 

Ani- 
mals 

Mines 

Forests 

Manu- 
fac- 
tures 

Miscel- 
laneous 

LCL 

goods 

Total 

Group  A 

Group  B 

19.2 
17.2 

3.8 
4.1 

42.9 
40.9 

13.7 
13.2 

13.9 
18.2 

1.6 
2.2 

4.9 
4.2 

100 
100 

Ton-mile  revenues  and  passenger-mile  revenues  also 
were  approximately  the  same  for  both  groups.  Both 
expended  about  the  same  proportion  of  their  gross 
operating  income  for  operating  expenses  and  taxes, 


Rates ' 


Group  A. 
Group  B. 


Rate '  per 
ton  mile 


$0.00812 
.00819 


Rate  I  per  pas- 
senger mile 


$0. 02060 
.  02060 


1  This  is  Mr.  Oldham's  term.    Actually  ton-mile  and  passenger-mile  revenue. 


should  be  a  controlling  influence  in  the  arrangement  of  auy  scheme  of 
financing  an  enterprise. 

"Surplus,  wlii<  h  is  the  fund  out  of  which  dividends  may  be  paid, 
gives  the  nfxt  and  s^'condarily  significant  figure,  and  tlie  one  directly 
affecting  the  shareholder.  It  depends  on  the  fluctuation  of  net  earn- 
ings in  relation  to  the  amount  that  interest  charges  consume.  We  may 
call  this  the  'financial  risk'  as  distinct  from  the  business  risk."  Walter 
Hastings  Lyon,  Capitalisation,  A  Book  on  Corporation  Finance,  1912, 
p.  54. 

12  John  E.  Oldham,  "A  Plan  for  Railroad  Consolidations,  including  a 
Discussion  of  Their  Purpose  and  Practicability,"  Hearings  bcffre  the 
House  Committee  on  Interstate  antt  Foreign  Commerce  on  Railroad 
Consolidation,  H.  B.  11212,  60th  Cong.,  1st  sess.,  pp.  481-486.      ' 


excluding  maintenance,  and  both  had  left  about  the 
same  proportion  of  gross  available  for  expenditures 
upon  the  property  (represented  by  maintenance  and 
surplus  combined )  and  for  fixed  charges  and  dividends. 

Disposition  of  Gross  Operating  Income 


Available 

Received 

Operating 

for  expendi- 

Aggregate 

of  fixed 
charges  and 
dividends 

from  passen- 

expenses and 

ture  upon 

ger,  freight, 

taxes,  exclud- 

property 

and  miscella- 

ing main- 

(maintenance 

neous  traffic 

tenance 

and  surplus 

combined) 

Percent 

Percent 

Percent 

Percent 

Group  A .       

100 

41.1 

35.7 

23.2 

Group  B 

100 

43.6 

33.8 

22  6 

Percent   of   Gross   Operating  Income  Distributed   to  Security 

Holders 


Group  A. 
Group  B. 


Percent  of 

gross  paid  as 

fixed  charges, 

interest,  and 

rentals 


Percent 
11.5 
22.2 


Percent  of 
gro.cs  paid  as 
dividends  on 
preferred  and 
commonstock 


Percent 

11.7 


Total  same 

as  last 
column  in 
above  table 


Percent 
23.2 
22.6 


These  figures,  therefore,  according  to  Mr.  Oldham, 
offered  little  indication  that  on  the  average  the  roads 
of  either  group  had  any  special  advantage  over  each 
other  in  terms  of  location,  traffic  carried,  rates,  operat- 
ing costs,  or  other  significant  operating  conditions. 
The  essential  factor  that  made  one  group  strong  and 
the  other  weak  was  not  the  difference  in  the  business 
but  in  the  financial  risk  involved.  The  strong  roads 
paid  out  only  11.5  percent  of  their  gross  operating  in- 
come in  the  form  of  fixed  charges,  interest,  and  rentals 
whereas  the  weak  roads  expended  22.2  percent.  The 
obligations,  interest,  and  rentals  of  the  strong  roads, 
if  capitalized  at  5  percent,  were  equal  to  only  $2.31 
per  dollar  of  gross  operating  income  whereas  those 
of  the  weak  aggregated  $4.44. 

Moreover,  although  the  figures  for  the  strong  and 
weak  roads  were  averages,  the  variations  for  individual 

Capitalization  for  Each  $1  of  Gross  Operating  Income 


Group  A, 
Group  B_ 


Obligations — 
Rentals  and 

interest  cap- 
italized at  5 
percent 


$2.31 
4.44 


Preferred 
stock 


$0.22 
1.14 


Common 

stock 


$1.64 
1.45 


$4.07 
7.03 


1  "As  railroad  income  is  derived  not  only  from  traffic  but  also  from  outside  invest- 
ments, and  as  the  proportion  of  income  from  the  several  sources  varies  with  individual 
companies,  for  the  sake  of  uniformity  in  the  above  comparisons  the  proportionate 
part  of  the  capitalization  which  may  he  properly  considered  as  representing  railroad 
property  has  been  determined  by  placing  the  same  proportion  of  capitalization  against 
the  railroad  property  that  the  net  railway  operating  income  is  to  the  total  not  income. 
For  example,  if  the  total  net  income  is  made  up  of  90  percent  of  railroad  earnings  and 
10  percent  of  earnings  from  outside  iuvestments,  90  percent  of  the  total  capitalization 
is  allocated  to  railroad  property  and  10  percent  to  outside  investments."  (John  E. 
Oldham,  op.  cit.,  p.  485.) 
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National  Resources  Pianning  Board 


Rate  of  Return  on  Capitalization 


■Group  A. 
Group  B. 


Net  oper- 
ating in- 
come (per- 
cent to 
gross)' 


Capitaliza- 
tion per  $1 
of  gross 
operating 
income  (see 
table  above) 


Percent 
30.7 
28.2 


Rate  of 
return 
earned  on 
capitali- 
zation 


$4.07 
7.03 


Percent 
7.54 
4.01 


Both  groups 

capitalized 

$4.07— Rate 

of  return 

earned 


Percent 
7.54 
6.93 


Both  groups 

capitalized 

$7.03— Rate 

of  return 

earned 


Percent 
4.37 
4.01 


'  "As  net  earnings  are  atTected  by  the  amounts  charged  to  maintenance,  "-nd  as 
'there  is  no  uniformity  among  railroads  in  the  matter  of  maintenance  accounting,  it 
has  seemed  desirable  for  the  purpose  of  comparison  to  charge  to  operating  expenses 
the  same  percentage  of  gross  operating  income  in  both  groups  of  roads.  The  figure 
■usiA  in  this  case  is  28.2  percent,  which  is  the  actual  average  of  the  roads  comprising 
Group  A."    Ibid. 

roads  -n-ithin  each  groujD,  according  to  Mr.  Oldham, 
were  no  greater  for  the  weak  roads  than  for  the  strong, 
indicating,  according  to  him,  that  at  least  some  of  the 
strong  roads,  if  capitalized  on  the  basis  of  the  weak 
roads,  would  fall  in  the  category  of  "weak"  roads, 
whereas  some  of  the  weak  roads,  if  capitalized  on  the 
basis  of  "strong"  roads,  would  be  regarded  as  "strong." 
The  conclusion  he  drew  from  this  study  was  that 
"*  *  *  the  difference  between  the  financial  condition 
■of  the  strong  roads  and  the  weak,  in  so  far  as  the  larger 
systems  hereunder  consideration  are  concerned,  is  ac- 
counted for  by  the  form  of  their  financial  structures 
and  has  little  or  nothing  to  do  with  the  character  or 
■quantity  of,  or  the  method  of  handling,  their  business"  " 

The  Rise  in  the  Business  Risk  " 

As  previously  indicated,  the  last  two  decades  have 
witnessed  an  enormous  increase  in  the  business  risk  in 
railroad  enterprises  as  a  result  of  the  great  depression 
and  the  outbreak  of  severe  competition  in  the  trans- 
port field.  From  1912  to  1923  Class  I,  II,  and  III 
roads  combined  carried  in  excess  of  1  billion  passengers 
in  every  year  with  two  exceptions,  1915  and  1922,  and 
the  average  for  the  entire  12-year  jDeriod  was  substan- 
tially above  1  billion.  From  1923  there  was  an  unin- 
terrupted decline  in  passengers  carried  to  less  than  435 
million  in  1933,  and  at  no  time  since  has  the  number 
•carried  recovered  to  half  the  average  volume  of  the 
1912-23  period.  Even  in  1929,  the  year  of  record- 
breaking  net  railway  operating  income,  the  number  of 
passengers  carried  aggregated  less  than  786.5  million, 
a  decline  of  37  percent  below  the  peak  of  more  than 
1.25  billion  in  1920. 

Tlie  number  of  passenger-miles  reached  a  total  of 
over  40  billion  for  the  first  time  in  1917  and  a  peak  of 
nearly  47.4  billion  in  1920.  By  1929  this  figure  had 
declined  to  not  mtich  over  31  billion.     At  the  bottom 


"  md.,  p.  48fi. 

"  The  figures  presented  in  this  section  are  merely  a  summary.  They 
give  no  consideration  to  the  possible  effects  on  the  tota's  of  any  partic- 
ular factors  such  as  the  depression,  the  competition  of  other  carriers, 
•diff^Tences  in  the  rate  level  or  the  like. 


of  the  depression  in  1933  it  stood  at  about  16.37  billion 
or  not  much  more  than  half  the  figure  for  1929  and 
not  much  more  than  one-third  of  that  for  the  peak 
year  1920.  The  highest  passenger  revenue  ever  re- 
ported by  Class  I,  II,  and  III  roads  combined  was 
$1,304,815,000  in  1920.  In  1929  the  figure  had  fallen 
to  $875,929,000.  Its  lowest  point  since  1900  was 
reached  in  1933  at  $329,816,000  or  about  one-fourth  of 
the  revenues  of  the  peak  year  1920. 

From  1910  to  1930  revenue  tons  originated  by  Class 
I,  II,  and  III  roads  combined  never  fell  below  1  billion 
in  any  year  and  in  a  majority  of  years  they  exceeded 
1.25  billion.  From  1931  to  1939  they  exceeded  the  bil- 
lion mark  in  only  2  years  and  negligibly  in  both  cases. 
The  number  of  revenue  tons  carried  1  mile  passed  the 
300-billion  mark  for  the  first  time  in  1913.  From  then 
imtil  the  year  1932  they  fell  below  this  figure  in  only  2 
years — 1914  and  1915.  In  the  remaining  years  of  this 
period  the  ton-miles  exceeded  350  billion  in  13  years, 
topped  400  billion  in  8  of  these  13  and  425  billion  in  4. 
For  the  period  1932  through  1939  they  reached  a  total 
of  over  300  billion  in  only  3  years  and  exceeded  350 
billion  in  only  1. 

Freight  revenue  crossed  the  3.5  billion  dollar  mark 
in  1918  and  the  4  billion  mark  in  1920,  remaining  above 
the  latter  level  througlt  1930.  In  1931  it  fell  below  the 
1918  figure  and  failed  to  recover  to  that  level  by  1939. 
Indeed  in  5  of  these  9  years  (1931-39)  it  was  below 
even  the  3  billion  dollar  level.  Although  the  total  rev- 
enue ton-miles  reached  their  maximum  in  1929  at  a 
little  over  450  billion,  the  maximum  revenue  tonnage 
originated  by  Class  I,  II,  and  III  roads  occurred  not 
in  1929  but  in  1926  at  1,439,612,000  tons  with  an  all- 
time  high  of  $4,905,981,000  of  revenue.  In  1932  the 
ton-miles  (235,308,521,000),  revenue  tons  originated 
(678,854.000),  and  freight  revenue  ($2,485,475,000) 
were  roughly  half  the  foregoing  maxima. ^^ 

These  declines  in  the  volume  of  traffic  and  gross  rev- 
enues of  the  roads  were  reflected  in  enormous  losses  in 
net  railway  operating  income.  From  1923  to  1929  net 
railway  operating  income  for  all  railways  (including 
switching  and  terminal  companies)  ranged  from  a  little 
over  1  billion  dollars  to  a  little  over  $1,300,000,000,  the 
latter  figure  representing  the  1929  peak  of  net  railway 
operating  income.  For  the  5  years  1925-29  the  average 
was  $1,218,318,000  per  annum.  In  the  10  years  1930 
to  1939  this  figure  fell  as  low  as  354  millions  or  only 
a  little  more  than  27  percent  of  the  peak  of  1929.  The 
averages  for  the  5  years  1930-34  ($569,289,000)  and  the 
5  years  1935-39  ($590,914,000)  were  less  than  half  the 
1925-29  average.     (Table  2.) 


>=  "Development  of  Steam  Railways  :  Selected  Statistics,  1890-1939," 
Table  155,  I.  C.  C,  Statistics  of  Bailioays  in  the  United  States,  1939. 
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Table  2. — Railway  operating  and  nonoperating  income,  interest,  and  taxes,  1890-1939 

[In  thousands] 
(All  railways  except  switching  and  terminal  companies  from  1908-14,  inclusive,  and  Class  III  roads  and  their  nonoperating  subsidiaries  in  1913  and  1914) 


Year  ^ 

Net  railway 

operating 

income  before 

tax  accruals 

(1) 

Railway  tax 
accruals 

<2) 

Net  railway 

operating 

income 

(3) 

Nonoperat- 
ing income 

(4) 

$126,767 
133,911 
141,961 
149,650 
142,  817 
132. 432 
129, 025 
126,  090 
138,  203 
148,214 
162,  885 
179, 746 
196. 324 
206,687 
212,  934 
231,  899 
256, 640 
286,584 

Interest  ac- 
crued on 
funded  debt 

(5) 

$221,500 
219,  621 
240, 076 
250, 177 
262,  780 
252,  513 
249,  624 
247,880 
246, 127 
251, 158 
252,950 
262,095 
274, 422 
283,963 
297, 675 
310,632 
322, 556 
344,243 

Net  railway 
operating  and 
nonoperating 
income  before 

tax  accruals 

(6) 

$486,  551 
498,  785 
632,  370 
642,  481 
484,  764 
482, 083 
506,  206 
494, 655 
667,556 
605, 355 
688,501 
737,  875 
806.  455 
848.  995 
849, 212 
923.779 
1, 045,  528 
1, 127, 173 

Net  railway 
operating 

and  nonop- 
erating 
income 

(7) 

$456,  745 
466,  733 
499, 619 
607,  410 
448.  208 
443.  937 
468,  244 
453,  636 
525,627 
560, 958 
644, 056 
691, 167 
766, 401 
795,  743 
792,410 
865,067 
976,  464 
1,053,430 

Tax  accruals 

and  interest 

acrued  on 

funded  debt 

(8) 

1890 

$359,784 
364,874 
390,  409 
392,831 
341,  947 
349,  661 
377, 181 
369, 565 
429.  353 
4.56.  641 
525.616 
658.  129 
610, 131 
643,  308 
636,  278 
691,  880 
788,888 
840,589 

$29,806 
32.  052 
32,751 

35,  071 

36,  556 
38, 146 
37,962 
41,119 
41.929 
44.  397 
44.  445 
46.  708 
50.  054 
63,  252 
66, 802 
58,  712 
69,064 
73,743 

$329,978 
332.  822 
357.668 
357, 760 
306, 391 
311,505 
339, 219 
328, 446 
387,  424 
412,244 
481,171 
511,421 
560.077 
690, 056 
679, 476 
633, 168 
719, 824 
766, 846 

$251, 306 

1891 - 

1892                                                              

261,673 
272,  826 

1893 

286,  248 

1894                                                             

289, 336 

1895 

290.  659 

1896 .          .              

287,  686 

1897 

288,999 

1898 

288,056 

1899                                                                              

295,  555 

1900                                                                                          -   . 

297, 395 

1901 

1902                                                                              

308, 803 
324. 476 

1903 

337, 205 

1904 

3.54, 477 

1905 

369,344 

1906     .    ..                                                   

391, 620 

1907 

417, 986 

1908                                                                                      

713, 468 
795,614 
903, 132 
847,326 
841.277 

78, 674 
85, 140 
98, 035 
102, 657 
113,819 

634,  794 
710,474 
805.  097 
744, 669 
727,458 

356,  737 
290,223 
351,  576 
395,  528 
342,  359 

368,  296 
382,  675 
399,  682 
410,327 
429,027 

1.070.205 
1.  085,  837 
1,254,708 
1,  242, 864 
1, 183,  636 

991,  531 
1,000.697 
1,156,673 
1,  140. 197 
1,069,817 

446.  970 

1909 

467. 815 

1910                                                                           

497,617 

1911 

512, 984 

1912     .                                                             . 

542,846 

1913 

1914 

927.  271 
814. 660 

122.  005 
140.  470 

806,  266 
674, 190 

370,  502 
362,  565 

434,  753 
442,  595 

1,  297,  773 
1,177,225 

1, 176,  768 
1,036,755 

566,758 
583,065 

1915                                                  . 

855, 706 

1,250,840 

1, 195, 480 

896,366 

713,  543 

314,750 

922, 130 

1,124,060 

1,360,922 

1,374,029 

1,  556, 161 

1,680,419 

1,511,741 

1.633,925 

1,723,689 

I.  280.  181 

884,  247 

645,911 

780,404 

758, 598 

797,787 

1, 066,  269 

987, 102 

771,701 

1,  019,  790 

141,384 
166,  212 
224,330 
236, 088 
245,968 
296, 196 
293,029 
319, 124 
350. 757 
359,008 
378, 915 
410,758 
397, 059 
410, 146 
417,466 
367, 844 
322,006 
291,  781 
265.966 
255.  301 
253.  388 
343,010 
348.303 
362,  353 
381, 024 

714,322 

1,084,628 

971,  1.50 

660, 278 

467,  575 

18,  554 

629, 101 

804,936 

1,010,165 

1,015,021 

1, 177,  246 

1,269,661 

1.114,682 

1,223,779 

1,306,223 

912,337 

562,241 

354, 130 

514,438 

503, 297 

544, 399 

723,  259 

638, 799 

409.348 

638,  766 

306,  598 
369,  726 
369,542 

476,  135 
496,  725 
489,208 
483, 970 
493,264 
517, 726 
548,382 
558,274 
670,683 
607,707 
607,  235 

605,  256 

606,  739 
602, 188 
604, 767 
614,  587 
621.  253 
619,400 
619,834 
599,  775 
589, 006 
578,004 
660,  549 
549, 742 
640,  265 

1,162,304 
1,620,566 
1,555,022 

1,020,920 
1,454.364 
1,330,692 

617. 519 

1916 

661. 937 

1917 

713.538 

720,058 

1919 

739, 232 

1920 

813, 922 

1921 

1922. _ 

1923 

1924 

1925 --- 

507,322 
432,728 
434, 756 
438, 104 
444,  576 
471,121 
486, 046 
490, 873 
639,432 
530, 876 
456,  603 
358, 182 
355,  216 
350, 670 
.330,  516 
350,  587 
314,402 
279.  364 
292,  292 

1,429,452 
1, 556, 788 
1,795,677 
1,812,133 
2, 000, 737 
2, 151,  640 
1, 997,  787 
1.124,798 
2,263,121 
1.811,057 
1,340,750 
1,004,093 
1,135,620 
1, 109,  268 
1, 128, 302 
1,  416,  856 
1,301,504 
1,051.0.55 
1.312.082 

1,136,423 

1,237,664 

1,444,920 

1,453.125 

1,621.822 

1,740,782 

1,600,728 

1,714,652 

1, 845, 655 

1,443,213 

1,018,744 

712.312 

869.663 

853.  967 

874.  914 

1,073,846 

963. 201 

688. 702 

931,058 

841,411 
877,398 
921, 440 
966,715 
986, 150 

1926 

1927 

1928. 

1929.... 

1930.. 

1931...                                                                    

1,016,014 
1,003,798 
1,012,334 
1.  022,  223 
982, 431 
943, 259 

1932 _.   

1933.... 

1934 

911,181 
885,800 
856,076 

1935 

1936    . 

842,394 
921,014 

1937 

1938 

1939    . 

908,852 
912.095 
921.289 

1  Year  ending  with  June  30  from  1890  to  1915,  inclusive;  year  ending  with  December  31  from  1916  to  1939,  inclusive. 
Source:  Interstate  Commerce  Commission,  Sta'.idics  of  Rai'wiys  in  the  United  States,  1890-1939. 


Effect  of  Railway  Taxes  on  the  Business  Risk 

An  important  factor  in  the  increased  business  risk 
in  railroad  enterprise  during  the  depression  period  was 
the  burden  of  railway  taxes.  This  burden  has  been  a 
consistently  though  somewhat  irregularly  mounting  one 
for  40  years  beginning  with  1890.  In  1929  it  reached 
a  peak  of  over  417  million  dollars  and  averaged  better 
than  402  million  for  the  5-year  period  1925-29.  Table 
2  shows  that  this  1925-29  average  was  more  than  12 
times  that  of  the  5  years  1890-94  when  railway  taxes 
aggregated  a  trifle  under  33.25  million." 


The  wisdom  or  justification  of  these  increases  and 
the  arguments  regarding  these  questions  are  matters 


'•  In  connection  with  railway  taxes,  the  statements  of  Fairfax 
Harrison,  former  president  of  the  Southern  Railway,  to  the  company's 
stockholders  in  192G  are  not  only  interesting  but  somewhat  prophetic. 
Mr.  Harrison  said  : 

"The  steady  tendency  of  increase  of  this  fixed  charge,  over  which 
management   has  no  control,   may   fairly  be  said  to  be  an  element  of 


danger  in  the  financial  outlook  of  the  state  governments  as  well  as  of 
this  company.  During  the  past  few  years  of  comparative  prosperity 
the  company's  revenues  have  been  able  to  bear  the  burden  and  the 
government  budget  maker  has  been  alert  to  take  advantage  of  his 
opportunity ;  but  the  public  has  not  begun  to  realize  that  what  is 
taken  from  a  railroad  for  taxes  in  such  years  above  a  fair  contribution 
to  the  support  of  economical  government  is  taken,  not  from  the  stock- 
holder, but  from  the  fund  which  would  otherwise  be  available  for. 
and  in  the  case  of  the  Southern  would  be  invested  in,  additions  and 
betterments  to  railroad  property,  of  which  the  public  would  be  the 
greatest  beneficiary  in  greater  safety  and  facility  in  the  movement 
of  commerce.  But  in  the  event  of  a  severe  business  depression  which 
(absit  omen!)  may  be  expected  in  the  cycle  of  commercial  activity 
indicated  by  experience  tables,  the  time  may  come  when  an  annual 
charge  of  10  millions  a  year  may  be  actually  embarrassing  even  to 
the  volume  of  revenues  of  a  great  railroad ;  and  it  may  be  fairly 
doubted  whether  the  government  budget  maker  will  then  be  able  to  reef 
his  sails  as  promptly  as  the  managers  of  industry  are  trained  to  do. 
It  be  is  not  able  so  to  do,  it  is  not  improbable  that  government  as  well 
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Figure  13 


which  lie  quite  outside  the  scope  of  this  discussion." 
It  is  pertinent  to  point  out,  however,  that  tlie  tax 
burden  of  the  roads  increased  much  more  rapidly  than 
their  ability  to  pay  as  measured  by  either  their  volume 
of  net  railway  operating  income  before  taxes  or  by 
the  total  of  their  net  railway  operating  and  nonoper- 
ating    income    before    taxes.     In    tlie    6-3'ear    period 


as  railroad  may  be  in  straits."  {Thirty-Third  Annual  Report  of 
Southern  Raihvay  Company  to  its  stockholders,  year  ended  December 
31,  1926.  p.  5.)  In  1929  taxes  paid  by  the  Southern  Railway  consumed 
6.510  out  of  each  dollar  of  its  gross  revenue,  compared  with  8.240  in 
1938.  T.SSf  in  1939.  and  7.920  in  1940.  These  figures  compare  with  the 
following  cited  by  President  Harrison  in  the  same  Southern  Railway 
report ;  "•  »  »  The  tax  collectors  tooli  6.70  out  of  each  dollar  of 
gross  revenue  in  1926.  comp.Tred  with  6.30  in  1925.  with  5.40  in  1924, 
with  4.60  in  1923.  with  4.50  in  1922  and  with  3.60  in  1921." 

"  For  a  detailed  consideration  of  these  matters  see  Public  Aids  to 
Transportation,  Section  of  Research,  Federal  Coordinator  of  Trans- 
portation.  Vol.    II.    Pt.    II,    pp.    173    ff. 


1890-94  net  railway  operating  income  before  tax  accru- 
als covered  these  accruals  by  11.128  times  and  in  the  5 
years  1900-1904  (the  peak  in  terms  of  coverage) ,  11.834 
times.  By  1925-29,  the  all  time  peak  of  average  rail- 
way earnings,  this  coverage  had  been  reduced  to  4.024 
times  (Table  6).  Although  taxes  were  reduced  sub- 
stantially during  the  depression  period,  the  coverage 
in  terms  of  net  railway  operating  income  before  taxes 
continued  to  fall  during  the  depression  and  reached 
a  low  point  of  only  2.750  times  in  the  5  years  1935-39 
(Table  6).  If  nonoperating  income  is  added  to  the 
railway  operating  income  before  tax  accruals,  there  is 
little  change  in  this  picture  except  tliat  the  coverage 
is  somewhat  higher  throughout.  The  highest  and 
lowest  coverages  of  the  tax  accruals  in  this  comparison 
occur  in  the  same  periods  as  those  in  the  preceding 
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one,  1900-1904  and  1935-39,  respectively,  at  15.645  and 
3.679  times. 

Fi^re   13  shows  on  a  logarithmic  scale  the  rail- 
way tax  accruals  from   1890  to  1939  in   comparison 


both  with  net  railway  operating  income  before  tax 
accruals  and  with  net  railway  operating  and  nonoper- 
ating  income  before  tax  accruals.  The  annual  figures 
on  which  the  chart  is  based  appear  in  Table  2. 


Table  3. — Railway  Stock  and  Funded  Debt  Actually  and  Nominally  Outstanding  and  Nominally  Issued,  1876-1939 


Railways  included 


Yean 


Capital  stock 


Funded  debt 


Total  capital 

stock  and 
funded  debt 


Hatio  of 

funded  debt 

to  total 

capital 

stock  and 

funded  debt 


All  railways  or  the  United  States.. 


1876 
1877 
1878 
1879 
1880 
1881 
1882 
1883 
1884 
1885 
1886 
1887 
1888 
1889 


$2,  248. 
2. 313, 
2.292, 

2,  395, 
2.708. 
3. 177, 

3.  511, 
3.708, 
3,  762. 
3,  817, 
3,999. 
4. 191, 
4,438, 
4,495, 


358,  375 
278,598 
257,877 
647,293 
673,  375 
375.  179 
035,824 
060,583 
616,686 
697,  832 
508,508 
562, 029 
411,342 
099, 318 


$2, 165, 141, 
2, 255, 318, 
2, 297. 790, 
2, 319. 489, 

2,  530, 874, 
2, 878,  423, 

3,  235,  543. 
3,  500, 879, 
3.669,115. 
3. 765.  727. 
3,  882.  966. 
4, 186. 943. 
4, 624, 035. 
4. 828,  365, 


S4, 413, 
4,568, 
4,  590, 
i715, 
5,239, 
6,  055. 
6,  746, 
7.280, 
7, 431. 
7.583. 
7,882. 
8.  378. 
9.062. 
9.323, 


499,  743 
597,  248 
048,793 
136,  405 
54^318 
798,  785 
579, 147 
940.  497 
732,458 
424,898 
474.838 
505, 145 
446, 365 
465, 089 


49.06 
49.37 
m.  06 
49.19 
48.30 
47.53 
47.96 
48.56 
49.37 
49.66 
49.26 
49.97 
51.02 
51.79 


All  railways  of  the  United  States  1890-1907. 


1890 
1891 
1892 
1893 
1894 
1895 
1896 
1897 
1898 
1899 
1900 
1901 
1902 
1903 
1904 
1905 
1906 
1907 


4, 409, 000,  000 
4,  451, 000, 000 

4,  633,  000,  000 
4, 669.  000.  000 
4, 834,  000, 000 
4, 962,  000,  000 

5,  227,  000.  000 
.1, 365,  000,  000 
5,  388,  000, 000 
5,515,000.000 
5. 845,  000,  000 

5,  806,  000,  000 
6, 024, 000, 000 
6, 156, 000, 000 
6, 340, 000, 000 

6,  554,  000,  000 

6,  804,  000, 000 

7,  357,  000,  000 


4.  574,  576, 131 
4, 840.  266.  412 

5.  053, 038,  050 
5.  225,  689, 821 
5, 356, 583, 019 
5,  385, 495,  573 
5, 340, 338,  502 
5,  270, 365, 819 
5, 430.  285. 710 
5,518,943,172 
5,  645, 455.  367 
5, 881,  580, 887 
6, 109, 981, 669 
6, 444, 431,  226 
6,873,225,350 
7,  250, 701, 070 
7,  766,  661.  385 
8.725,284,992 


8.983, 
9.291, 
9,686, 
9.894, 
10, 190, 
10, 347, 

10.  567, 
10. 635. 
10,818. 
11, 033, 
11, 490. 

11,  687, 
12, 13.1. 
12,600, 

13,  213, 
13, 304, 

14,  570, 
16,082, 


576, 131 
206.412 
038,050 
689, 821 
583, 019 
49.^  573 
338,  .502 
365. 819 
285,710 
943, 172 
4.15. 367 
580.887 
981. 669 
431,  226 
225.350 
701, 070 
661.385 
284,992 


50.92 
52.09 
52.17 
52.81 
5Z56 
52.05 
50.54 
49.53 
50.19 
50.02 
49.13 
50.32 
50.35 
51.14 
52.02 
52.52 
53.30 
54.25 


All  railways  excluding  switching  and  terminal  companies  and  their  nonoperating  sub- 
sidiaries, 1908-12 


1908 
1909 
1910 
1911 
1912 


7, 373,  212, 323 
7, 686, 278, 545 
8,113,657,380 
8,470,717,611 
8,622,400,821 


9,394,332,504 
9.801,590,390 
10,303,474,858 
10, 738, 217, 470 
11,130,135,443 


16,767,514,827 

17,487.868,935 
18,417,132,238 
19. 208. 935, 081 
19,  752, 536, 264 


56.03 
56.06 
55.94 
55.90 
56.35 


AU  railways  except  switching  and  terminal  companies  and  Class  III  roads  and  their 
nonoperating  subsidiaries,  1913-14 


1913 
1914 


8,610,611,327 
8,680,759,704 


11,185,514,385 
11,566,541,553 


19, 7%,  125, 712 
20, 247, 301, 257 


56.50 
57.13 


All  railways  of  the  United  States  1915-39 


1915 
1916 
1917 
1918 
1919 
1920 
1921 
1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 
1930 
1931 
1932 
1933 
1934 
1935 
1936 
1937 
1938 
1939 


9,128, 
9, 182, 
9, 452, 
9,203, 
9,244, 
9.289, 
9,  248. 
9,309, 
9, 419, 
9,649. 
9.  718. 
9,664, 
9.837. 
10. 020. 
10. 101, 
10, 270, 
10,  267. 
10, 302, 
10,291, 
10,  224, 
10,209. 
10.227, 
10, 307, 
10,283, 
10.  269. 


880.  051 
450.  611 
696,  913 
924.688 
882.  479 
447, 141 
680.  412 
835,  325 
094,866 
149,554 
,S20.  236 
947.  915 
592,  988 
417,  355 
624, 346 
441,089 
623.394  I 
045.423 
663,888 
154,  026 
337, 162 
569, 573 
668.563 
388.029 
250.  248 


12, 464. 
12,  377, 

12,  344, 
12. 132, 
12,276, 

13,  240, 
13,  685. 

13,  621, 
14,055, 

14.  627, 
14,622, 
14. 713, 
14, 469, 
14,421, 
14,  592, 
14,833, 

14,  851, 
15.315. 

15,  258, 
15, 156, 
14, 846, 
14,  697, 
14,  627. 
14.  378. 
14,  141, 


042.  481 
679,554 
314,  539 
671,  249 
834. 112 
518,438 
430,  264 
235,  390 
321,  007 
901,  .101 
250.585 
176.  912 
016,  066 
859,  587 
863, 497 
253,  269 
825, 119 
942, 847 
652, 410 
099,  336 
823,660 
259.  987 
954,347 
097,340 
107,  304 


21.  592. 
21,560, 
21,  797, 
21,  336, 
21,  521. 
22,529, 
22,934, 
22, 931, 
23, 474, 
24,  277, 
24. 340, 
24.  378. 
24.306. 

24.  442. 
24. 697. 

25.  103. 
25,119. 
25.617. 
25,550, 
25,  380. 
25.056. 
24. 824. 
24, 935, 
24,  661, 
24.410. 


922.532 
130. 165 
Oil,  452 
595, 937 
716.  591 
96,5.  579 
110.676 
070.  715 
415.873 
050.  S55 
770.  821 
124, 827 
609,054 
276.  942 
487.  843 
694.  358 
448,  513 
988.  270 
316.298 
253.  362 
160. 822 
829,560 
622. 910 
485.  369 
357,  552 


Total. 


460,  084,  606,  805  |        578, 605, 456,  329  i     1,  028,  689, 963. 1 34 


57.72 
57.41 
56.63 
.W.86 
67.04 
58.77 
.59. 67 
59.40 
59.88 
60.25 
60.07 
60.35 
59.53 
59.00 
59.09 
59.09 
59.12 
59.79 
59.72 
59.72 
59.25 
58.80 
58.66 
58.30 
S7.9a 


56.25 


'  Year  ending  with  Jvme  30  from  1876  to  1916,  inclusive;  year  ending  with  December  31  from  1916  to  1939,  inclusive. 

Sources:  Poor's  Manual  of  Railroads,  18S9,  p.  iv,  and  Poor's  Manual  of  Railroads,  1891,  p.  iv.  Interstate  Commerce  Commission.  Statistics  of  Railways  of  the  United  States. 
For  capital  stock  from  1890  to  1907,  Table  156,  1938;  for  funded  debt,  1890-1907,  Table  II,  1890-1907;  for  capital  stock  and  funded  debt,  1915-16.  Tables  16  and  17;  m  1917,  Tables  17 
and  18:  in  1918,  Tables  18  and  19:  in  1919-20,  Tables  18  and  20;  in  1922-37,  Tables  17  and  20:  in  1938-39,  Tables  141-142.  Inclusions  and  exclusions  of  nunor  items  and  explanations 
shown  in  the  footnotes  to  the  foregoing  tables  in  the  Statistics  of  Railways  have  not  been  repeated  in  this  table.  For  these  items  the  footnotes  to  the  figures  m  the  indicated  reports 
may  be  consulted. 
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Table  4. — Comparative  Growth  of  Railway  Capital  Stock  and  Funded  Debt,  5-Year  Averages,  1876-1939 


Source ' 

Period  (in- 
clusive) 

Capital  stock 

Funded  debt 

Total  capital  stock 
and  funded  debt 

Ratio  of 
funded  debt 
to  total  capi- 
tal stock  and 
funded  debt 

(21876-1879 
\  1880-1884 
I  1886-1889 

$2,312,385,536 
3, 373, 552, 329 
4,188,455,806 

$2,  259, 435, 027 
3,162.967,512 
4, 257, 607, 461 

$4, 671,  820,  .563 
6,536,519,841 
8,446,063,267 

Percent 
49.42 
48.39 

50.41 

/  1890-1894 
1896-1899 
1900-1904 
1905-1909 
1910-1914 
1915-1919 
1920-1924 
1925-1929 
1930-1934 

V  1935-1939 

4,  ,599, 200, 000 

5,  291,  400,  000 
6, 034,  200, 000 
7, 164,  898. 174 
5, 499. 629.  368 
9,242.666,948 
9,383,241,460 
9,  869,  220,  568 

10, 271, 185. 564 
10.  259,  442,  715 

5, 010, 030,  687 
5,358,085,755 
6, 190. 934. 900 
8,587,714,068 
10,984,776,742 
12,  319, 108, 387 
13,846,081.280 
14,  563,  833, 329 
15,083,164,596 
14,  518, 248, 528 

9,609,230,687 
10,  680, 485,  765 
12,225,134,900 
15.742,612.242 
19.484.406.110 
21.561.675.335 
23. 229. 322,  740 
24,433,053,897 
25, 364, 340, 160 
24,777,691,243 

52. 14 
50.46 
50.64 
54.55 
56.38 
57.13 
59.61 
59.61 
59.49 
58.59 

'  For  detailed  explanations  regarding  the  figures  used,  see  text  footnote. 
'  4-year  average. 

The  Rise  in  the  Financial  Risk 

Despite  the  important  increases  in  business  risk,  re- 
sulting from  increased  taxes  and  from  the  losses  in 
traffic  volume,  revenues,  and  net  railway  operating 
income  referred  to  above,  the  figures  do  not  indicate 
that  the  difficulties  of  the  roads  as  a  whole  arose 
from  these  conditions  alone.  Although  the  losses  of 
traffic  and  revenues  in  the  depression  years  were  little 
less  than  terrific  when  compared  with  the  1920's.  net 
railway  operating  income  nonetheless  averaged  about 
550  million  dollars  per  annum  from  1930  to  1939.  In 
addition,  the  railroads  received  several  hundred  mil- 
lion dollars  of  nonoperating  income  in  this  period, 
although  much  of  this,  of  course,  represented  inter- 
railroad  payments.  Further  explanation  of  the  finan- 
cial difficulties  of  a  number  of  the  roads,  therefore, 
must  be  sought  in  their  financial  structure. 

Wliatever  may  be  said  in  justification  of  the  railroad 
financial  structure  in  the  terms  of  the  economic  con- 
ditions which  produced  it  (and  there  is  much),  the 
fact  remains  that  it  was  on  the  whole  poorly  adapted 
to  meet  or  resist  the  increased  financial  risk  in  railroad 
enterprises  resulting  from  the  rapid  and  extensive 
increase  in  business  risk  which  began  about  the  middle 
1920"s.  A  qualification  is  that  these  statements  apply 
to  the  roads  considered  as  a  whole  which  necessarily  are 
composed  of  both  the  financially  strong  and  the  finan- 
cially weak  companies.  The  latter  point  has  already 
been  indicated  by  the  Oldham  figures*  and  is  further 
developed  later. 

The  Expansion  of  Railway  Funded  Debt 

Until  the  turn  of  the  last  century  railway  capitaliza- 
tion was  about  equally  divided  between  bonds  and 
stock.  In  the  decade  1876-85  there  was  only  1  year  in 
which  the  proportion  of  bonds  exceeded  50  percent  and 
the  excess  was  inconsiderable.  In  1888,  however,  the 
debt  ratio  rose  slightly  to  above  51  percent  and  re- 


mained at  a  figure  of  between  50  and  53  percent  in  the 
decade  from  1890-99  except  for  the  year  1897.^^  Even 
in  the  next  5  years  from  1900  to  1904  the  debt  stood 
above  51  percent  in  only  the  last  2  of  these  years. 
Despite  this  fact  the  debt  increased  somewhat  in  each 
one  of  these  5  years  so  that  beginning  with  1900  the 
ratio  of  debt  to  total  ca^Dital  stock  and  funded  debt 
shows  a  rather  consistent  though  irregular  increase, 
rising  from  49.13  percent  of  the  total  stock  and  funded 
debt  in  1900  to  the  peak  of  60.35  reached  in  1926. 
From  this  year  there  has  been  an  irregular  decline  to 
57.93  percent  in  1939. 

Table  3  shows  by  years  the  capital  stock  and  funded 
debt  of  railway  companies  from  1876  to  1939.  Table 
4  shows  5-year  averages  of  these  figures  for  the  same 
period.'^ 


"  In  terms  of  stock  and  bond  values,  the  latter  probably  exceeded 
greatly  the  former  at  this  time. 

"  It  is  not  possible,  unfortunately,  to  present  a  continuous  series 
showing  the  relation  of  capital  stock  and  funded  debt  on  a  strictl.v 
uniform  basis.  These  tables  and  the  chart  following,  therefore,  have 
been  compiled  from  such  fisures  as  are  available.  The  following  state- 
ments explain  the  statistics  used.  The  Interstate  Commerce  Com- 
mission's'  figures  for  railway  capitalization  began  with  the  year  1890 
and  no  Commission  figures  are  available  prior  to  that  date.  Poor's 
Manual  for  the  year  1891  (p.  iv).  however,  contains  a  table  which 
gives  funded  debt  and  capital  stock  from  1876  to  1800.  The  data 
in  Poor's  table  purport  to  show,  among  other  things,  the  share  capital 
and  funded  debt  for  "all  the  railroad  companies  of  the  United  States" 
for  the  fiscal  years  1875-76  to  1888-89.  (Presumably  this  refers 
to  the  fiscal  years  used  by  each  road.)  For  the  fiscal  years  ending 
June  30  from  1890  to  1907  the  Commission's  capitalization'  figures 
contained  in  the  Statistics  of  Railways  presented  the  capital  stock  and 
funded  debt  actually  and  nominally  outstanding  and  nominally  issued 
for  all  railways  of  the  United  States,  Including  switching  and  terminal 
companies.  For  the  fiscal  years  from  1'908  to  1912.  the  Commission 
excluded  switching  and  terminal  companies  from  the  figures  for  total 
capital  stock  and  funded  debt,  and  for  the  fiscal  years  ending  in  1913 
and  1914  the  Commission  also  excluded  from  the  stock  and  debt 
figures  all  Class  III  roads  and  their  lessor  subsidiaries  in  addition  to 
switching  and  terminal  companies.  Beginning  in  the  fiscal  year  ending 
in  1915  and  continuing  with  the  calendar  years  1916  to  1939,  the  figures 
of  funded  debt  and  capital  stock  are  again  available  for  all  railway- 
companies,  including  Class  III  roads  and  their  lessors  as  well  as 
switching  and  terminal  companies.  The  capitalization  of  proprietary 
companies  is  excluded  throughout.  For  the  fiscal  yars  1908  to  1914 
it  would  be  impossible  to  present  the  figures  for  all  railways  combined 
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In  both  the  4-year  period  1876-79  and  the  S-j'ear 
period  1880-84,  total  funded  debt  averaged  less  than 
50  percent  of  the  total  capital  stock  and  funded  debt  but 
rose  but  slightly  above  that  figure  in  1885-89.  The 
receiverships  of  the  1890's  did  not  result  in  any  drastic 
reduction  either  in  the  amount  or  proportion  of  total 
funded  debt  so  that  the  average  proportion  of  bonds 
outstanding  in  the  5  years  1895-99  was  less  than  2 
percent  below  that  for  the  first  5  years  of  the  1890"s. 
From  1895-99  the  5-year  averages  of  the  proportions 
of  funded  debt  to  the  total  capitalization  rose  con- 
eistently  to  59.61  percent  for  the  period  1920-24  and 
remained  at  the  same  figure  throughout  the  following 


except  by  tedious  and  expensive  processes  of  special  tabulations  of 
roads  excluded  froni  stoclj  and  debt  figures  in  those  years.  The  fact 
that  the  figures  do  not  represent  an  identical  sample  throughout  has 
been  disregarded  in  the  5-year  averages  shown  in  the  table,  but  the 
table  and  chart  have  been  constructed  to  show  the  exact  character 
of  the  figures  employed. 


5  years.  An  equally  consistent  decline  in  the  propor- 
tion was  registered  in  1930-34  and  1935-39.  In  terms 
of  5-year  averages  the  peak  of  total  capitalization  as 
well  as  of  both  capital  stock  and  funded  debt  was 
reached  in  the  period  1930-34.  In  that  period  the  total 
capitalization  averaged  5.5  times  that  for  the  4  years 
1876-79.  Between  the  same  periods  the  capital  stock 
average  increased  only  4.4  times,  but  funded  debt 
average  rose  6.7  times.-" 

Figure  14  presents  in  graphic  form  the  growth  of 
funded  debt  and  capital  stock  from  1876  through  1939. 

Factors  in  Railway  Debt  Expansion 

The  causes  of  this  expansion  in  funded  debt,  either 
relative  to  the  growth  of  capital  stock  or  otherwise, 


"^  The  foregoing  statements  ignore  the  net  increase  in  railroad  in- 
vestment from  earnings.  If  all  these  had  been  capitalized  by  stock 
dividends,  the  proportion  of  stock  in  the  total  capitalization  would 
have  been  higher. 
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must  in  the  nature  of  the  case  remain  largely  con- 
jectural. A  variety  of  elements,  no  doubt,  were  influ- 
ential." But  it  may  be  suggested  that  two  fundamental 
factors  were  essential.  The  first  was  the  earning 
power  theory  of  bonds  -^  with  its  corollary  of  the  non- 
necessity of  railroad  debt  repayment;  -^  the  second  was 
the  general  acceptance  of  this  theory  by  the  investing 
public.  Without  the  latter,  so  large  an  expansion  of 
railroad  debt  might  well  have  proved  more  difficult  or 
even  entirely  imj^racticable. 

Probably  the  most  important  factor  in  the  general 
acceptance  by  the  i^ublic  of  the  idea  of  the  nonrepay- 
ment  of  railroad  debt  was  the  highly  monopolistic 
position  occupied  by  the  railroads  in  transportation 
service,  but  this  consideration  was  importantly  rein- 
forced by  tlie  development  of  public  control  of  railroad 
enterprises.  Rate  regulation,  the  physical  valuation  of 
railway  enterprises,  and  finally  control  of  rail  security 
issues,  all,  no  doubt,  played  important  roles  in  the 
attitude  of  the  public  toward  railway  funded  debt  and 
its  continued  willingness  to  purchase  railroad  bonds. 

Some  time  before  the  turn  of  the  century  the  rail- 
roads as  a  whole  had  very  largely  established  them- 
selves in  the  public  mind  as  tlie  permanent  transporta- 
tion agency  of  the  Nation,  destined,  in  the  nature  of 
the  case,  to  monopolize  substantially  the  carriage  of 
passengers  and  freight.  This  attitude  was  influenced 
in  no  small  degree  by  regulatory  policy.  Rate  regula- 
tion by  the  State  legislatures  began  as  early  as  the 
1870's.  Although  this  was  primarily  in  response  to 
public  reaction  against  exorbitant  rates,  it  was  based 
on  a  rapidly  growing  recognition  of  the  view  that  the 
railroad  business  as  a  whole  was  affected  with  a  public 
interest  owing  to  its  increasingly  monopolistic  position 
in  the  transportation  of  persons  and  commodities. 


^  For  examplp,  leverace  in  favor  of  the  comrrjon  stock  and  institutional 
Investor  requirements  for  bonds.  Another  factor — taxes — is  considered 
at  a  later  point  In  the  study. 

''  This  theory  was  developed  in  detail  by  Greene.  He  pointed  out  the 
difference  in  the  character  of  highly  specialized  property  devoted  to  the 
transportation  service  and  nonspecialized  property  representing:  various 
Itinds  of  real  estate.  In  the  case  of  the  latter  type  of  property,  the 
security  of  mortgages  thereon  resided  primarily  in  the  value  of  the 
property  as  such.  In  the  case  of  railroad  property,  on  the  other  hand, 
the  property  as  such  possessed  little  or  no  value  for  any  other  purposes 
than  the  transportation  of  passengers  and  freight.  In  consequence,  a 
mortga.c;e  on  railroad  property,  despite  the  language  of  the  indenture, 
was  not  In  reality  secured  by  the  property  at  all  but  rather  by  the 
earnings.  If  earnings  failed  and  the  railroad  property  were  sold,  the 
number  of  possible  buyers  would  be  exceedingly  limited  and  no  buyer, 
unless  he  expected  to  continue  to  operate  the  property  as  a  transporta- 
tion company,  would  offer  therefore  more  than  a  fraction  of  its  value. 
Moreover,  public  interest  in  the  transportation  of  passengers  and  freight 
would  demand  that  the  property  be  continued  in  operation  and  not 
scrapped.  Consequently,  such  specialized  property  would  not  be  sold, 
but  the  corporation's  capitalization  would  be  revised  to  accord  with  the 
earning  power  of  the  company.  Thomas  L.  Greene,  Corporation  Finance 
(1897),  especially  Chapter  III. 

"  On  the  policies  and  extent  of  railroad  debt  repayment  through  sink- 
ing funds,  see  Stevens,  Railroad  Sinkirjfj  Fundt?  and  Funded  Deht,  I.  C.  C, 
Bureau  of  Statistics.  19.39,  Tables  1-3.  pp.  1.3-1.').  Cf.  also  A.  S.  Dewing, 
Financial  Policy  of  Corporations,  Vol.  Ill,  pp.  126-27. 


The  original  Act  to  Regulate  Commerce  of  1887  was 
directed  essentially  against  unreasonable  and  unjust 
personal  and  local  discriminations  in  rates  and  charges. 
Although  it  contained  no  specific  authority  for  the 
Commission  to  prescribe  rates  for  the  future,  it  was 
believed  by  many  for  more  than  a  decade,  including 
the  Commission  itself,  that  this  body  had  been  given 
that  power.  Additional  authority  granted  to  the  Inter- 
state Commerce  Commission  by  the  ELkins  Act  of  1903, 
the  Hepburn  Act  of  1906,  and  the  Mann-Elkins  Act  of 
1910  provided  important  links  in  a  comprehensive 
system  of  railway  regulation,  thus  strengthening  the 
public  belief  in  the  permanency  of  the  railroad  mo- 
nopoly of  transportation.  The  require^jgnts  of  these 
acts  for  the  publication  and  filing  of  tariffs,  the  long- 
and-short-haul  clause,  together  with  other  regulations 
and  prohibitions,  may  well  have  induced  some  part  of 
the  public  to  believe  that  railway  earning  jjower  under 
this  system  of  regulation  would  be  as  well  or  better 
maintained  than  theretofore. 

Later  on,  in  1920,  the  minimum  rate  authority  given 
to  the  Commission  by  the  Transportation  Act  of  that 
year  tended  to  justify  the  view  that  rates  would  not  be 
allowed  to  fall  too  low,  with  tiie  consequent  implication 
that  earnings  would  in  the  future  be  somewhat  better 
protected  than  previously.  Such  a  view  was  reinforced 
by  the  fact  that,  in  giving  the  Commission  this  minimum 
rate-control.  Congress  also  enacted  a  rate-making  rule 
imposing  upon  that  body  the  affirmative  duty  of  mak- 
ing rates  which  would  yield  the  railways  a  fair  return. 
This  requirement,  however,  as  well  as  the  recapture 
of  excess-earnings  provision  of  the  same  Act,  imposed 
a  maximum  limitation  on  such  earnings. 

The  new  rate-making  rule  was  the  outgrowth  of  the 
"fair  rate  of  return  on  fair  value"  theory  and  the  phys- 
ical valuation  of  railway  property.  The  original  Act 
to  Regulate  Commerce  of  1887,  in  authorizing  the  Com- 
mission to  require  annual  reports  from  common  car- 
riers, had  provided  that  such  reports  should  show, 
among  other  things,  the  cost  and  value  of  the  carrier's 
property  franchises  and  equipment.'*  Several  years 
later  the  United  States  Supreme  Court  in  the  famous 
case  of  Smyth  v.  Anies  held  "that  the  basis  of  all 
calculations  as  to  the  reasonableness  of  rates  to  be 
charged  by  a  corporation  maintaining  a  highway  under 
legislative  sanction  must  be  the  fair  value  of  the  prop- 
erty being  used  by  it  for  the  convenience  of  the  pub- 
lic".-' Texas,  Michigan,"  aud  Wisconsin  began  valua- 
tions of  railroad  property  around  the  turn  of  the  cen- 
tury. Though  made  largely  for  tax  purposes,  these 
State  reports  tended  to  focus  attention  upon. the  physi- 


^  However,  it  should  be  noted  that  the  Commission  had  no  authority 
to  prescribe  accounts  for  the  carriers  until  1906. 
==169  U.  S.  466,  546  (1898). 
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cal  value  of  rail  iDroperties  by  demonstrating  both  the 
practical  possibilities  and  concrete  application  of  such 
valuations.  Beginning  in  1903  the  Interstate  Com- 
merce Commission  urged  railroad  valuation  upon  the 
Congress  by  its  rejDeated  recommendations.  The  Com- 
mission's annual  reports  reflect  the  view  that  valuation 
vras  needed  for  the  determination  of  rates  as  well  as 
for  regulatory  and  other  jjurposes,  including  taxation, 
depreciation,  and  capitalization.-"     Reinforced  by  the 


""Cf.  Annual  Reports,  Interstate  Commerce  Commission,  l(i03,  p.  26; 
1907,  p.  150;  1908,  pp.  84-85;  1909,  p.  6.  For  further  detail,  see 
Interstate  Commerce  Commission  Activities,  1887-1937,  notes  to  p.  143. 

414487—42 13 


favorable  report  of  the  Railroad  Securities  Conunis- 
sion,  these  recommendations  were  finally  accepted  in 
the  passage  of  the  Valuation  Act  of  1913.  Long  before 
the  fair  return  mandate  in  the  act  of  1920,  therefore, 
the  doctrine  that  the  railroads  M-ere  entitled  to  earn  a 
fair  rate  of  return  on  a  fair  value  of  their  property 
had  come  to  be  a  rather  generally  accepted  theory. 

Another  factor  contributing  to  the  public  acceptance 
of  the  expansion  of  railroad  funded  debt  and  the  non- 
necessit}'  of  debt  repayment  after  1920  was  the  legis- 
lation of  that  year  giving  the  Interstate  Commerce 
Commission    control    over    the    issuance    of    railway 
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securities.  As  early  as  1894  that  body  had  pointed  out 
that  "Until  there  is  some  practical  restriction  upon 
the  capitalization  of  railway  properties  at  fictitious 
values,  there  must  still  continue  to  be  nondividend- 
paying  stock,  defaulted  interest  on  bonds,  receiverships, 
and  foreclosure  sales." "  With  the  sole  exception  of 
the  year  1918,-^  every  annual  report  of  the  Commission 
from  1908  to  1919  recommended  Government  control 
of  railway  capitalization. 

These  developments,  extending  over  a  period  of  more 
than  half  a  century,  laid  an  excellent  foundation  for 
the  acceptance  on  the  part  of  both  the  railroads  and 
the  public  of  the  theory  of  a  permanent  nonrepay- 
able ^^  funded  debt  ■which  would  more  or  less  continu- 
ously increase  with  the  growth  of  population  and 
traffic  in  an  absolute  sense  though  perhaps  not  rela- 
tively to  capital  stock.  The  railroads,  considered  as 
a  whole,  possessed  a  substantial  monopoly  of  the  trans- 
portation of  passengers  and  freight.  Although  their 
earning  power  during  much  of  the  1890-1940  period 
was  subjected  to  maximum-rate  regulation,  it  was  at 
the  same  time  protected  at  first  by  prohibitions  against 
discriminatory  rates  and  charges  and  deviations  from 
published  rates,  later  by  a  multitude  of  other  regula- 
tions, and  finally,  in  1920,  by  minimum-rate  control. 
A  comprehensive  valuation  of  the  railroads  was  or- 
dered by  the  Congress  in  1913  and  completed  by  the 
Interstate  Commerce  Commission,  and  the  mandate  of 
the  act  of  1920  required  the  application  of  the  "fair 
rate  of  return"  theory  to  rate  making.  Finally,  in  1920, 
the  issuance  of  stocks  and  bonds,  long  urged,  was 
subjected  to  regulation.  Funded  debt  would  not  be 
unduly  expanded,  it  was  thought,  because  bonds  could 
be  issued  only  with  the  authority  of  the  Commission. 
Convinced  by  these  and  other  factors  of  the  impervi- 
ousness  of  the  rail-transport  monopoly  to  the  impact 
of  economic  change,  it  is  scarcely  remarkable  that  the 
public  continued  to  purchase  railroad  bonds  for  some 
40  years  after  1890,  despite  the  steadily  expanding 
volume  of  funded  debt  and  interest  charges  and  de- 
spite, as  subsequently  indicated,  the  decline  in  coverage 
of  these  interest  charges  by  earnings  after  1909. 


'^Annual  Report  of  the  Interstate  Commerce  Commission,  1894, 
p.  69.  It  should  be  noted  that  this  year  (1894)  represented  the  peak 
in  the  proportion  of  capitalization  in  the  hands  of  receivers  prior  to 
the  regulation  of  security  issues.  Curiously  enough  this  proportion 
was  approximately  the  same  as  that  In  1938.  which  was  the  pealc 
year  for  the  depression  of  the  30's.  in  the  proportion  of  capitalization 
in  the  hands  of  receivers  and  trustees  after  nearly  2  decades  of 
securities  issue  regulation. 

^^  Interstate  Commerce  Commission  Activities,  1887-1937,  p.  164. 

"  All  the  bonds  and  mortgages  securing  them,  however,  ran  for  a 
definite  term.  At  maturity  the  debt  was  continued  through  refunding 
in  the  form  of  a  new  mortgage  with  a  new  bond  issue.  The  new  bonds 
were  sold  to  a  new  set  of  creditors  and  the  proceeds  used  to  pay  off 
the  old  ones. 


The  Declining  Coverage 

of  Interest  Charges  by  the  Earnings 

Wliether  or  not  one  agrees  with  the  foregoing 
theories,  the  turn  of  events  since  1929  has  indicated 
all  too  well  the  perniciousness  of  the  doctrine  of  a 
permanent  nonrepayable  funded  debt.  The  expansion 
of  tlie  funded  debt  after  1890  both  in  absolute  amount 
and  relative  to  the  increase  of  total  capitalization  was 
accompanied  by  an  appreciable  increase  in  the  financial 
risk  of  railroad  enterprises  considered  as  a  whole,  i.  e., 
in  the  coverage  of  interest  charges  by  the  earnings. 
This  decline  began  before  the  outbreak  of  World  War 
I  and  except  for  the  brief  period  of  1925-29  continued 
with  little  interruption  until  the  late  1930's.  This 
is  shown  graphically  in  Figure  15,  which  compares 
railway  income  with  interest  accrued  on  funded  debt 
during  the  50-year  period  1890  to  1939.  The  annual 
figures  on  which  this  chart  is  based  are  given  in 
Table  2. 

In  Table  5  these  annual  ^°  figures  are  presented  by 
5-year  averages,  i.  e.,  the  interest  accrued  on  funded 
debt  in  comparison  with  the  average  net  railway  oper- 
ating income,  nonoperating  income,  and  combined  oper- 
ating and  nonoperating  income  both  before  and  after 
taxes.  From  1890-94  to  1930-34  the  average  annual 
interest  accruals  by  5-year  periods  increased  uninter- 
ruptedly from  a  little  less  than  237  million  to  not  quite 
615  million  or  by  more  than  1.5  times.  At  the  same 
time  the  net  railway  operating  income  (after  tax  ac- 
cruals) rose  from  an  average  of  nearly  337  million 
in  1890-94  to  over  1.2  billion  in  1925-29,  an  increase 
which  also  was  uninterrupted  except  for  the  period 
1920-24  when  the  5-year  average  fell  to  a  point  but 
little  above  that  of  1905-09. 

Nonoperating  income  also  showed  a  similar  unin- 
terrupted increase  from  1890  to  1930  except  for  the 
5-year  periods  1895-99  and  1915-19.  If  net  railway 
operating  income,  be  combined  with  the  nonoper- 
ating income,  there  was  an  uninterrupted  increase 
from  1890-94  through  1925-29,  a  j^eriod  5  years 
shorter  than  that  of  the  uninterrupted  increase  in  in- 
terest accruals.    From  the  low  point  of  1890-94  to  the 


^  Rent  for  leased  roads  and  equipment  has  not  been  considered  in 
this  table.  With  the  exception  of  payments  to  private  car  lines  and 
some  others,  these  rentals  represent  intercompany  payments  when 
the  figures  for  the  roads  as  a  whole  are  considered  as  in  this  table. 
There  is  also  a  large  amount  of  duplication  between  these  figures 
and  nonoperating  Income,  rents  reported  paid  by  the  lessee  being 
frequently  in  the  form  of  interest  and  dividends  on  the  lessor  companies' 
securities  and  reported  as  nonoperating  income  by  the  latter.  Finally, 
though  these  payments  have  shown  a  high  percentage  of  increase 
during  the  period  as  an  increasing  number  of  roads  have  been  leased, 
this  increase  is  in  no  way  comparable  in  either  absolute  or  relative 
terms  with  that  of  taxes  or  interest  on  funded  debt.  In  1890  the 
rent  for  leased  roads  (which  presumably  though  not  certainly  included 
C'lUipraent  rents)  was  over  $91,000,000.  In  1939  it  was  less  than 
$154,000,000. 
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Table  5. — Averages  of  Railway  Operating  and  Nonoperating  Income,  Interest,  and  Taxes,  by  5-Year  Periods,  1890-1939 
[All  railways  except  switchlnf!  and  terminal  ccmpanies  from  1908-14,  inclusive,  and  Class  III  roads  and  tteir  nonoperating  subsidiaries  in  191.1  and  1914.  in  thousands] 


Period  (inclusive)' 

Net  railway 
operating  in- 
come before  tax 
accruals 

(1) 

Railway  tax 
accruals 

(2) 

Net  railway 

operating 

income 

(3) 

Nonoperating 
income 

(4) 

Net  railw<iy 

operating  and 

nonoperating 

income 

(5) 

Net  railway 
operating  and 
nonoperrtting 
income  before 

tax  accruals 

(6) 

Interest  accrued 
on  fimded  debt 

(7) 

Tax  accruals 
and  interest 
accrued  on 
funded  debt 

(8) 

1890-1894 

$369,969 
396,478 
594, 692 
766,088 
866,  733 
982,  387 
1,019,178 
1,621,187 
869,868 
928,  530 

$33,247 

40,711 

50,252 

73,  067 

115,  397 

202,796 

323,623 

402, 869 

300,580 

337,  616 

$336, 722 
355,  768 
544,440 
693, 021 
751,  336 
779,  591 
695.  555 
1,218,318 
669,289 
690,914 

$139,  021 
134,693 
191,  ."ilo 
284,417 
364,  506 
'  345,  289 
•  453,  227 
486,410 
410,  289 
313,430 

$475,  743 

490, 460 

735,955 

977,  438 

1, 115.  842 

•1,124,880 

'  1, 148.  782 

1,  704,  728 

979,  578 

904,344 

$508,990 

531, 171 

786.  208 

1. 050.  504 

1.  231.  239 
5  1.  327.  676 
•  1. 472.  405 

2.  107.  597 
1.  280, 158 
1,241,960 

$236,811 
249, 460 
274,  219 
345, 680 
423,  257 
487,  660 
560.554 
605.  235 
614. 970 
563,513 

$270,058 

1895-1899„_ 

1900-1904    . 

324, 571 

418  747 

1905-1909 

1910-1914 .                  .... 

538  654 

1915-1919!. 

690, 457 

1920-1924  

884  177 

1925-1929 

1,  0(18. 104 

1930-1934-. 

915,  549 

1935-1939  .. 

901  129 

'  Fiscal  years  ended  with  June  30th  from  1890  to  1915,  both  inclusive;  calendar  years  ended  with  Dec.  31  since  1916. 

>  Does  not  include  the  6-month  period  ended  with  Dec.  31,  1915,  because  figures  are  not  readily  available  due  to  change  in  reporting  statistics  from  a  fiscal  to  a  calendar  year 
basis. 

'  Three-year  average;  fiscal  year  ended  June  30,  1915,  and  calendar  years  1918  and  1917. 

<  Sum  of  average  of  net  railway  operating  income  for  5  years,  1915-19,  and  average  of  nonoperating  income  for  fiscal  year  ended  Jime  30, 1915,  and  calendar  years  1916  and  1917. 

s  Sum  of  average  of  net  railway  operating  income  before  tax  accruals  for  5  years  1915-19  and  average  of  nonoperating  income  (or  fiscal  year  ended  June  30,  1915,  and  calendar 
years  1916  and  1917. 

•  Four-year  average,  1921-24. 

'  Sum  of  average  of  net  railway  operating  income  for  5  years,  1920-24,  and  average  of  nonoperating  income  for  4  years,  1921-24. 

s  Sum  of  average  of  net  railway  operating  income  before  tax  accruals  for  5  years,  1920-24,  and  average  of  nonoperating  income  for  4  years  1921-24. 

Source:  Interstate  Commerce  Commission,  'Stalistics  of  Railways  in  the  United  States.'  1890-1939. 


high  of  1925-29  the  percentage  increase  in  net  railway 
operating  income  or  in  net  railway  operating  and  non- 
operating  income  combined  was  greatly  in  excess  of 
the  increase  in  interest  accrued  on  funded  debt.  How- 
ever, these  percentage  increase  figures  are  somewhat 
misleading  because  the  fact  appears  to  be  that  the  finan- 
cial risk  for  railroads  as  a  whole  increased  steadily 
after  1905-9.  For  some  15  years  after  1890-94  the 
roads  experienced  a  decreasing  financial  risk  in  terms 
of  the  coverage  of  interest  by  net  railway  operating 
income.  "With  the  expansion  of  funded  debt  and  in- 
terest accruals  after  1905-9,  however,  the  financial 
risk  rose  rapidly.  Table  6  shows  that  in  1890-94  net 
railway  operating  income  was  sufficient  to  cover  in- 
terest charges  on  the  average  1.422  times.  From  this 
point  the  5-year  average  coverage  increased  in  each  of 


the  three  succeeding  periods  to  2.005  times  in  1905-9. 
In  the  next  three  periods  it  fell  sharply  and  successively 
to  1.241  times  in  1920-24  or  substantially  below  the 
levels  of  the  nineties.  Even  the  record  breaking  vol- 
ume of  traffic  and  earnings  in  1925-29  was  not  sufficient 
to  cover  the  interest  charges  more  than  2.013  times  or 
negligibly  above  the  2.005  coverage  in  1905-9.  More- 
over, the  total  coverage  of  interest  cliarges  as  repre- 
sented by  the  combined  net  railway  operating  and 
nonoperating  income  was  actually  lower  in  this  great 
prosperity  quinquennium  of  railroad  history  than  it 
was  in  1905-9.  In  the  5  years  1930-34  the  net  rail- 
way operating  income  failed  to  cover  the  interest 
charges  (0.926  times)  and  in  1935-39  they  were  covered 
only  1.049  times.  The  number  of  times  interest  charges 
were  covered  by  net  railway  operating  income  and  by 


Table  6. — Coverage  of  Accrued  Interest  on  Funded  Debt  and  Tax  Accruals  by  Railway  Earnings:  5-Year  Averages,  1890-1939 


Number  of  times  interest  charges  were  covered  by 

Number  of  times  taxes  were 
covered  by 

Number  of  times  both  interest 
and  taxes  were  covered  by 

Period  (inclusive) 

Net  railway 
operating  in- 
come before 
tax  accruals 

(1) 

Net  railway 
operating  in- 
come (after  tax 
accruals) ' 

(2) 

Net  railway 
operating  and 
nonoperating 
income  before 

tax  accruals 

(3) 

Net  railway 
operating  and 
nonoperating 
income  fafter 
tax  accruals)  ' 

W 

Net  railway 
operating  in- 
come before 
tax  accruals 

(5) 

Net  railway 
operating  and 
nonoperating 
income  before 

tax  accruals 

(6) 

Net  railway 
operating  in- 
come before 
tax  accruals 

(7) 

Net  railway 
operating  and 
nonoperating 
income  before 

tax  accruals 

(8) 

1890-1894 ._ 

1.562 
1.589 
2.169 
2  216 
2.048 
2.014 
1.818 
2.679 
1.414 
1,648 

1.422 
1.426 
1.985 
2  005 
1.775 
1.599 
1.241 
2.013 
.926 
1.049 

2.149 
2.129 
2.867 
3.039 
2.909 
2.723 
2.627 
3.482 
2.082 
2.204 

2.009 
1.966 
2.684 
2  828 
2.6.36 
2.307 
2.049 
2.817 
1.593 
1.605 

11. 128 
9.739 
11.834 
10. 485 

15. 309 
13.047 
15.645 
14-  377 

1.370 
1.366 
1.833 
1.829 
1.609 
1.423 
1.153 
1.608 
.950 
1.030 

1.885 

1895-1899  

1.831 

1900-1904 _ 

2.423 

1905-1909    

2.509 

1910-1914 _ 

7.511                     10.670 
4.  S44                       6.  547 
3.  149                       4-  FtUn 

2.2Sft 

1915-1919' 

1.923 

1920-1924 

1  665 

192^1929 _ 

4.024 
2.S94 
2.750 

5.231 
4.259 
3.679 

2.091 

1930-1934 

1.398 

1936-1939 

1.378 

1  Fiscal  years  ended  with  June  30  from  1890  to  1915.  both  inclusive:  calendar  years  ended  with  Dec.  31  since  1916. 

'  "Net  Railway  Operating  Income"  in  the  I.  C.  C.  classification  of  accounts  is  arrived  at  after  the  deduction  of  railway  tax  accruals. 

1  Does  not  include  the  6-month  period  ended  with  Dec.  31, 1915,  because  figures  are  not  readily  available  due  to  change  in  reporting  statistics  from  a  fiscal  to  a  calendar  year 
basis. 

Source:  Interstate  Commerce  Commission,  'Statistics  of  Railteaii  in  the  United  Stales,'  1890-1939. 
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net  railway  operating  and  nonopeiating  income  from 
1890  to  1939  is  shown  graphically  in  Figure  15. 

It  has  been  shown  above  that  the  increase  in  taxes 
■was  one  of  the  major  factors  in  increasing  the  business 
risk  of  railroad  enterprise  considered  as  a  whole,  and 
that  the  increasing  financial  risk  of  railroad  enterprise 
was  the  result  in  large  part  of  a  too  rapidly  expanding 
volume  of  funded  debt  and  interest  charges.     Table  6, 
therefore,  also  shows  the  coverage  of  the  combined 
railway  tax  accruals  and  interest  accrued  on  funded 
debt  by  net  railway  operating  income  and  by  net  rail- 
way operating  and  nonoperating  income  before  taxes. 
The  highest  average  (5-year)  coverage  of  combined 
interest  and  taxes  by  net  railway  operating  income  be- 
fore tax  accruals  was  1.833  times   in   1900-04  from 
which  point  it  declined  continuously,  with  the  excep- 
tion of  1925-29,  to  less  than  once    (0.950  times)    in 
1930-34.     Even  the  traffic  and  earnings  of  1925-29  were 
not  large  enough,  moreover,  to  raise  this  coverage  for 
that  period  (1.608  times)  quite  to  the  level  of  1910-14 
(1.G09   times).     However,    the  average   coverage   for 
1925-29  exceeded  comfortably  that  of  the  two  periods 
of  the  1890's,  in  both  of  which  it  was  less  than  1.4 
times.     Combining  net  railway  operating  income  before 
taxes  with  nonoperating  income  gives  a  peak  coverage 
for  interest  and  taxes  of  2.509  times  in  1905-09  and 
a  low  of  1.378  times  in  1935-39.     For  the  two  periods 
of  the  1930's  the  coverage  of  interest  and  taxes  com- 
bined, eitlicr  by  net  railway  operating  income  before 
taxes  or  by  the  combined  net  railway  operating  and 
nonoperating  income  before  taxes,  are  substantially  be- 
low those  of  the  two  periods  of  the  1890's.     Figure  15 
shows  by  years  the  trends  of  combined  railway  tax 
accruals  and  interest  accrued  on  funded  debt  in  com- 
parison with  net  railway  operating  income  and  with 
the  combined  net  railway  operating  and  nonoperating 
income  before  taxes. 

Recent  Railroad  Reorganization  Plans 

The  Financial  Risk  Factor 
in  Recent  Failures 

The  reorganization  or  the  liquidation  of  a  corpora- 
tion may  result  from  either  an  increased  business  risk 
or  an  increased  financial  risk.  Where  financial  em- 
barrassment is  the  result  of  increased  business  risk, 
the  difficulty  is  due  to  the  inability  of  the  corporation 
to  earn  a  sufficient  amount  to  meet  its  operating  ex- 
penses, including  taxes  and  rentals.  Wliere  it  arises 
fi'om  the  increased  financial  ri.sk,  however,  there  is 
frequently  no  question  of  the  ability  of  the  corporation 
to  produce  a  sufficient  amount  of  revenue  to  cover  its 
cost  of  operation.  In  fact  the  income  after  the  pay- 
ment of  operating  expenses  may  be  substantial  or  even 
large  in  terms  of  its  operating  revenues.     But  if  a 


National  Resources  Planning  Board 

corporation  has  failed  to  observe  prudence  in  the  use 
of  debt  for  financing  or  has  met  with  unexpected  or 
untoward  economic  changes  which  increase  the  business 
risk,  the  increased  financial  risk  I'esulting  therefrom 
may  readily  bring  disaster  upon  the  company.  Unless 
the  business  risk  of  the  enterprise  has  risen  to  a  point 
where  there  is  no  margin  over  the  operating  costs,  how- 
ever, liquidation  is  relatively  rare.  If  there  is  any 
such  margin,  the  readjustment  of  the  interest  charges 
is  frequently,  if  not  usually,  sufficient  to  place  the  cor- 
poration in  a  sound  enough  jjosition  to  oj^erate  suc- 
cessfidly  thereafter. 

As  has  already  been  pointed  out,  the  difficulties  of 
numerous  railroads  in  the  1930's  were  due  primarily 
to  an  increase  in  the  financial  rather  than  the  business 
risk,  to  the  inability  to  earn  their  interest  charges 
rather  than  their  operating  expenses.  To  be  sure,  the 
business  risk  in  railroad  enteri^rise  increased  sharply 
after  1930,  but  it  is  equally  true  that  the  railroads 
would  not  have  been  so  seriously  affected  thereby  but 
for  the  long  and  relatively  uninterrupted  increase  in 
funded  debt  and  interest  charges.  The  increased  busi- 
ness risk,  however,  gravely  aggravated  the  financial 
risk  with  the  result  that  the  strong  roads  now  are  not 
nearly  as  strong  as  they  once  were  and  the  weak  roads 
are  substantially  weaker  from  the  latter  as  well  as  the 
former  standpoint. 

As  previously  shown,  the  roads  as  a  whole,  even  in 
the  1930's,  averaged  between  570  million  dollars  of  net 
railway  operating  income  after  tax  accruals  in  the 
period  1930-34  and  over  590  million  dollars  in  1935-39, 
in  addition  to  which  they  received  several  hundred 
million  dollars  of  nonoperating  income,  although  much 
of  this  represented  inter  rail  way  payments.  Table  7 
shows  a  tabulation  of  the  coverage  of  fixed  charges 
by  total  available  income  for  56  railway  systems  based 
on  a  6-year  average  for  the  highly  prosperous  period 
1921—29."  In  this  table  the  roads  have  been  arranged 
in  order  of  the  number  of  times  in  which  the  fixed 
charges  were  covered  by  the  total  income  available  for 
fixed  charges.  This  table  shows  that  during  this  period 
these  56  roads  as  a  whole  had  a  coverage  of  2.25  times 
their  fixed  charges.  Even  in  this  period  of  high  pros- 
perity, however,  there  were  7  of  the  56  companies,  or 
more  than  12  percent,  that  earned  their  fixed  charges 
less  than  1.5  times.  Seventeen  of  them,  or  over  30 
percent,  covered  them  less  than  1.75  times,  and  27,  or 
48  percent,  less  than  twice.     At  the  opposite  end  of  the 


"  The  figures  in  question  are  used  tlirougli  the  courtesy  of  John  E. 
Oldham.  Tliey  are  rearranged  from  a  tabular  analysis  prepared  by 
him  for  another  purpose  and  have  not  been  cliecked  by  this  writer. 
The  56  roads  in  question,  according  to  Mr.  Oldham,  had  operating 
revenues  equal  to  more  than  00  percent  of  the  total  of  all  Ihe  Class  I 
roads  in  the  United  States.  Mr.  Oldham  has  included  rent  tor  leased 
roads  in  his  fixed  charges. 
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Table  7. — Coverage  of  Fixed  Charges,  by  Total  Available  Income 
for  56  Railroad  Systems,  6  Teat'  Average,  1924-29  ' 

[In  thousands] 


Road 


Norfolk  &  Western 

Alabama  Great  Southern 

Atchison,  Topeka  &  Santa  Fe' 

Wheeling  &  Lake  Erie 

Pittsburgh  &  Lake  Erie 

Chicago,  Burlington  <Si  Quincy 

Pere  Marquette 

Cincinnati,  N.  O.  &  Texas  Pac 

Chesapeake  &  Ohio  *. __, 

Union  Pacific  * 

Delaware,  Lackawanna^  Western 

Reading" 

Atlantic  Coast  Line 

Texas  &  Pacific 

Colorado  &  Southern  ' _._ 

Nashville,  Chatt.  &  St.  Louis , 

Louisville  &  Nashville  ' - 

Southern  Pacific  Lines.. 

Northern  Pacific 

Virginian 

New  York  Central  • 

Great  Northern. 

Southern  Railway 

New  York,  Chicago  &  St.  Louis 

Pennsylvania' _ .- 

Wabash 

Missouri-Kansas-Texas 

Chicago,  Indianapolis  &  Louisv. ..  — 

Lehigh  Vailev -- 

Mobile  &  Ohio 

Chi.,  Rock  Island  &  Pacific. 

Central  R.  R.  of  New  Jersey 

Illinois  Central '» 

Baltimore  &  Ohio  " 

Gulf  Coast  Lines"..- 

Kansas  City  Southern  — 

Western  Maryland 

Chicago  &  North  Western 

Chicago,  St.  P.,  Minn.  &  Omalia 

St.  Louis  Southwestern 

Chi.,  Milw.,  St.  Paul  &  Pacific --. 

Central  of  Georgia 

New  York,  New  Haven  &  Hartford  i3. 

Boston  &  Maine. 

Erie .-. 

Norfolk  Southern 

Western  Pacific 

Missouri  Pacific 

St.  Louis-San  Francisco 

Maine  Central. 

Chicago  Great  Western 

Florida  East  Coast 

Seaboard  Air  Line 

Chicago  A  Eastern  Illinois 

Denver  &  Rio  Grande  Western 

International-Great  Northern 


Total --- 1,237,149 


Total  in- 
come avail- 
able for 

fixed 
charges 


$36, 303 
3,214 
63,777 
4,331 
9,550 

33,  344 
9,748 
6,097 

39,830 
59, 826 

21,  726 
24,  775 
20, 525 

7,841 
6,506 
4,330 
27,809 
66,  332 

34,  715 
8,900 

124,019 
41,811 
38,  277 
12,  574 

133,  654 

12,  847 

13,  226 
2,820 

14,  505 
3,268 

22,  790 
11,223 
32,  717 
56,298 

3,466 

5,559 

5,415 

24,  455 

3.089 

4,687 

22,  707 

6,046 

30,225 

12,990 

23,460 

1,617 

3,584 

23,653 

23,231 

3,150 

2,595 

3.586 

12,  191 

2,636 

6,785 

2:514 


Filed 

charges, 

excluding 

taxes  ! 


$5, 442 
607 

12, 166 
1,080 
2,432 
9,282 
2,718 
1,731 

12,065 

18. 165 
6,861 
8,753 
7,459 
2,863 
2,574 
1,756 

11,387 
27, 993 
15,314 

3,933 

55, 180 

18,  627 

(a)  17,711 

5,842 

62. 166 
6,070 

(t,)  6,  558 
1,393 
7,222 
1,687 

11,947 
6,104 

17,741 

31, 184 
1,925 
3,126 
3.052 

13, 044 

2.646 

2,711 

(c)  13,317 

3,596 

18,  677 
7,997 

14, 848 
1,046 
2,329 

l.S  501 

15,464 
2,163 
1.815 
2,695 
(rf)  9,  722 
2,377 
6.160 
2,486 


550, 710 


Coverage 

of  fixed 

charges  by 

available 
income 


6.67 
5.29 
5.24 
4.01 
3.93 
3.69 
3.59 
3.52 
3.30 
3.29 
3.17 
2.83 
2.75 
2.74 
2.53 
2.47 
2.44 
2.  .37 
2.27 
2.26 
2.25 
2.24 
2.16 
2.15 
2.15 
2.12 
2.02 
2.02 
2.01 
1.94 
1.91 
1.84 
1.84 
1.81 
1.80 
1.78 
1.77 

1.76 

1.73 
1.71 

1.68 
1.62 
1.62 
1.58 
1.55 
1.54 
1.53 
1.50 
1.46 
1.43 
1.33 
1.25 
1.11 
1.10 
1.01 


2.25 


1  These  figures  are  used  by  the  courtesy  of  John  E.  Oldham  and  form  a  tabular 
analysis  made  by  him.  They  have  not  been  checked  by  the  writer.  The  56  roads 
in  question,  according  to  Mr.  Oldham,  had  operating  revenues  equal  to  more  than 
90  percent  of  the  total  for  all  Class  I  roads  in  the  United  States. 

»  Rent  for  leased  roads,  interest,  and  miscellaneous  charges. 

!  Includes  Panhandle  &  Santa  Fe;  Gulf,  Colorado  &  Santa  Fe;  and,  since  Aug.  1, 
1929,  Kansas  City,  Mexico  &  Orient  Lines. 

*  Includes  Hocking  Valley. 

i  Includes  Oregon-Washington  R.  R.  &  Navigation  Co.;  Oregon  Short  Line,  and 
Los  Angeles  &  Salt  Lake. 

8  Covers  4-year  period  1926-29  only,  as  combined  figures  of  12  subsidiary  companies 
actually  consolidated  as  of  Jan.  1,  1929,  are  not  available  prior  to  1926. 

"  Includes  Fort  Worth  &  Denver  City,  Wichita  Valley,  and  other  subsidiaries. 
s  Includes,  since  1924,  operations  of  Louisville,  Henderson  &  St.  Louis,  leased  as 
of  June  1,  1929. 

9  Income  and  fixed  charges  exclude  intercorporate  receipts  or  payments  of  dividends 
or  interest. 

1"  Includes,  since  June  2, 1926,  operations  of  Alabama  &  Vicksburg,  and  Vicksburg, 
Shreveport  &  Pacific, 

n  Includes  Buffalo,  Rochester  &  Pittsburgh,  and  Buffalo  &  Susquehanna. 

"  Includes  New  Orleans,  Texas  &  Mexico;  Beaumont,  Sour  Lake  &  Western;  St. 
Louis,  Brownsville  &  Mexico;  San  Antonio,  Uvalde  &  Gulf;  and  11  other  subsidiary 
companies. 

13  Includes  Central  New  England. 

(a)  Includes  $226,008  dividends  on  Southern  Ry.  Mobile  &  Ohio  slock  trust  cer- 
tificates. 
(6)  Includes  interest  on  adjustment  mortgage  bonds. 

(c)  Excludes  $9,143,685  interest  on  adjustment  mortgage  bonds  paid  in  each  year, 
1928  and  1929. 

(d)  Excludes  $1,250,000  interest  on  adjustment  mortgage  bonds  paid  in  each  year, 
1924  to  1927,  inclusive. 


array  were  11  roads,  or  nearly  one-tifth,  which  covered 
their  fixed  charges  from  3  to  over  6  times,  and  18  roads, 
or  nearly  one-third,  with  a  fixed  charge  coverage  of 
between  2  and  3  times. 

Even  when  the  remarkable  earnings  of  the  1924^-29 
period  are  considered,  the  weak  roads  in  terms  of 
financial  risk  were  still  weak  roads.  It  is  not  surpris- 
ing, therefore,  with  the  sharp  increase  in  the  business 
risk  of  railroad  enterprises  after  1929  that  the  resulting 
increase  in  financial  risk  was  too  much  for  the  weaker 
companies.  Practically  all  of  the  roads  with  an  aver- 
age fixed  charge  coverage  of  less  than  1.75  times  in  1924— 
29  were  in  the  hands  of  receivers  or  trustees  at  the  end 
of  1939.  Four  large  systems  with  a  coverage  between 
1.75  and  2  times  fixed  charges  (Mobile  and  Ohio ;  Chi- 
cago, Rock  Island  &  Pacific;  Central  Railroad  of  New 
Jersey ;  and  Chicago  &  North  Western)  were  in  the  same 
position.  The  Baltimore  and  Ohio  and  Lehigh  Valley 
with  coverages  of  1.81  and  2.01  times  fixed  charges, 
respectively,  barely  escaped.  All  other  roads  with  a 
coverage  of  twice  their  charges  except  the  Waba.sh  (2.12 
times)  and  the  Chicago,  Indianapolis  &  Louisville 
(2.02  times)  weathered  the  storm,  at  least  for  the  time 
being. 

The  New  Capitalization 
of  the  Reorganized  Roads  '^ 

Of  the  Class  I  and  other  roads  which  found  them- 
selves unable  to  meet  their  interest  charges,  more  than 
a  score  passed  into  the  hands  of  trustees.  Under  the 
terms  of  Section  77  of  Chai^ter  8  of  the  Bankruptcy 
Act,  it  thereupon  became  the  duty  of  the  Interstate 
Commerce  Commission  to  approve  plans  of  reorganiza- 
tion for  these  companies  or  to  refuse  to  approve  any 
plan. 

As  of  October  31, 1940,  the  Commission  had  approved 
reorganization  plans  involving  21  roads.^^  In  addition, 
plans  had  been  proposed  by  the  examiners  for  4  ad- 
ditional roads.  The  distribution  of  the  capitalization 
of  these  25  old  companies  and  24  new  companies  as 
approved  by  the  Commission  and  proposed  by  examin- 
ers is  given  in  Table  8  as  of  October  31,  1940.  This 
table  shows  that  for  all  24  plans  combined  the  reduction 
of  long-term  debt  was  slightly  in  excess  of  47  percent, 
and  that  par  value  stock  was  reduced  by  nearly  47 
percent,  while  no  par  shares  increased  in  excess  of 
724  percent. 


3=  The  basic  figures  for  all  the  tables  appearing  in  the  following  dis- 
cussion relating  to  roorganizalion  plans  were  prepared  by  Mr.  S.  G. 
Spal,  Jr.,  Statistician  of  the  Interstate  Commerce  Commission,  Bureau 
of  Statistics.  The  writer  is  also  indebted  to  Mr.  Spal  for  various 
suggestions  and  criticisms  made  by  him  in  connection  with  the  checking 
of  the  whole  study. 

33  The  number  of  old  companits  was  21  but  owing  to  the  inclusion  of 
the  Boston  &  Providence  in  the  New  Haven  plan  the  new  companies 
number  only  20. 
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Table  8. — Changes  in  Capitalization  Under  Reorganization  Plans  A  pproved  ty  the  Commission  or  Proposed  by  Examiners,  Oct.  31, 19^0  ' 

[Debt  and  stock  figures  in  thousands) 
APPEOVED  BY  COMMISSION 


Number 

Long-term 
debt" 

Stock 

Total 

Item 

Par  value 

No  par  shares 

Par  value  debt 
and  stock 

No  par  shares 

3  21 
120 

-1 

$2,994,494 
1,  593,  269 

$1,379,063 
706,011 

1, 475. 78 
12, 144.  64 

$4,  373,  657 
2,  299,  280 

1, 475. 78 

12, 144. 64 

-1,401.225 
-46.  79 

-673,062 
-48.  SI 

+10,  668.  86 
+722. 93 

-2.074.277 
-47.43 

+10, 668. 86 

+722.93 

PROPOSED  BY  EXAMINEES 


64 
»4 

82,  403 
36,  842 

46,  640 
63, 139 

*  129,  043 
89,981 

New  c ompanies - 

20.91 

20.91 

-45,  661 
-65.  29 

+6,  499 
+13.93 

+20.  91 

-39,  062 
-30.  27 

+20.91 

APPEOVED  BY  COMMISSION  OE  PROPOSED  BY  EXAMINEES 

Old  companies                                               - - 

«25 
'24 

-1 

3,076,897 
1,630,111 

1,  426,  703 
759, 150 

1,475.78 
12, 165.  56 

4,  602,  600 
2,  389,  261 

I,  475.  78 

New  companies - 

12, 166.  65 

Difference  C+  or  — )                                                       .  

-1,446.786 
-47.02 

-666,  563 
-46.  75 

+10,  689.  77 
+724.35 

-2, 113,  339 
-46.94 

+10,689.77 

+724.35 

>  Summarized  from  "Change  in  capitalization  under  plans  of  reorganization  approved  by  the  Commission,  or  proposed  by  examiners,  for  railroads  in  reorganization  proceedings 
before  the  Commission"  as  of  Oct.  31, 1940, 1.  C.  C,  Bureau  of  Finance  (mimeographed).  This  tabulation  is  shown  in  the  64th  Annual  Report  of  the  Interstate  Commerce  Com- 
mission (1940).  pp.  64-66.  ^  ^         ^.  ^  u    ,     J  J  . 

'  Includes  the  principal  amount  of  certain  notes  and  bonds  which  before  reorganization  were  classified  in  the  balance  sheet  as  current  liabilities,  but  which  are  to  be  funded  m 
the  plan  approved  or  recommended.    Doesnot  include  unpaid  interest. 

i  Akron  C.  &  Y.;  Boston  &  Providence;  Chicago  &  E.  1.;  Chicago  i  North  Western;  Chicago  Great  Western;  Chicago,  M.,  St.  P.  &  P.;  Chicago,  R.  I.  &  P.;  Chicago,  S.  S. 
&  S.  B.;  Copper  Range;  Denver  &  E.  G.  W.;  Erie  (inch  Chicago  &  Erie);  Kansas  City,  K.  V.  &  \V.;  Louisiana  &  N.  W.;  Missouri  Pacific;  New  York,  N.  H.  &  H.;  Oregon,  P. 
&  E.;  Reader;  St.  Louis-San  Francisco;  Savannah  &  Atl.;  Spokane  Int.;  Western  Pacific. 

<  Same  as  companies  listed  under  Note  3  except  that  the  Boston  and  Providence  was  included  in  the  New  Haven  reorganization  plan  and  the  number  of  reorganized  com- 
panies is  1  less  than  the  number  of  old  companies. 

»  Alabama,  T.  &  N.;  Fort  Dodge,  Des  M.  &  S.;  St.  Louis  Southwestern;  Yosemite  Valley. 

<  Same  as  companies  listed  under  Notes  3  and  6. 
'Same  as  NotJS  4  and  6. 


The  analysis  in  the  following  pages  has  been  limited 
to  the  20  new  companies  for  which  the  plans  had  been 
approved  by  the  Commission  as  of  October  31,  1940. 
All  4  roads  involved  in  proposed  jjlans  are  relatively 
small,  the  St.  Louis  Southwestern  being  the  only  Class 
I  road  in  this  gi-oup.  Of  the  other  3  roads,  1  is  an 
electric  road  and  the  other  2  are  Class  II  companies.^* 

In  genei'al  the  new  capitalizations  ^^  provided  for  by 
the  approved  plans  are  rather  uniform,  consisting  of  a 
first  mortgage  bond  issue,  one  of  second  mortgage 
bonds,  an  issue  of  preferred  stock,  and  one  of  common 
stock.  For  three  small  companies,  the  Copper  Range ; 
the  Oregon,  Pacific  and  Eastern;  and  the  Reader,  no 
long-term  debt  was  approved.     In  several  cases,  chiefly 


^^  Some  variations  from  the  figures  shown  in  the  foregoing  table  will 
be  found  in  the  analytical  tables  which  follow.  This  is  due  partly  to 
the  fact  that  the  former  are  based  on  the  totals  of  the  securities  of  the 
new  companies  which  include  certain  undisturbed  issues  of  the  old  com- 
panies. This  analysis,  however,  h,as  b,en  based  upon  the  securities 
issued  by  the  new  companies.  In  part  also  this  difference  is  due  to 
the  fact  that  the  figures  in  the  preceding  table  are  of  the  date  October 
31,  1940,  and  that  since  then  there  have  bF?en  a  number  of  modifica- 
tions made  in  the  plans  either  by  the  Commission  or  the  courts.  The 
latest  available  figures  at  the  date  the  tabulatious  were  made  (late 
February  and  early  March  of  1941)   have  been  used  in  this  discussion. 

"^  The  summary  of  the  approved  plans  contained  in  the  tables  in 
this  chapter  is  confined  to  the  new  overlying  securities  approved. 
The  figures  do  not  include  any  securities  representing  underl.ving  senior 
liens  or  equipment  obligations  which  were  left  undisturbed  or  new 
divisional   bonds   issued   in   connection    with   tlie   reorganization   plans. 


the  smaller  roads,  no  second  mortgage  bonds  were  ap- 
proved."" In  certain  other  cases  no  preferred  stock 
was  provided  for  by  the  plans."  On  the  other  hand, 
the  Chicago,  South  Shore  &  South  Bend  and  the  Mis- 
souri Pacific  have  two  issues  of  preferred  stock.  In 
one  case,  the  Reader  Railroad,  no  new  common  was 
authorized  by  the  approved  plan,  the  old  common  being 
left  undisturbed. 

In  general  the  terms  and  conditions  of  the  new  secu- 
rities of  the  reorgajiized  roads  exliibit  rather  distinct 
patterns.  The  principal  terms  and  conditions  of  these 
securities  are  presented  in  the  statistical  tables  and 
discussion  in  the  balance  of  this  chapter. 

Terms  and  Conditions  of  Bond  Issues— Kinds  of  Funded  Debt 

The  new  debt  of  the  20  reorganized  companies  is 
represented  by  35  issues,  of  which  21  are  first  and  14 
are  second  mortgage  liens."^  The  total  volume  of  this 
new  debt,  however,  is  divided  almost  equally  between 
the  first  and  second  liens"  as  is  shown  by  Table  9.     In 


="  Akron,  Canton  &  Youngstown ;  Chicago,  South  Shore  &  South  Bend; 
Kansas  City,  Kaw  Valley  &  Western ;  Savannah  &  Atlanta ;  and  Spoltane 
International. 

^  Louisiana  &  North  West ;  Reader ;  and  Spokane  International. 

"In  these  tabulations  each  mortgage  issue  which  is  divided  into 
series  has  been  treated  as  a  separate  issue  or  lien  because  of  the  differ- 
ences in  their  terras  and  conditions. 
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Table  9. — First  and  Second  Mortgage  Debt  of  20 '  Railroads 
Under  Reorganization  Plans  Approved  by  the  Interstate  Com- 
merce Commission ' 


Lien 

Issuing  roads 

Issues 

Fimded  debt  presently 
to  be  issued 

Num- 
ber 

Percent 
of  total 

Num- 
ber 

Percent 
of  total 

Amount 

Percent 
of  total 

First  mortgage 

Second  mortgage '-- 

17 
12 

85.00 
60.00 

21 
14 

60.00 
40.00 

$637,169,036 
667, 622,  256 

48.83 
61.17 

AH  roads 

20 

100. 00 

35 

100.00 

1,  304,  791,  292 

100.00 

'  Twenty-one  old  companies,  Boston  &  Providence  being  included  in  the  reorgan- 
ized New  Haven  system. 

'  As  of  effective  date  of  plan  in  accordance  with  the  plan. 

s  Includes  1  issue  of  income  debentures  amounting  to  $351,730  of  the  Louisiana  & 
North  West  R.  R. 

18  out  of  the  21  first  mortgage  issues  representing  561.9 
out  of  637.2  million  dollars,  or  88.18  percent  of  the 
total,  the  interest  is  entirely  fixed.  One  first-lien  issue 
of  less  than  3  million  dollars  (Spokane  International) 
is  made  contingent  on  earnings.  For  a  little  less  than 
60  million  dollars  of  first  mortgage  bonds  (Chicago  & 
North  Western  "Series  A")  a  combination  of  fixed  and 
contingent  interest  was  approved,  2%  percent  of  the 
4-percent  rate  being  fixed,  and  l^/^  percent  being  con- 
tingent on  earnings.  The  third  exception  to  the  fixed 
interest  charge  rule  for  first  mortgage  bonds  is  the 
first  and  general  mortgage.  Series  "B"  issue  of  the 
same  road.^^  In  this  case  not  only  the  rate  but  also 
other  terms  and  conditions  of  the  issue  are  indetermi- 
nate, the  decision  being  left  to  the  discretion  of  the 
directors  under  the  provisions  of  the  plan.  All  of  the 
second  mortgage  indentures  authorize  only  income 
bonds,  the  interest  on  which  is  contingent  on  earnings 
(Table  10). 

Interest  Rates  and  Charges 

The  total  fixed  and  contingent  interest  charges  on  the 
first  mortgage  bonds  aggregate  slightly  less  than  25 
million  dollars,  of  which  not  quite  96  percent  is  fixed 
(Table  11).  The  total  interest  charges  on  the  second 
mortgage  bonds,  all  of  which  are  contingent  upon  earn- 
ings, aggregate  a  trifle  over  30  million  dollars. 
Roughly,  therefore,  the  roads  included  in  the  approved 
plans  would  require  a  total  of  only  55  million  dollars 
per  annum  to  service  both  the  first  and  second  mortgage 
bonds.  Attention  is  again  directed,  however,  to  the 
fact  that  these  interest  charges  are  those  called  for  by 
the  new  debt  to  be  issued  in  connection  with  the  re- 
organizations and  that  there  are  in  addition  substantial 
amounts  of  interest  represented  by  undisturbed  prior 
claims  and  equipment  obligations  carried  over  from  the 
old  companies. 


=•  The  Series  "B"  issue,  authorized  in  principal  amount  of  $13,100,000, 
"are  to  be  authenticated  .ind  delivered  in  reorganization  and  reserved 
for  financing  *  •  •  a  rehabilitation  and  improvement  program" 
(239  I.  C.  C.  631). 


The  range  of  interest  rates  on  the  first  mortgage 
bonds  is  rather  wide — from  a  low  of  3  percent  to  a 
high  of  6  percent  as  compared  with  a  range  of  only  4 
to  5  percent  on  the  second  mortgage  incomes.  How- 
ever, over  92  percent  of  all  the  new  first  mortgage  debt 
carries  a  rate  of  4  percent  whereas  slightly  over  94 
percent  of  the  second  mortgage  debt  bears  one  of  41/2 
percent  (Table  11).  From  a  practical  standpoint, 
therefore,  the  rate  of  interest  on  the  second  mortgage 
income  debt  is  roughly  one-half  of  1  percent  higher 
than  on  the  first  mortgage  debt. 

The  Income  Bonds 

As  previously  shown,  the  total  obligations  to  be 
issued  under  the  14  second  mortgage  income  indentures 
include  a  somewhat  greater  amount  and  proportion  of 
total  new  debt  than  that  represented  by  the  21  first 
mortgage  issues,  which  are,  with  minor  exceptions 
noted  above,  fixed  interest  obligations. 

The  greatest  disadvantage  of  a  true  income  bond 
issue  has  always  been  the  fact  that  the  bondholder  does 
not  receive  any  interest  which  is  not  earned  in  any  year. 
This  has  in  many  cases  led  to  the  practice  of  attach- 
ing a  cumulative  provision  to  income  bonds  providing 
that  interest  not  earned  in  any  year  shall  accumulate. 
The  insuperable  disadvantage  of  this  cumulative  fea- 
ture is  the  fact  that  actual  or  potential  accumulation 

Table  10. — Interest  Provisions  of  the  Funded  Debt  of  2(f^  Rail- 
roads Under  Reorganization  Plans  Approved  by  the  Interstate 
Commerce  Commission ' 

NUMBER  OF  ISSUES 


Mortgage  lien 

Fixed 
interest 

Contingent 
interest 

Fixed  and 

contingent 

interest 

Indetermi- 
nate 
interest  ' 

Total 

First 

18 

1 
14 

1 

1 

21 

14 

Total 

18 

15 

1 

1 

35 

PERCENT  DISTRIBUTION 


First 

85.72 

4.76 
100.00 

4.76 

4.76 

100.00 

100.00 

Total 

51.43 

42.85 

2.86 

2.86 

100.00 

AMOUNT  OF  DEBT 

First 

$561,870,610     $2,846,400 

$59,  352, 026 

$13,100,000    $637,169,036 

667,622.256 

667. 622.  256 

Total 

661,870,610 

670.468,656 

69,352.026 

13,100,000 

1.304,791,292 

PERCENT  DISTRIBUTION 


First -- 

88.18 

0.45 
100.00 

9.31 

2.06 

100.00 

100.00 

Total.- 

43.06 

51.39 

4.55 

1.00 

100. 00 

1  Twenty-one  old  companies,  the  Boston  &  Providence  being  included  in  the 
reorgani7ed  New  Ilavon  system. 

'  A'5  of  effootive  date  of  plan  in  accordance  with  the  plan. 

1  Terms  of  one  bond  issue  left  to  the  discretion  of  the  directors. 

*  Includes  1  issue  of  income  debentures  amounting  to  $351,730  of  the  Louisiana  Sc 
North  "West  R.  R. 
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Table  11. — Rate  and  Amount  of  Interest  Charges  on  the  Funded  Debt  of  fO'  Railroads   Under  Reorganization  Plans  Approved  by  the 

Interstate  Commerce  Commission  ^ 


First  mortgage 

Second  mortgage 

Kind  of  interest 

No.  of 
issues 

Rate  of 
interest 

Total  interest  charges 

Kind  of  interest 

No.  of 

issues 

Rate  of 
interest 

Total  interest  charges 

Amount 

Percent 
of  total 

Amount 

Percent 
of  total 

Fixed 

11 

Percent 
3 

4 

45-i 

4'A 

5 

6 

$40, 230. 00 

1,191,731.26 

20, 735, 160.  40 

174,286.00 

282,902.88 

26,862.60 

1,500.00 

0.18 
6.31 
92.35 
.78 
1.26 
.11 
.01 

1 

11 
'2 

Percent 
4 

i'A 
5 

$909, 080. 00 

28,313,506.17 

785,  311.  50 

3.03 

Do 

do -. 

do..- 

94.35 

Do 

2.62 

Do 

Do- 

Do 

Do -.- 

Total  fixed 

18 

22,461,672.03 

128,088.00 

1,483,800.66 

890, 280. 39 

100. 00 

Contingent  on  earnings 

4J2 

/         2H 

i            lJ-2 

Fixed  and  contingent 

Grand  total 

21 

24,963,841.07 
23,936,472.68 

'14 

30,007,897.67 

100  00 

Total  fixed 

96.92 

'  Twenty-one  old  companies,  the  Boston  <t  Providence  teing  included  in  the 
reorganized  New  Haven  system. 
'  As  of  effective  date  of  plan  in  accordance  with  plan. 


3  Includes  one  issue  of  income  debentures  amounting  to  $351,730  oft  be  Louisiaia 
&  North  West  R.  R. 


of  interest  on  these  bonds  disproportionately  damage 
the  market  vahie  of  an_y  prior  securities  and  thus  all 
too  frequently  render  them  unavailable  for  financing. 
Table  12  shows  that  all  of  the  approved  plans  have 
attempted  eitlier  partially  or  entirely  to  avoid  the 
accumulation  of  interest  charges  on  the  second  mort- 
gage incomes.  Three  issues,  representing  over  113.6 
millions  of  debt,  contain  no  provisions  whatever  for 
the  accumulation  of  interest  charges  not  earned.  In 
the  remaining  11  issues  the  period  of  accumulation  is 
limited.  Eight  of  the  issues,  representing  nearly  449 
million,  permit  accumulation  only  to  the  extent  of  3 
years'  interest;  2  allow  4  years;  and  1,  5  years. 

Table  12. — Interest  Accumulations  on  Second  Mortgage'  Bonds 
of  20'  Railroads  Under  Reori/anization  Plans  Approved  iy 
the  Interstate  Commerce  Commission' 


Maximum  number  of  years  accu- 
mulations allowed  * 


None.- 

3  years.. 

4  years, 
fi  years. 


Total. 


Number  of  issues 


Number 


Percent  of 
total 


21.43 
57.14 
14.29 
7.14 


100.  00 


Debt  presently  to  be  is- 
sued in  reorganization 


Amount 


$113,640,230 

448,  862.  692 

82,  392,  334 

22,  727,  000 


667,  622,  256 


Percent  of 
total 


17.02 

67.23 

12.34 

3.41 


100.  00 


'  Includes  1  issue  of  income  debentures  amounting  to  $351,730  of  the  Louisiana  iSi 
North  West  R.  R. 

'  Twenty-one  old  companies,  the  Boston  &  Providence  being  included  in  the  reor- 
ganized New  Haven  system. 

*  As  of  effective  date  of  plan  in  accordance  with  plan. 

*  Sometimes  expressed  in  the  text  in  terms  of  maximum  percentage  accumulations. 

Open  and  Closed  Mortgages 

More  than  one-third-  of  the  35  new  bond  issues  of  the 
20  reorganized  roads  and  nearly  half  of  the  21  first 
mortgage  issues  are  of  the  closed  type  either  at  the 
time  of  issue  or  subsequently  (Table  13).    In  contrast, 


only  3  of  the  11  second  mortgage  income  issues  belong 
in  this  category.  In  terms  of  tlie  amount  of  debt 
involved,  however,  a  very  different  showing  is  pre- 
sented. More  than  94  percent  of  the  637.2  million  new 
first  mortgage  bonds  and  the  667.6  million  of  new 
second  mortgage  bonds  are  neither  closed  at  issue  nor  to 
be  closed  subsequently  under  the  terms  of  the  in- 
dentures. Moreover,  that  portion  of  the  second  mort- 
gage income  debt  which  is  limited  as  to  the  total 
amount  to  be  issued  can  be  expanded  only  insignifi- 
cantly (from  $21,802,026  to  $22,206,230).  The  corres- 
ponding $47,648,000  of  first  mortgage  debt,  most  of 
which  is  composed  of  fixed  interest  obligations,  how- 
ever, may  be  more  than  doubled  before  all  the  issues 
are  closed. 

Table  13. — Open  and  Closed  Mortgage  Bond  Issues  of  20 '  Rail- 
roads Under  Reorganization  Plans  Approved  hy  the  Interstate 
Commerce  Commission ' 


Lien 

Issues 

Debt  presently  to 
be  issued 

Total  debt 
limitation 

Bonds  issued  under 

Num- 
ber 

Per- 
cent of 
total 

Amount 

Per- 
cent of 
total 

Closed  mortgage 

Open  mortgage 

First 

do 

1? 

47.62 
52.38 

$47,  648, 000 
689,  521,  036 

7.48 
92.52 

$103,866,000 

Total 

21 

100.00 

637, 169,  036 

100.00 

103, 866, 000 

Second 

...do 

Closed  mortgage 

Open  mortgage 

>3 
11 

21.43 
78.67 

21.802,026 
646, 820,  230 

3.27 
96.73 

22,  206,  230 

Total 

14 

100.  00 

667, 622,  256 

100.  00 

22,  206,  230 

First  and 

second. 

...do 

Total  closed  mortgage 
Total  open  mortgage 

13 
22 

37.14 
62.86 

69,  460,  026 
1,236,341,266 

5.32 
94.68 

126,072,230 

35 

100.00 

1,304,791,292 

100.00 

126,  072,  230 

1  Twenty-one  old  companies,  the  Boston  &  Providence  being  included  in  the 
reorganized  New  Haven  system. 

a  As  of  effective  date  of  plan  in  accordance  with  the  plan. 

3  Includes  one  issue  of  income  debentures  amounting  to  $351,730  of  the  Louisiana 
&  North  West  R.  R. 
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Table  14.— Maturity  Periods  of  Funded  Debt  of  20'  Railroads  Under  Reorganization  Plans  Approved  by  the  Interstate  Commerce 

Commission ' 


First  mortgage  debt 

Years  to  maturity 

Second  mortgage  debt 

Years  to  maturity 

Issues 

Debt  presently  to  be 
issued 

Issues 

Debt  presently  to  be 
issued 

No. 

Percent 
of  total 

Amount 

Percent 
of  total 

No. 

Percent 
of  total 

Amount 

Percent 
of  total 

15 

4.76 
4.76 
4.76 

14.29 
4.76 
4.76 
4.76 

42.87 
4.76 
4.76 
4.76 

$13,100,000 

5, 955. 850 

26,000 

34. 820. 500 

11.159.000 

10,000.000 

517.  250 

394. 904. 900 

74.  909.  775 

88, 930,  361 

2,846.400 

2.06 

.93 

(') 

5.46 

1.75 

1.57 

.08 

61.98 

11.76 

13.96 

.45 

60 

2 

1 

<  1 

8 

2 

14.29 

7.14 

7.14 

57.14 

14.29 

$126.  547. 882 

22.727.000 

351.  730 

460.477,737 

67,617,907 

18  96 

17 

65 

3  40 

20 

70 

.05 

25  .. 

75 

100 

68.97 

30 .  .-                             

35 

36 

50 

65 

60 

75 

Total 

21 

100.00 

637. 169,  036 

100.00 

14 

100.00 

667.622,256 

100  00 

'  Twenty-one  old  companies,  the  Boston  &  Providence  being  included  in  the  reorganized  New  Haven  svstem. 

'  As  of  effective  date  of  plan  in  accordance  with  plan. 

'  Less  than  0.01  percent. 

'  Represents  income  debentures  of  the  Louisiana  &  North  West  R.  R. 


Term  to  Maturity 

Table  14  shows  that  in  general  the  term  to  maturity 
of  the  second  mortgage  bonds  is  much  longer  than  that 
of  the  first  mortgage  issues.  Two  of  the  14  second 
mortgage  issues  run  for  100  years  and  8  for  75  years. 
None  of  them  run  for  less  than  60  years.  In  contrast, 
only  1  of  the  21  first  mortgage  issues  runs  for  as  long 
a  term  as  75  years.  Nine  run  for  50  years  and  6  for 
25  years  or  less.  In  other  words,  100  percent  of  both 
the  second  mortgage  issues  and  total  second  mortgage 
debt  runs  for  60  years  or  more,  whereas  19  of  the  21 
issues  of  first  mortgage  bonds,  representing  more  than 
85  percent  of  the  first  mortgage  debt,  run  for  less  than 
60  years. 

Table  15. — Convertibility  of  funded  Debt  of  20'  Railroads 
Under  Reorganization  Plans  Approved  by  the  Interstate 
Commerce  Commission ' 


Type 

Lien 

Issues 

Debt  presently  to  be 
issued 

Num- 
ber 

Percent 
of  total 

Amount 

Percent 
of  total 

Convertible 

First 

do. 

do 

None 
19 
2 

Unconvertible 

Undetermined 

90.48 
9.52 

$624,044,036 
13,  125,  000 

97.94 
2.06 

Total 

21 

100.00 

637,169,036 

100.00 

Second 

do 

9 
»5 

64.29 
35.71 

639,184,912 
128,437,344 

80.76 

Nonconvertible 

19.24 

Total 

14 

100.00        667,622.256 

100.00 

First    and 

second. 
do 

Total  convertible 

9 
24 

27.27 
72.73 

539, 184, 912 
752,  481, 380 

41.74 

Total  nonconvertible 

58.26 

33 

100.00 

1,  291,  666,  292 

100.00 

eluding  undeter- 
mined). 

>  Twenty-one  old  companies,  the  Boston  &  Providence  being  included  in  the  reor- 
ganized New  Haven  system. 

3  As  of  effective  date  of  plan  in  accordance  with  the  plan. 

3  Includes  1  issue  of  income  debentures  amounting  to  $351,730  of  the  Louisiana  & 
North  West  R.  R. 


Conversion  Features 

A  little  over  539  million  dollars  of  the  total  new 
funded  debt  approved  in  reorganization  plans,  or  less 
than  42  percent  of  the  total,  has  been  made  convertible 
(Table  15).  In  this  matter,  however,  there  is  a  strik- 
ing difference  between  the  first-  and  second-mortgage 
issues.  Nineteen  of  the  21  first-mortgage  issues,  repre- 
senting practically  98  percent  of  the  total  first-mort- 
gage bonds,  are  sjiecifically  nonconvertible,  the  matter 
being  left  undetermined  in  two  issues  representing  a 
scant  2  percent  of  the  total  indebtedness.  Nearly  all 
of  the  first-mortgage  debt  carries  fixed  interest,  as 
previously  shown.  On  the  other  hand,  9  out  of  the 
14  second-mortgage  contingent-interest  issues  have 
been  made  convertible.  As  shown  by  Table  15,  these 
latter  issues  account  for  more  than  80  percent  of  the 
total  second-mortgage  contingent-interest  debt. 

Redemption  Provisions 

One  of  the  important  reasons  for  the  lack  of  flexi- 
bility in  the  existing  railroad  funded  debt  lies  in  the 
fact  that  a  large  proportion  of  such  debt  is  not  subject 
to  redemption  prior  to  maturity.  This  mistake  in  past 
railroad  financing  has  not  been  repeated  in  the  ap- 
proved plans.  Except  for  4  first  mortgage  bond  issues, 
accounting  for  less  than  20  million  of  indebtedness, 
all  of  both  the  21  first  and  14  second  mortgage  bond 
issues  have  been  made  redeemable  prior  to  maturity 
and  in  no  case  at  excessive  premiums.  Table  16  shows 
that  the  maximum  redemption  price  fixed  by  the  plans 
is  106.  For  most  of  the  debt  the  maximum  price  is 
lower.  Also  in  most  of  the  issues  the  redemption 
prices  are  scaled  downward  as  the  term  to  maturity 
shortens,  the  maximum  redemption  price  being  payable 
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only  in  the  first  or  a  limited  number  of  early  years  and 
thereafter  declining  to  reach  par  at  maturity. 

A  rather  striking  difference  is  to  be  noted  in  the 
size  of  the  redemption  premiums  for  the  first  and 
second  mortgage  bonds.  Not  quite  90  percent  of  the 
first  mortgage  debt  carries  a  maximum  of  105  or  more 
whereas  nearly  68  percent  of  second  mortgage  debt  is 
redeemable  at  par  and  all  of  it  at  a  maximum  of  103 
or  lower. 

Sinking  Fund  Provisions 

In  1933  the  Commission  in  effect  announced  a  policy 
of  railroad  debt  amortization  through  sinking  funds.*" 
Following    this    announcement    the   establisliment    of 

Table  16. — Maximum  Redemption  Prices  in  Zl  First  and  H 
Second  Mortgage  Bond  Issues  of  20  Railroads '  Under  Reor- 
ganization Plans  Approved  by  the  Interstate  Commerce 
Commission ' 

FIRST  MORTGAGE  BONDS 


Issues 

Debt 

Maximum  redemption  price 

Number 

Percent 
of  total 

Amount 

Percent 
of  total 

100 - 

102 

3 
2 
2 
9 
1 

17.65 
11.76 
11.77 
52.94 
6.88 

$19,750,000 
3,  673,  000 
41.  779,  500 
428.  879,  536 
126,  921,  000 

3.18 
59 

103- 

6  73 

105 

69  06 

106- 

20.44 

17 

4 

100.00 

621, 003, 036 
16,  166.  000 

100.  00 

Total 

21 

637, 169,  036 

SECOND  MORTGAGE  BONDS 


100 

'11 
1 
1 
1 

78.57 
7.14 
7.14 
7.15 

$452,117,371 
61,422.111 
111.  193.  382 
52.889,392 

67.  72 

101 

7.70 

lOlH 

16.66 

103- 

7.92 

Total 

14 

100.00 

667,622,256 

100.  00 

FIRST  AND  SECOND  MORTGAGE  BONDS 


100 

«14 
1 
1 
2 
3 
9 
1 

45.16 
3.22 
3.23 
6.45 
9.68 

29  03 
3.23 

$471,867,371 

51,422,111 

111,193,382 

3,  673.  000 

94,668.892 

428, 879,  536 

126,  921,  000 

36  62 

101 

3.99 

lOUi 

8  63 

102 

.28 

103 

7.35 

105    . 

33  28 

106 - 

9.85 

Total 

Indeterminate 

31 
4 

100.  00 

1,  288,  625,  292 
16,  166, 000 

100.00 

35 

1,304,791,292 

'  Twenty-one  old  companies,  the  Boston  and  Providence  being  included  in  the 
reorganized  New  Haven  system. 

3  As  of  effective  date  of  plan  in  accordance  with  the  plan. 

3  Includes  1  issue  of  income  debentures  amounting  to  $361,730  of  the  Louisiana 
&  North  West  R.  R. 


<o  '.•  •  •  ^.jjg  indebtedness  evidenced  ♦  *  •  is  ordinarily  re- 
garded as  perpetual  and  no  provision  is  made  for  its  ultimate  liquidation. 
The  result  is  that  the  funded  debt  of  the  railway  companies  is 
constantly  increasing     •      •      *. 

"•  •  •  We  believe  that  the  desired  results  can  be  obtained,  in 
part  at  least,  through  the  provision  of  sinking  funds  to  be  set  up  by 
the  railway  companies  out  of  net  income  for  the  purpose  of  retiring 
a  part  of  their  funded  debt  before  maturity.  If  such  funds  are  not 
voluntarily  established  by  the  railway  companies,  their  establishment 
may  be  required  as  a  condition  to  our  authorization  of  further  bond 
Issues  under  the  provisions  of  section  20a  of  the  Interstate  Commerce 
Act."  Annual  Report  of  the  Interstate  Commerce  Commission,  1933, 
pp.  25-26. 


a  sinking  fund  as  a  condition  of  authorizations  of 
additional  funded  debt  has  rather  consistently  been 
required. 

In  line  with  the  foregoing  policy,  a  high  proportion 
of  both  the  total  bond  issues  and  the  total  funded  debt 
contain  sinking  fund  amortization  requirements.  Of 
the  35  first  and  second  mortgage  indentures,  approxi- 
mately three-fourths  contain  such  provisions,  and  these 
apply  to  approximately  the  same  proportion  of  the 
1.3  billion  of  new  funded  debt  under  the  approved 
plans.  Table  17,  which  gives  the  details  of  these  fig- 
ures, also  shows  a  substantial  difference  in  the  re- 
quirements of  the  first  and  second  mortgage  bonds 
with  regard  to  this  matter,  although  the  distinction  is 
not  so  pronounced  as  in  the  matter  of  conversion,  to 
which  attention  was  directed  in  the  second  preceding 
subsection.  Thirteen  of  the  first  mortgage  issues,  rep- 
resenting nearly  62  percent  of  the  total  of  21,  provide 
for  sinking  funds,  but  the  debt  represented  thereby  is 
something  less  than  half  the  total  first  mortgage  debt 
(48.29  percent)  presently  to  be  issued.  Five  issues 
with  no  sinking  fund  provisions  whatever  account  for 
an  almost  equal  proportion  of  that  debt.  In  contrast 
only  1  *^  of  the  14  junior  income  issues  requires  no 

Table  17. — Sinking  Fund  Provisions  of  Funded  Debt  for  20 ' 
Railroads  Under  Reorganization  Plans  Approved  hy  the  Inter- 
State  Commerce  Commission ' 

FIRST  MORTGAGE 


Item 

Issues 

Debt  presently  to 
be  issued 

No. 

Percent 
of  total 

.\mount 

Percent 
of  total 

Issues  with  sinking  fund  provisions 

Issues  with  contingent  sinking  fund 

provisions 

Issues  with  no  sinking  fund  provisions- 
Indeterminate 

13 

1 
6 
2 

61.91 

4.76 
23.81 
9.52 

$307,  665, 195 

10,  000, 000 

306,  378,  841 

13, 125,  000 

48.29 

1.67 

48.08 

2.06 

Total 

21 

100.00 

637, 169,  036 

100  00 

SECOND  MORTGAGE 

Issues  with  sinking  fund  provisions 

Issues  with  contingent  sinking  fund 
provisions - 

13 

92.86 

$667,  270,  526 

99.95 

Issues  with  no  sinking  fund  provisions. 
Indeterminate - 

»1 

7.14 

351,  730 

.05 

Total. _-_ 

14 

100.00 

667,  622,  256 

100.00 

TOTAL  FIRST  AND  SECOND  MORTGAGE 


Issues  with  sinking  fund  provisions- . . 
Issues  with  contingent  sinking  fund 

provisions 

Issues  with  no  sinking  fund  provisions 
Indeterminate. 

Total _.. 


26 

74.29 

1 

6 

2.86 
17.14 
6.71 

36 

100.  00 

$974,  936,  721 

10,  000,  000 

306,  730.  671 

13,  125.  000 


1,  304,  791,  292 


74.72 

.77 

23.61 

1.00 


100.00 


'  Twenty-one  old  companies,  the  Boston  &  Providence  being  included  in  the  re- 
organized New  Haven  system. 
'  .\s  of  effective  date  of  plan  in  accordance  with  plan. 
'  Represents  income  debentures  of  the  Louisiana  &  North  West  R.  R. 


"  This    issue    represents    Income    debentures    of    the    Louisiana    and 
North  West  K.  R. 
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sinking  fund  and  the  remaining  13  account  for  99.95 
percent  of  the  total  second  mortgage  obligations. 

Terms  and  Conditions  of  Stock  Issues — 
Amounts  and  Par  Values  of  Preferred  Stock 

Seventeen  of  the  20  apiDroved  plans  provide  for  the 
issuance  of  preferred  stock  and  in  2  of  these  plans 
there  are  2  issues  of  preferred.  The  total  number  of 
issues,  therefore,  is  19.  As  shown  by  Table  18,  these 
consist  of  17  preferred  issues  of  6,647,945  shares  of 
par  value  stock  and  2  issues  aggregating  763,615  shares 
of  no  par  value.  No  par  shares,  therefore,  constitute 
a  little  over  10  percent  of  the  total  {Dref erred  shares. 
The  overwhelming  proportion  of  the  par  value  shares 
is  represented  by  14  issues  of  $100  par.  These  accoimt 
for  a  little  less  than  SO  percent  of  the  total  number 
of  preferred  shares. 

Table  18.— Par  and  No  Par  Shares  of  Capital  Stock  of  20  '  Rail- 
roads Under  Reorganization  Plans  Approved  by  the  Interstate 
Commerce  Commission' 

AMOUNT 


Par  value 


$10 

$40... 

$50 

$100. 

Total.. 
No  par  value 

Total.. 


Preferred  stock 


No.  of 
issues 


No.  of 
shares 


15,132.00 

383,  862.  60 

365,  747.  76 

5,  883,  202.  70 


6,  647,  944.  96 
763,  615.  00 


7,411,659.96 


Total 
par  value 


$151, 320 

15,  354,  500 

IS,  2S7,  388 

588,  320,  270 


622,113,478 


622, 113,  478 


Common  stock 


No.  of 
issues 


19 


No.  of 
sbares 


372,  283.  42 
709,  278.  06 


1,  081,  561.  48 
11,  468,  499.  39 


12,  550,  060.  87 


Total 
par  value 


$18, 614, 171 
70,  927,  806 


19,  541,  977 


PERCENT  DISTRIBUTION 


$10 

5.26 
5.26 
5.26 
73.69 

0.20 

5.18 

4.94 

79.38 

0.02 

2.47 

2.94 

94.57 

$40 

$50 

10.53 
10.63 

2.97 
5.65 

20.79 

$100 

79.21 

Total.— 
No  par 

89.47 
10.53 

89.70 
10.30 

100.  00 

21.06 
78.94 

8.62 
91.38 

100.00 

Total  ... 

100.00 

100.00 

100.  00 

100.00 

1  Twenty-one  old  companies,  the  Boston  &  Providence  being  Included  in  the  re- 
organized New  Haven  system. 
'  As  of  eflective  date  of  plan  in  accordance  with  plan. 

Earned  Cumulative  Preferreds 

Of  the  19  new  preferred  stocks,  10  represent  a  rela- 
tively new  departure  in  the  field  of  corporate  financing 
in  that  they  are  earned  cumulative  preferred  issues 
(Table  19).  This  type  of  security  resembles  a  cumula- 
tive preferred  in  that  although  the  time  of  payment 
is  entirely  discretionary  with  the  directors  the  total 
amount  to  be  paid  is  not.  The  difference  between  the 
two  lies  in  the  fact  that  whereas  the  contract  rate  of 
dividend  fixes  the  payments  due  to  cumulative  pre- 
ferred shareholders,  the  amounts  earned  up  to  a  speci- 
fied rate  determine  the  payments  accruing  to  earned 
cumulative  preferred  shareholders.  Dividends  earned 
and  not  paid  in   any  year  accumulate  and  must  be 


liquidated  before  anything  whatever  can  be  paid  on  the 
junior  shares  under  the  latter  type  of  contract.'*- 

The  forerunner  of  these  issues  was  apparently  the 
Pittsburgh,  Youngstown  and  Ashtabula  preferred  of 
1906."  The  railroads,  therefore,  pioneered  tliis  type 
of  security  as  they  did  the  participating  bond,  the  only 
reported  issue  of  which  was  made  by  the  Oregon  Short 
Line  Railroad  Company.  The  former,  like  the  latter, 
type  of  security  failed  to  make  any  appreciable  im- 
pression upon  either  railroad  financiers  or  bankers 
despite  the  important  advantages  of  both  forms  of 
securities  from  a  financial  management  point  of  view. 
As  a  result,  only  an  occasional  earned  cumulative" 
issue  has  appeared. 

Table  19  shows  that  although  a  bare  majority  of 
the  19  preferred  issues  are  of  the  earned  cumulative 
type,  these  10  account  for  nearly  5.5  million  shares  out 
of  a  total  of  a  little  over  7.4  million  or  in  excess  of  73 
percent.  In  terms  of  the  total  par  value  issues,  these 
stocks  account  for  more  than  71  percent  of  total  par 
of  the  new  par  value  preferred  issues. 

Of  the  9  issues  other  than  earned  cumulatives,  4 
noncumulatives  account  for  almost  16  percent  of  the 
total  shares.*^  Two  other  issues  are  postponed  cumula- 
tive, that  is,  initially  noncumulative  but  becoming  fully 
cumulative  after  a  few  years.  In  2  other  issues  the 
cumulative  feature  is  also  postponed,  but  in  these  cases 
the  stocks  are  not  fully  cumulative  but  are  limited  as 
to  the  total  amount  of  accumulation. 

The  very  large  volume  of  earned  cumulative  pre- 
ferred stocks  represented  by  the  aforesaid  10  reorgan- 
ization issues  should  be  sufficient  not  only  to  establish 
the  earned  cumulative  preferred  stock  as  a  well  recog- 
nized method  of  financing  but  also  to  direct  more 
general  attention  to  the  very  substantial  advantages 
which  this  type  of  share  possesses  over  either  fully 
cumulative  or  noncumulative  issues.*" 


«2  Cf.  W.  H.  S.  Stevens,  "Eights  of  Non-Cumulative  Preferred  Stock- 
holders," 34  Columbia  Law  Review  1450  (1034). 

43 ...  «  *  3  Provided,  that,  if  for  any  dividend  period,  the  net 
profits  of  the  Company  shall  not  amount  to  a  sum  sufficient  to  pay 
dividends  on  the  Preferred  Stock,  as  above  provided,  in  whole  or  in 
part,  for  the  reason  that  the  Directors  have,  by  specific  resolutions, 
applied  said  net  profits  to  benefiting  the  financial  condition  of  the 
Company,  or  to  the  improvement  or  extension  of  its  property,  then, 
and  in  such  case,  the  amount  so  applied  shall  be  considered  applicable 
to  a  deferred  dividend  on  the  Preferred  Stock  for  the  period  in  default, 
before  any  dividend  is  declared  in  favor  of  the  Common  Stock."  Ibid., 
p.  1459,  Note  59.  No  earlier  issue  has  been  found  by  this  writer 
though   there  may  quite  possibly   have  been   others. 

"  Issues  of  earned  cumulative  preferreds  have  been  listed  on  the 
New  York  Stock  Exchange  by  United  Stores  (Class  A),  Essex  Cotton 
Mills  (2d),  Mullins  Manufacturing  Corp.,  and  Pressed  Steel  Car  Co. 
(2d). 

"  Almost  all  of  the  earlier  railroad  issues,  so  far  as  one  can  Judge 
from  New   York   Stock   Exchange   listings,   were  noncumulative. 

«"  For  detailed  analysis  and  comparison  of  the  advantages  and  dis- 
advantages of  different  types  of  preferred  stocks  see  Stevens,  op.  cit., 
34  Columbia  Law  Rei-ieiv  14C0-14G1,  and  "The  Discretion  of  Directors  in 
the  Distribution  of  Noncumulative  Preferred  Dividends,"  24  Oeoryetoicn 
Law  Journal  393-396. 
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Table  19.- 


-Cumulalive  and  Noncumulative  Features  of  Preferred  Stocks  of  20  '  Railroads  Lnder  Reorganization  Plans  Approved  by  the 

Interstate  Commerce  Commission  ^ 


Issues 

Sliares 

Par  value  stock 

Type  ot  stock 

No. 

Percent 

ot 

total 

Number 

Percent 

of 

total 

Shares 

Par  value 

Number 

Percent 

of 

total 

Amount 

Percent 

of 

total 

PniitpnnpH  fully  rnmii]ntivp  3 

2 
2 
1 

10 
4 

10.53 
10.63 
6.26 
62.63 
21.06 

34,628.00 
756,  760.  99 

16, 132.  00 
5,  429,  614.  61 
1,  176,  524. 46 

0.47 
10.20 
.20 
73.26 
16.87 

34, 628. 00 
755,  760.  99 

15, 132.  00 
4,  666,  399.  51 
1,176,024.46 

0.52 
11.37 
.23 
70.19 
17.69 

$3,462,800 
57,288,711 
161,  320 
443,  608.  201 
117,602,446 

0.56 

9.21 

Limited  cumulative  *                             -  .                   .  .                   ... 

.02 

Earned  cumulative  « - 

Nnnpilmnlfitive  t 

71.31 
18.90 

Total                  

19 

100.  00 

7,411,659.96 

100.00 

6.  647, 944.  96 

100.00 

622,113,478 

100.  00 

1  Twenty-one  old  companies,  the  Boston  &  Providence  being  included  in  the  reorganized  New  Haven  system 

3  As  of  effective  date  of  plan  in  accordance  with  phn. 

s  One  issue,  representing  22,038  shares  of  $2,203,800  par  value,  is  cumulative,  if  earned  and  not  paid,  to  the  extent  of  $15  per  share  and  becomes  fully  cumulative  when  addi- 
tions to  surplus  after  reorganization  shall  have  increased  that  account  by  $1,101,900;  the  other  issue,  representing  12,590  shares  of  $1,259,000  par  value,  is  an  earned  cumulative  for 
the  first  3  years. 

'  One  issue,  representing  365,747.76  shares  of  $18,287,388  par  value  becomes  an'earned  cumulative  3  years'after  the  eflective  date  of  plan  of  reorganization,  the  maximum  accumu- 
lations being  limited  to  15  percent;  the  other  issue,  representing  390,013.23  shares  of  $39,001,323  par  value,  is  an  earned  cumulative  during  the  first  4  years  after  the  eflective  date 
of  the  plan,  after  which  time  it  becomes  fully  cumulative,  the  maximum  accumulations  being  limited  to  15  percent. 

5  Accumulations  limited  to  a  maximum  of  25  percent. 

■  Dividends  earned  and  not  paid  accumulative  to  the  extent  they  are  earned  and  must  be  liquidated  before  any  dividends  can  be  paid  on  the  common. 

^  Dividends  do  not  accumulate,  whether  earned  or  not. 


Participating  Preferreds 

A  minority  of  the  preferred  issues  have  followed 
the  excellent  pi-ecedent  set  by  numerous  early  railroad 
issues  in  providing  for  participation  in  profits  in  addi- 
tion to  the  fixed  initial  dividends  on  the  preferred 
stock."  Table  20  shows  that  over  35  percent  of  the 
total  preferred  shares  are  entitled  to  some  participation 
in  profits  over  and  above  their  fixed  initial  preferred 
dividends.  In  the  case  of  par  value  preferred  issues 
the  corresponding  percentage  is  over  42  percent  of  the 
total  par  value  of  such  issues. 

Of  the  19  preferred  issues,  16  carry  dividend  rates 
of  5  percent,  1  a  rate  of  6iA  percent,  while  2  no-par- 
value  issues  carry  a  dividend  rate  of  $5  per  share. 

Common  Stock 

The  most  striking  difference  between  the  preferred- 
and  common-stock  issues  in  the  approved  reorganiza- 
tion plans  is  found  in  their  respective  use  of  the  par- 
value  and  no-par  forms.  Table  18  shows  that  almost 
90  percent  of  the  more  than  7.4  million  preferred 
shares  are  par-value  securities,  whereas  over  91  percent 
of  the  12.55  million  common  shares  are  in  the  no-par 
form.  There  is  a  similar  situation  with  regard  to  the 
number  of  issues  involved.  Almost  90  percent  of  the 
preferred  issues  are  par  value  and  nearly  79  percent 
of  the  common  issues,  no  par.  Of  the  4  par-value 
common  issues,  2  are  $100  par  and  2  are  $.50. 


*'  Out  of  the  147  railroad  preferreds  listed  on  the  New  York  Stock 
Exchange  in  the  50  years  1885-1934  a  total  of  35,  or  2.'!.8  percent, 
were  entitled  to  additional  participations  above  fixed  initial  dividends. 
Thla  is  a  considerably  higher  proportion  of  the  railroad  total  than  is 
shown  by  either  utility  or  industrial  preferreds.  Cf.  Table  II,  W.  H.  S. 
Stevens,  "Stockholders'  Participations  in  Profits,"  9  Journal  of  Bu»in(SS 
of  the  Vnirersity  of  Chicago  211. 


The  Future 

Possible  Long-Term  Seriousness  of  Railroad  Situation 

It  is  possible  to  take  the  view  that  the  increased 
business  and  especially  the  increased  financial  risk  in 
railway  enterprises  are  more  or  less  transient  condi- 
tions which  will  ultimately  correct  themselves.  A 
sharp  reduction  in  both  these  types  of  risks  at  least 

Table  20. — Participation  in  Profits  of  19  Preferred  Stocks  Under 
20 '  Railroad  Reorganisation  Plans  Approved  by  the  Interstate 
Commerce  Commission ' 


Issues 

Total  shares 

Fixed  initial 
dividend  rate  ' 

Number 

Par  value 

Num- 
ber 

Percent 
of  total 

Number 

Percent 
of  total 

Amount 

Percent 
-  of  total 

5  percent.- 

6H  percent 

16 
1 

84.21 
5.26 

6,  628, 468. 96 
19,476.00 

89.44 
.26 

$620, 165,  878 
1,  947,  600 

99.69 
.31 

Total 

$5  per  share 

17 
2 

89.47 
10.54 

6,  647, 944. 96 
763, 615. 00 

89.70 
10.30 

622,  133,  478 

100. 00 

Grand 
total 

19 

100.00 

7,411,569.96 

100.00 

Participating  in  addition  to  fixed  initial  dividends 

Fixed  initial 
dividend  rate ' 

Issues 

Number  of  shares 

Par  value 

Num- 
ber 

Percent 
of  total 

Number 

Percent 
of  total 

Amount 

Percent 
of  total 

5  percent 

6H  percent 

4 

1 

66.67 
16.66 

2,  596,  686.  77 
19,  476. 00 

99.24 
.74 

$259,  668,  677 
1,947,600 

99.26 
.74 

Total..... 
$5  per  share 

5 

1 

83.33 
16.67 

2,  616,  t62.  77 
600.00 

99.98 
.02 

261.  616,  277 

100.00 

Grand 

6 

inn  nn 

2,616,662.77 

100.00 

1  Twenty-one  old  companies,  the  Boston  &  Providence  being  included  in  the 
reorganized  New  Haven  system. 

3  As  of  effective  date  of  plan  in  accordance  with  plan. 

3  May  he  fully  cumulative,  limited  cumulative,  earned  cumulative,  or  noncumu- 
lative. 
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temporarily  is  alread}'  under  way  as  a  result  of  the 
defense  and  war  programs.  All  of  the  available  in- 
formation at  this  writing  indicates  definitely  that  this 
is  likely  to  continue  for  some  time — perhaps  years. 
The  theory  that  the  forces  of  economic  change  which 
have  been  operating  so  adversely  to  the  railroads  would 
reverse  themselves  was  even  advanced  by  the  Interstate 
Commerce  Commission  at  an  early  stage  of  the 
depression. 

When  business  couditious  begin  to  improve,  railroad  traffic  and 
earnings  will  improve  in  liarmony  with  tliem,  just  as  they  liave 
In  the  past.  And  as  stated  in  the  report,  while  the  tide  may  be 
slow  in  turning,  there  is  no  more  reason  for  thinking  that  busi- 
ness will  not  improve  than  there  was  in  1928  for  thinking  that 
depressions  were  a  thing  of  the  past  and  that  the  country  had 
entered  an  era  of  permanent  prosperity.  Too  much  weight  ought 
not  to  be  attached,  therefore,  to  the  present  discouragement  of 
investors.  When  railroad  earnings  take  a  sharp  turn  upward, 
as  in  due  time  they  will,  railroad  credit  will  also  rise.'" 

Moreover,  tlie  situation  witli  regard  to  receiverships 
and  trusteeships  was,  on  the  whole,  not  much  worse 
at  the  deptli  of  the  depression  of  the  1930's  than  at 
that  of  the  1890's.  This  is  indicated  by  Table  21. 
There  was,  however,  a  radical  difference  in  the  position 
of  the  railroads  in  the  1890's  and  the  1930's.  In  the 
former  period  and  for  some  decades  subsequently,  the 
railroads  possessed  a  substantially  monopolistic  i^osi- 
tion  in  the  transportation  of  passengers  and  freight.** 
At  the  present  time  they  have  been  and  are  being  rele- 
gated to  the  position  of  a  losing  competitor  for  many 
classes  of  traffic  even  though  retaining,  at  least  for  the 
present,  a  dominating  position  considered  from  the 
standpoint  of  traffic  as  a  whole.  As  the  Commission 
further  pointed  out  in  the  report  just  quoted: 

*  *  *  The  railroads  face  new  conditions  which  will  compel 
changes  in  methods  of  operation,  manner  of  service,  and  price 
policies,  and  which  can  not  be  met  successfully  in  all  respects 
by  reliance  upon  methods  and  policies  which  were  serviceable 
and  became  established  under  more  nearly  monopolistic  condi- 
tions. The  situation  is  one  which  frequently  confronts  private, 
competitive  industries,  and  they  have  become  accustomed  to 
such  readju-stments  by  force  of  necessity.  It  is  different  with 
the  railroads,  but  there  are  many  indications  that  they  now 
realize  the  necessity  for  more  or  less  radical  readjustments  and 
are  preparing  to  act  accordingly.  We  have  confidence  in  their 
ability  to  rise  to  the  needs  of  the  occasion." 

The  severity  of  the  existing  and  potential  compe- 
tition among  transport  agencies,  the  end  of  which  is 
not  yet  in  sight,  therefore,  raises  in  acute  form  the 
question  of  whether  in  the  long-run  rail  transport  can 


Table  21. — Miles  of  Road  and  Capitalization  of  Railroad  Com- 
panies in  Hands  of  Receivers  and  Trustees,  1S94  and  19S8 

(Including  switching  and  terminal  companies] 


"  Fortv-fifth  Ainiiinl  Report  of  the  Interstate  Commerce  Commhsioii, 
1931.  p.  115. 

*  Although  the  rail  cirriere  had  encountered  considerable  water 
competition,  there  was  little  or  no  indication  at  that  time  that  these 
water  carriers  could  or  would  seriously  affect  the  dominating  position 
attained  by  the  railroads. 

^"Forty-fifth  Annual  Report  of  the  Interstate  Commerce  Commission, 
p.  117. 


Item 

Year  ended  June 
30,  1894 

Year  ended  Dec. 
31.  1938 

Miles  of  road  owned,  all  railways 

171,609 

1  175,  691 

$10,  190,  658,  678 

40.819 
'  $2,  500,  000,  000 

23.23 

24.53 

236  842 

Miles  of  road  operated,  all  railways. ._ 

Capitalization,  all  railways 

249,826 
'  $22,  "38, 025,  729 

In  receivership  or  trusteeship: 
Miles  of  road  operated 

77  019 

Capitalifation 

f       '$5,255,590,691 
\       »  $5, 930,  796.  204 

30  83 

Percent  of  all  railways: 
Miles  of  road  operated 

f                       <23.11 
1                       126.08 

1  Excludes  3,000-odd  miles  of  road  operated  for  which  reports  are  not  included  in 
the  Statislkn  of  Railway t  in  tlie  United  States  (1894). 

'  Excludes  circular  and  unofficial  roads.  Excludes  securities  nominally  issued  or 
nominally  outstanding. 

'  This  figure  is  given  in  round  numbers  in  the  text  of  the  Statistics  of  Railways  for 
1894.  The  exact  figure  is  not  available  except  by  tabulation  of  the  individual  road 
reports. 

'  Capital  stoclf  plus  unmatured  funded  debt.  Excludes  securities  nominally  issued 
or  nominally  outstanding  because  these  figures  are  not  available  except  by  a  special 
tabulation.  It  is  believed  that  if  these  figures  were  included,  the  ratio  of  the  capitali- 
zation of  the  roads  in  receivership  to  the  ^capitalization  of  all  roads  would  be  about 
the  same  as  the  ratio  shown  above. 

*  Capital  stock  plus  matured  and  unmatured  funded  debt.  Excludes  securities 
nominally  issued  or  nominally  outstanding  because  these  figures  are  not  available 
except  by  a  special  tabulation.  It  is  believed  that  if  the  figures  were  included,  the 
ratio  of  the  capitalization  of  the  roads  in  receivership  to  the  capitalization  of  all  roads 
would  be  about  the  same  as  the  ratio  shown  above. 

Source:  I.  C.  C,  Statistic)  of  Railuays  in  the  United  Stales,  1894  and  1938. 

be  expected  greatly  to  improve  its  present  position  with 
regard  to  traffic  volume  or  whether  it  must  anticipate 
further  relative  or  even  absolute  long  term  declines  in 
traffic.  The  possibility  that  the  roads,  despite  the 
earlier  defense  and  present  war  time  increases  in  ton- 
nages, may  experience  further  continued  inroads  upon 
their  business  is  not  a  pleasant  prospect  to  contemplate. 

In  any  case  the  continued  seriousness  of  the  railroad 
situation  over  the  last  decade  and  the  possibility  of 
further  relative  or  even  absolute  traffic  losses  over  the 
longer  term  would  seem  to  argue  that  some  effort  should 
be  made  to  fortify  the  investment  position  of  the  rail- 
roads by  reducing  the  financial  risk  factor.  This  may 
be  done  by  sucli  revisions  of  the  terms  and  conditions 
of  funded  debt  as  will  render  interest  charges  flexible 
enough  to  respond  more  or  less  automatically  to  the 
impact  of  the  forces  represented  by  economic  change. 

For  the  better  part  of  two  decades  ^^  economic  and 
teclinological  changes  have  been  subjecting  railroad 
earning  power  to  increasingly  greater  fluctuations  and 
uncertainties.  If,  as  conceivably  may  be  the  case,  the 
railroads  continue  to  lose  traffic  to  competing  transpor- 
tation agencies,  the  reductions  of  funded  debt  accom- 
plished and  being  accomplished  through  the  aj^proved 
reorganization  plans  may  well  prove  to  be  none  too 
high  and  even  in  some  cases,  perhaps,  not  sufficiently 
drastic.  Moreover,  the  unpleasant  fact  must  be  faced 
that  continued  further  losses  in  traffic  volume  over  the 
longer  term  may,  at  some  future  date,  force  into  the 


"Losses  of  passenger  tralBc  to 
of  certain  classes  of  freight  to  thf 
1930. 


private  automobiles  and   busses  and 
trucks  w.?re  in  evidence  long  before 
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hands  of  receivers  and  trustees  a  number  of  solvent 
roads  which  have  weathered  the  present  depression. 
Even  during  the  comparatively  good  year  of  1940  (at 
least  as  measured  by  the  standards  of  the  1930's)  18  of 
the  96  solvent  Class  I  railways  did  not  have  sufficient 
income  available  to  meet  their  fixed  charges.^^ 

Need  for  an  Elastic  Debt  Structure 

Income  Bonds  and  Debt  Elasticity 

Recognition  of  these  conditions  lays  the  foundation 
for  the  opinion  just  expressed  that  the  railroad  funded 
debt  structure  should  be  made  more  elastic."'  Up  to 
the  present  time  practically  all  obligations  with  inter- 
est charges  dependent  or  contingent  upon  earnings  have 
been  in  the  form  of  income  bonds.  The  chief  objection 
to  this  form  of  obligation  has  already  been  pointed  out 
above ;  in  its  pure  form  the  bondholder  loses  his  interest 
to  the  extent  it  is  not  earned  in  any  year.  It  was  also 
pointed  out  in  the  preceding  discussion  that  this  had 
led  to  the  practice  of  making  such  obligations  cumula- 
tive and  that  the  effect  of  such  a  provision  was  injurious 
to  junior  security  values  because  of  actual  or  even 
prospective  accumulations.  Table  12  in  connection 
with  that  discussion  shows  that  the  approved  plans 
apparently  attempted  to  avoid  this  result  by  making 
a  few  of  the  incomes  noncumulative  and  limiting  the 
accumulations  on  the  remainder  to  a  3-  to  5-year  period. 

Wliile  this  limitation  of  accumulation  to  a  compar- 
atively brief  period  of  years  may  be  desirable,  the  influ- 
ence of  the  possibility  of  any  accumulation  is  damaging 
to  preferred  and  common  stock  values  and  impairs  the 
ability  of  the  corporation  to  finance  with  stock.'* 
Moreover,  it  is  by  no  means  certain  that  the  limited 
accumulation  provided  for  by  the  approved  plans  is 
actually  as  limited  as  it  appears  to  be.    If  we  assume 


^  This  statement  is  based  upon  a  compilation  made  from  the  annual 
reports  filrd  with  the  Interstate  Commerce  Commission. 

^'  "Actual  and  potential  economic  and  technolosical  ehanpes  and  the 
resulting  fiuctuationg  and  uncertainties  with  regard  to  earning  power 
point  to  two  conclusions.  These  are  that  the  fiied-interest-debt  policies 
of  the  railroads  are  largely  obsolete  and  that  greater  flexibility  with 
regard  to  annual  interest  payments  is  desirable.  There  Is  no  magic  in 
the  fixity  of  rate  of  interest.  Interest  requirements  can  be  met  only 
from  earnings.  If  there  are  not  sufficient  earnings  the  fixity  of  the 
interi  8t  rate  offers  no  salTation  to  the  investor.  Indeed,  its  effect  in 
many  cases  will  be  merely  to  further  impoverish  tlie  company  before  it 
passes  into  the  control  of  receivers  or  trustees.  The  main  reliance  of 
railroads  for  future  borrowing  therefore  should  be  upon  obligations 
where  interest  is  dependent  wholly  or  in  part  on  the  earning  power,  such 
debt  to  be  given  a  comprehensive  mortgage  upon  the  property  without 
prior  fixed-interest  bonds,  or  subject  only  to  a  limited  amount  of  such 
fixed-interest  debt."  (Miller.  Commissioner,  dissenting  in  part,  Chicatjo, 
Rock  Ixtnnd  and  Paciflo  Railway  Company  Rrnrganisation,  242  I.  C.  C. 
29S.  47:'.-474.  Cf.  also  W,  H.  S,  Stevens,  "Participating  Debt  Versus 
Other  Securities  in  Capital  Structure  Readjustments,"  28  Oeorgetown 
Late  Journal,  1021,  1040-1041.) 

"  "Moreover,  the  possibility  of  accuraulation  of  unpaid  interest  on 
the  new  adjustment  bonds  after  1930  may  make  still  more  remote  the 
possibility  of  stock  financing."  (C,  il.  d  St.  P.  Co.  Reorganization, 
131  I.  C.  C.  694.) 


the  3-year  accumulation  limitation,  for  example,  and 
no  earnings  on  the  income  bonds  for  7  years,  there  will 
then  be  only  3  years  of  accumulations  under  the  terms 
of  the  contract.  But  if  thereafter  earnings  rise  to  a 
point  where  1  year's  accumulations  can  be  paid  off, 
will  there  not  still  be  3  years  of  accumulated  interest 
charges  ahead  of  the  preferred  stock  ?  ^^ 

Although  this  type  of  provision  will  not,  therefore, 
create  as  large  an  apparent  volume  of  accumulated 
interest  as  would  a  fully  cumulative  issue,  the  possible 
effect  on  junior  financing  may  not  be  radically  different. 
The  par  value  provisions  of  the  preferred  stock  issues 
do  not  lend  themselves  especially  well  to  stock  financ- 
ing. The  accumulative  provision  for  the  income 
bonds,  limited  though  it  is,  tends  to  accentuate  further 
the  difficulties  of  stock  financing.  This  suggests  the 
theory  that  the  cumulative  features  of  the  incomes 
might  have  been  entirely  eliminated  and  participating 
provisions  substituted  therefor. 

Participating  Bonds  and  Debt  Elasticity 

Apparently  only  one  instance  of  a  participating  bond 
issue  is  laiown  to  American  finance,  the  Oregon  Short 
Line  4's  of  1903  redeemed  in  1905.  Yet  the  principle 
of  divisibility  of  earnings  involved  in  such  a  partici- 
pating issue  not  only  differentiates  it  in  a  significant 
and  important  way  from  the  income  bond  but  renders 
it  definitely  more  desirable  than  the  latter.  Up  to 
the  nominal  interest  rate  the  income  bond  absorbs  all 
the  earnings  in  each  year.  The  participating  obliga- 
tion, on  the  other  hand,  makes  only  a  part  of  the  earn- 
ings available  for  interest  up  to  the  nominal  rate,  the 
balance  of  such  earnings  accruing  to  junior  creditors 
or  other  security  holders  regardless  of  whether  those 
earnings  are  large  or  small.  Whether  the  income 
bonds  permit  any  earnings  to  accrue  to  junior  security 
holders,  on  the  other  hand,  depends  entirely  upon  the 
size  of  those  earnings.  As  a  result,  the  value  of  securi- 
ties junior  to  participating  bonds  should  ordinarily  be 


^  "•  *  *  provided,  Jioti'evrr,  that  whrnever  the  accumulated  un- 
paid interest  on  th's  Bond  shall  equal  13iA%  of  said  principal  sum, 
such  interest  shall  cease  to  accumul;ite  uvJess  and  until  Kubsrqurnt  pay. 
ments  of  accumulated  unpaid  intereat  sliall  reduce  such  accumulated 
unpaid  interest  helme  1^V2%  of  said  principal  sum.  In  the  c.-ise  of 
each  Bond,  any  accumulated  unpaid  interest  shall  be  payable,  without 
Interest  thereon,  on  the  next  succeeding  interest  payment  date  or  dates 
when  and  to  the  extent  that  said  defined  income  of  the  R:iilway  Com- 
pany for  the  calendar  year  pri  ceding  any  such  interest  p.iyment  date 
shall  be  sufficient  to  malie  payment  of  the  accumulated  unpaid  interest, 
or  some  part  thereof,  on  all  Bonds  issued  and  outstanding  on  the 
preceding  December  31st,  and  shall  be  paid  in  full  prior  to  making  the 
payment  of  interest  then  due  on  the  Bonds  with  respect  to  such  pre- 
ceding calendar  year  :  Provided,  however.  That  such  accumulated  unpaid 
interest  shall  be  payable  unconditionally  at  the  maturity  of  said  Bond 
whether  by  its  terms,  by  call  for  redemption,  by  declaration,  or  otber- 
^\ise.  *  •  •"  General  Income  Mortgage  of  Chiciigo  Great  Wesrern 
Railway  Company  to  The  First  National  Bank  of  Chicago,  Trustee, 
dated  as  of  January  1,  1938,  p.  5.  [Italics  supplied  except  "provided, 
however."] 
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better  maintained  than  those  junior  to  income  bonds, 
particularly  in  years  of  relatively  poor  earnings. 

In  a  pure  particiiJating  obligation,  interest  would  be 
payable  at  whatever  rate  was  represented  by  a  speci- 
fied fixed  proportion  of  the  total  earnings  of  each 
year — a  pure  profit  sharing  arrangement.^^ 

Practically,  of  course,  it  is  most  unlikely  that  a  par- 
ticipating obligation  representing  any  such  outright 
profit  sharing  would  ever  be  used.  For  one  thing  it 
would  probably  be  extremely  objectionable  to  common 
stockholders.  These  are  even  less  inclined  to  con- 
cede to  bondholders  than  to  preferred  stockholders 
any  rights  to  profits  involving  even  a  potential  possi- 
bility of  large  gains.  It  would  accord  better  with  the 
usual  temper  of  common  stockholders,  as  well  as  with 
the  customary  fixed  interest  convention,  therefore,  to 
provide  that  the  bondholders'  share  of  the  profits  would 
be  applicable  first  to  interest  charges  for  the  year  up 
to  some  nominal  rate  of  interest  specified  in  the  con- 
tract. Any  excess  of  the  amount  of  the  participation 
over  and  above  this  nominal  rate  would  then  be  used 
to  pay  the  back  interest,  if  any,  to  the  extent  that  it 
had  not  been  paid  at  the  nominal  rate  in  prior  years. 
The  balance  of  the  bondholders'  share,  if  any,  would 
then  revert  to  the  junior  security  holders  in  addition 
to  their  initial  participation. 

In  this  form  the  participating  obligation  would  adjust 
interest  charges  more  or  less  automatically  to  earning 
capacity  and  the  bondholder  would  be  protected  against 
the  loss  of  interest  in  years  of  little  or  no  earnings 
out  of  his  larger  participations  in  the  more  prosperous 
years.  Although  partaking  of  the  characteristics  of  an 
income  bond,  this  form  of  security  would  still  be  funda- 
mentally a  participating  bond.  Neither  the  current 
interest  at  the  nominal  rate  nor  any  back  interest  is 
payable  except  out  of  some  predetermined  fraction  of 
the  income  available  after  the  payment  of  operating 
expenses  and  any  prior  charges  in  any  year. 

But  neither  a  pure  participating  obligation  nor  the 
modification  just  suggested  will  meet  another  important 
criticism  of  both  as  compared  with  either  fixed  interest 
or  purely  income  obligations.  This  very  fundamental 
objection  is  that  the  terms  of  these  two  participating 
forms  of  obligation  greatly  reduce  the  earnings  cover- 
age for  interest  charges  as  compared  with  eitlaer  of  the 
latter.  A  company  with  $100,000  of  income  available 
for  fixed  or  income  interest  charges  of  $50,000,  for  ex- 
ample, shows  a  coverage  of  tvrice  those  charges.     If 


we  assume  that  a  participating  obligation  entitled  to  a 
50  percent  share  of  tlie  $100,000  available  earnings  were 
substituted,  the  income  available  for  interest  charges 
would  be  only  $50,000,  or  a  coverage  of  only  once  those 
charges,  the  remaining  $50,000  going  to  the  junior 
security  holders. 

The  foregoing  leads  to  the  conclusion  that  the  type 
of  bonds  best  adapted  to  the  uncertainties  of  the  rail- 
road situation  would  be  a  combination  of  a  noncumu- 
lative  income  obligation  with  participating  provisions 
applicable  only  to  the  unearned  and  unpaid  interest  of 
prior  years.^'  This  form  of  obligation  renders  the 
earnings  coverage  of  interest  charges  equally  as  high 
as  those  for  the  fixed  interest  or  usual  income  obli- 
gation. Also  by  limiting  the  total  interest  payable  in 
terms  of  the  annual  nominal  rate  specified,  it  meets  the 
possible  stockholder  objection  of  a  too  favorable  treat- 
ment of  the  bondholders.  Finally,  as  previously  point- 
ed out  above,  it  offers  bondholders  the  possibility  of  re- 
covering the  unearned  interest  of  prior  years  out  of 
the  larger  earnings  of  later  ones.  The  bondholder  thus 
obtains  protection  for  his  interest  charges  with  less 
sacrifice  of  junior  security  values  than  is  obtainable 
through  cumulative  income  bonds. 

Conclusion 

Both  the  business  and  financial  risks  of  railroad 
enterprises  have  been  increasing  ever  since  the  first 
decade  of  the  century ;  the  former  in  no  small  part  as  a 
result  of  an  extraordinarily  increasing  tax  burden,  the 
latter  from  a  combination  of  this  increasing  business 
risk  with  a  growing  volume  of  interest  charges.  The 
competition  of  other  types  of  carriers  and  the  de- 
pression beginning  in  1930  produced  together  so  radical 
an  increase  in  business  risk  that  many  roads  were 
unable  to  meet  their  interest  charges  and  passed  into 
the  hands  of  receivers  and  trustees. 

Whether  or  not  the  Section  77  reorganizations  of 
these  roads  were  drastic  enough  to  protect  them  against 
the  forces  of  economic  change,  it  is  obviously  impos- 
sible to  say.  It  is  diiHcult,  however,  to  believe  that 
the  present  tide  of  prosperity  will  continue  indefinitely. 
If  it  does  not,  the  future  of  the  reorganized  as  well 
as  other  roads  will  probably  be  determined  largely  by 
whether  the  traffic  losses  of  the  railroads  to  competing 
types  of  carriers  continue.  Should  this  diversion  in- 
crease, railroad  investors  must  probably  be  prepared 


™  As  our  experience  with  participating  obligations  is  so  Umited, 
the  possible  type  characteristics  of  these  obligations  must  be  drawn 
largely  from  the  terms  of  so-called  participating  preferred  stocks. 
Obviously  there  are  a  variety  of  possible  forms  of  participating  obli- 
gations in  addition  to  those  mentioned  here.  Cf.  W.  H.  S.  Stevens, 
op.  cit.,  9  Journal  o}  Business  o]  the  University  of  Chicago,  114  and  210. 


^^  For  example,  "the  indenture  would  provide  that  the  bondholders 
shall  l)e  entitled  to  Interest  to  the  extent  earned  in  each  year  up  to, 
say,  four  per  cent  and  in  addition  to  so  much  of  five  per  cent  of  the 
earnings  of  each  year  after  the  payment  of  the  said  four  per  cent 
income  interest  as  may  he  necessary  to  eqiial  a  rate  of  four 
per  cent  in  each  and  every  preceding  year  in  which  such  rate  of 
four  ppr  cent  shall  not  have  been  paid."  '  Stevens,  op.  cit.,  28  Oeorgetovm 
Lata  Journal,  1038. 
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of  common  characteristics.  Hence  an  assumption  un- 
derlying the  analysis  that  follows  is  that  extensions  of 
control,  in  the  transport  field  as  elsewhere,  require  posi- 
tive justification.  A  fair  promise  should  be  present  that 
better  service,  or  service  at  lower  cost,  will  result. 

Changing  Philosophy  of  Regulation 

Even  a  brief  review  of  the  evolution  of  the  motivating 
forces,  scope,  and  character  of  transpoi't  regulation  re- 
veals that  our  present  concept  is  strikingly  different 
from  that  applied  prior  to  1920. 

Conceptually,  at  least,  economic  regulation  in  this 
country  has  been  geared  to  mesh  with  basic  American 
institutions  such  as  private  property,  a  relatively  free 
enterprise,  and  the  private  profit  system.  However,  it 
is  diiEcult  to  generalize  about  the  reasons  for  imposing 
special  regulatory  interferences  upon  certain  industries. 
The  reason  most  commonly  advanced  has  been  the  exer- 
cise of  private  monopoly  power  in  socially  significant 
industries  in  ways  adverse  to  the  public  interest.  But 
today  regulation  frequently  comprehends  highly  com- 
petitive industries  as  well,  for  example,  the  trucking 
industry.  The  most  accurate  generalization  that  can  be 
made  is  that  the  touchstone  for  regidation  lias  been  the 
existence  of  troublesome  conditions. 

Most  of  our  transport  condol  lias  consisted  of  two 
main  types:  (1)  Price  regulation  to  assure  reasonable 
and  nondiscriminatory  rates,  and  (2)  controls  and  stand- 
ards of  various  kinds  to  maintain  competition.  These 
bulwark  controls  have  lately  been  augmented  by  regula- 
tion of  entry  and  minimum  rates  to  assist  or  control  the 
process  of  adjustment  of  supply  to  demand,  under  a  gen- 
eral standard  of  promoting  a  more  adequate  system  of 
transportation  in  terms  of  the  needs  of  our  commerce, 
our  Postal  Service,  and  national  defense.  Hence  by  our 
regulatory  process  we  have  been  seeking  essentially  eco- 
nomic ends.  Some  noneconomic  objectives  have  also 
been  sought,  but  lack  of  adequate  statutory  definition 
makes  it  extremely  difficult  to  state  these  in  concrete 
terms. 

Period  of  Early  State  and  Federal  Regulation 

The  pi'csence  of  common  elements  in  each  period 
makes  arbitrary  any  attempt  to  define  periods  of  essen- 
tially different  schemes  of  transport  regulation.  Yet 
the  designation  of  rough  breaking  points  in  motiva- 
tion, scope,  and  the  essential  tasks  of  regulation  will 
throw  into  clearer  relief  changing  features  of  importance 
to  this  discussion.  The  breakdown  selected  for  this 
purpose  is:  (1)  The  period  of  early  State  and  Federal 
regidation,  roughly  1870  to  1920;  (2)  the  post-World 
"War  readjustment  period,  1020-33;  and  (3)  the  pres- 
ent period  of  extension  of  regulation  over  the  entire 
transport  market,  1933  to  date. 


In  the  early  period  regulation  applied  primarily  to  the 
railroads,  to  a  minor  extent  to  water  carriers,^  and,  after 
the  Hepburn  Act  of  1906,  to  pipe  lines.*  The  numerous 
monopolistic  sectors  in  the  transport  market  of  this 
time  were  plainly  visible  as  well  as  significant  in  terms 
of  market  functioning.  Only  a  few  railways  were  avail- 
able at  the  larger  centers,  and  these  places  constituted  a 
small  proportion  of  the  total  number  of  shipping  points 
served  by  any  given  line.  The  remaining  communities 
generally  had  no  alternative  rail  service.  Water  lines 
offered  alternative  services  in  limited  areas  and  for  some 
commodities  only.  Consequently,  even  though  vigorous 
interline  competition  frequently  broke  out  and  inter- 
agency competition  with  water  carriers  prevailed  for 
traffic  moving  between  centers  having  alternative  serv- 
ices,^ monopolistic  conditions,  limited  somewhat  by 
interregional  competition  of  producing  areas  and  mar- 
kets, generally  obtained  on  the  traffic  between,  and  to  and 
from  intermediate  points. 

The  strong  wave  of  popular  resentment  against  the 
railroads  that  spread  among  shippers  and  communities 
after  the  Civil  War  was  fed  by  three  results  of  relatively 
free  enterprise  under  these  conditions.  First,  rates  were 
frequently  excessive;  and  flagrant  discrimination  be- 
tween large  and  small  shippers,  competitive  and  non- 
competitive points,  and  types  of  traffic  was  common. 
Second,  between  competitive  points  railroads  tended  to 
organize  pools  and  make  rate  agreements  or  acquire  com- 
mon financial  interest  in  order  to  avoid  sporadic  rate 
wars  and  to  curb  price  competition.  Third,  the  rail- 
roads frequently  sought,  sometimes  successfully,  to  de- 
stroy water  lines  as  competitors  by  rate  cutting  for  which 
their  large  pools  of  revenues  from  extensive  and,  in  part, 
noncompetitive  operations,  and  their  higher  ratios  of 
overhead  cost  gave  them  the  advantage. 

Shipper  groups,  whose  complaints  were  most  spec- 
tacularly voiced  by  the  Granger  Movement,  pressed  hard 
for  i^rotection  from  railroad  abuses  by  means  of  stronger 
regulation  in  both  the  State  and  Federal  spheres.  They 
particularly  wanted  governmental  regulatory  action  to 
curb  undue  discrimination  ^  and  to  place  upper  limits  to 
high  rates,  but  they  also  sought  to  prevent  pooling  and 
other  monopolistic  practices.     In  passing  the  Act  to 


=  The  Act  to  Regulate  Commerce  of  1887  covered  common  carriers 
"engaged  in  •  •  •  transportation  «  •  »  wholly  by  railroad,  or 
partly  by  railroad  and  partly  by  water  when  both  are  used  under  a 
common  control,  management,  or  arrangement,  for  a  continuous  car- 
riage or  shipment." 

'  It  may  be  noted,  however,  tliat  Pennsylvania  initiated  some  regula- 
tion of  common  carriers  by  motor  vehicle  in  1914  and  eleven  States  and 
the  District  of  Columbia  were  doing  liljewise  by  1920. 

s  Cf.  Part  I,  Section  I,  1,  this  report. 

« In  188G  the  CuUom  Committee  stated  the  essence  of  these  complaints 
as  follows  :  "It  will  be  observed  that  the  most  important,  and  in  fact 
nearly  all,  of  the  foregoing  complaints  are  based  upon  the  practice  of 
discrimination  in  one  form  or  anotlier     This  is  the  principal  cause  of 
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Regulate  Commerce  '  of  1887  in  response  to  such  agita- 
tion, Congress  very  definitely  rejected  the  railroad  con- 
tention that  arbitrary  rates  could  not  be  maintained 
while  there  was  competition  from  other  lines  and  water 
routes.  It  is  important  to  note  also  that  Congress  re- 
jected the  principle,  urged  by  the  railroads  before  the 
Cullom  Committee,  that  any  regulation  should  give  some 
protection  to  their  stockliolders.  While  the  Act  may 
have  lessened  indirectly  any  destructive  competition  in 
the  railroad  industry,  and  thereby  may  have  given  the 
railroads  some  protection,  scant  evidence  of  any  kind 
exists  that  Congress  had  an  intention  of  seeking  to 
promote  the  financial  welfare  of  the  railroads  by  this 
regulatory  policy.^  Control  of  destructive  competition 
to  improve  carrier  earnings  is  a  development  of  a  later 
date. 

The  main  tasks  assigned  Federal  regulation  initially 
were  to  protect  shippers  and  communities  directly  from 
unjustly  discriminating  and  unreasonably  high  rates 
and  indirectly  from  further  impairment  of  interline 
and  interagency  competition.  The  chief  means  relied 
upon  to  accomplish  this  shipper  protection  were  pub- 
licity and  court  action.  The  Commission  was  empow- 
ered to  investigate  whether  railroad  rates  and  j^ractices 
were  in  conformance  with  the  broad  standards  of  rea- 
sonableness and  equality  provided  in  the  Act  and  to 
publicize  its  findings.  Litigation  of  individual  jases 
was  necessary  to  obtain  compliance,  if  a  carrier  ignoi'ed 
a  finding  that  certain  rates  or  service  i^ractices  were 
unlawful.  Wliile  this  procedure  considerably  strength- 
ened the  position  of  the  shipper,  the  delays  and  cost 
involved  and  the  limitation  of  any  obtainable  relief 
to  the  specific  case  under  litigation  rendered  it  very 
unsatisfactory.'' 

The    legislative    amendments    of    1906    and    1910 


complaint  against  the  management  and  operation  of  the  transportation 
system  of  the  Uuitea  States  •  *  •".  49th  Cong.,  1st  sess.,  S.  Rep.  46. 
Pt.  1  (1885-86),  p.  182.  Earlier  investigations  had  stressed  extortionate 
rates  to  a  greater  extent,  in  part  because  of  a  drastic  decline  in  farm 
prices  relative  to  freight  rates  in  the  post-Civil  War  period. 

'  Cf.  Part  I,  Section  I,  1,  of  this  report,  for  a  summary  of  public 
agitation  for  regulation  and  a  brief  sketch  of  the  State  and  Federal 
response  to  public  criticism  of  the  railroads. 

'The  following  statement  from  the  Second  Annual  Report  of  the 
Interstate  Commerce  Commission  (1888),  p.  21,  is  Instructive:  "The 
statute,  in  its  requirement  of  reasonable  and  just  rates,  has  had  in  view 
the  protection  of  the  public  from  extortion  and  from  unfair  discrimina- 
tiona.  It  docs  not  assume  that  railroad  companies  will  need  protection 
against  their  rates  being  made  unreasonahly  low,  and  it  has  not  conferred 
upon  the  Comimission  any  power  to  order  an  Increase  ot  rates  which  it  can 
see  are  not  remunerative.  In  general,  therefore,  it  may  be  said  that 
railroad  managers  possess  the  power  to  destroy  the  interests  not  only 
of  their  rivals,  but  of  their  own  stockholders,  it  they  will  recklessly  make 
rates  that  lead  to  bankruptcy."     [Italics  supplied.] 

•At  first  the  Commission  acted  on  the  assumption  that  it  had  power 
to  prescribe  reasonable  maximum  rates  for  the  future  to  replace  those 
found  unlawful.  But  this  interpretation  was  rejected  by  the  Supreme 
Court  in  1896.  Cincimuiti,  New  Orleans  and  Texas  Paciflc  Ru.  Co. 
V.  Interstate  Commerce  Commission,  162  U.  S.  184  (1896),  and /n«ers(a^c 
Commerce  Commission  V.  Cincinnati,  NciD  Orleans  and  Texas  Pacific 
Ry.  Co.,  167  n.  S.  479  (1897). 


strengthening  the  powers  of  the  Commission  largely 
surmounted  the  prominent  difficulties  encountered  by 
the  Commission  and  shippers  in  obtaining  the  antici- 
pated benefits  of  regulation.^"  Yet  these  and  other 
amendments  before  1920  still  reflected  no  positive  con- 
cern for  the  interests  of  the  regulated  carriers.^^ 

While  rate  controls  were  a  primary  feature  of  early 
regulation,  public  policy  also  sought  in  numerous  ways 
to  enforce  more  effective  competition  in  transporta- 
tion.'- From  the  beginning,  Sectit)n  5  of  the  Act  pro- 
hibited all  forms  of  railroad  pooling.^^  Moreover,  the 
Mann-Elkins  Act  of  1910  placed  a  restraint  upon  rate 
cutting  by  railroads,  which  was  designed  to  eliminate 
water  carriers  as  vigorous  competitors;  for  after  re- 
ducing their  rates  for  this  purpose,  railroads  were  per- 
mitted to  raise  them  only  when  justified  by  changed 
conditions  other  than  elimination  of  water  competition. 
The  Panama  Canal  Act  of  1912  sought  to  preserve  com- 
petition by  prohibiting  railroad  ownership  or  control 
(with  some  exceptions)  of  actually  or  potentially  com- 
petitive water  lines.  It  also  safeguarded  water  carriers 
by  empowering  the  Conmiission  to  establish  through 
routes  and  maximum  joint  rates  and  physical  intercon- 
nections between  rail  and  water  facilities.  Irrespective 
of  whether  Congress  originally  intended  to  except  rail- 
roads, the  Sherman  Anti-trust  Act  was  also  applied  to 
rate  agreements  ^^  and  railroad  combinations. 

To  sum  up,  the  princijDal  characteristic  of  regulation 
in  this  period  was  its  almost  exclusive  consumer  moti- 
vation, with  its  concept  of  equal  treatment  among  ship- 
pers and  areas.     Consumers  were  to  be  protected  first 


^^  The  maximum  rate  power  was  granted  by  the  Hepburn  Act  of  1906 
and  power  to  suspend  and  investigate  proposed  changes  in  rate  sched- 
ules was  bestowed  by  the  Mann-Elkins  Act  of  1910.  The  latter  amend- 
ment also  tightened  section  4  by  eliminating  interrailroad  competition 
as  a  dissimilar  circumstance  justifying  long-and-short-haul  discrimina- 
tion. 

"  The  Elkins  Act  of  1903  may  be  an  exception  to  the  rule  that  early 
regulation  was  motivated  by  a  desire  to  give  shippers  greater  safeguards. 
The  carriers  joined  the  sponsors  of  this  amendment,  which  made  the 
railway  corporation  liable  for  unlawful  discrimination  and  concessions 
and  any  receiver  of  rebates  guilty  ot  violating  the  law.  By  increasing 
the  penalties  for  departing  from  filed  rates,  this  Act  may  incidentally 
have  aided  the  carriers  by  restricting  rate  cutting. 

"  According  to  Charles  L.  Bearing,  "Before  1920  the  chief  concern 
of  the  Federal  Government  was  with  the  statutory  enforcement  of  a 
thorough-going  interline  railroad  competition  and  with  the  maintenance 
of  effective  competition  between  water  and  rail  carriers."  Lyon,  Abram- 
son  and  Associates,  Government  and  Economic  Life,  vol.  II,  p.  766. 

"  However,  the  carriers  continued  to  arrange  rate  schedules  by 
joint  agreement.  The  virtual  necessity  ot  some  form  of  group  action 
on  rates  to  satisfy  the  rate-flling  requirements  has  led  one  writer  to 
characterize  this  aspect  as  inconsistent  with  the  general  scheme  of 
enforcing  independent,  competitive  railway  action.     Ibid.,  pp.  768,  796. 

"  The  Supreme  Court  ruled  that  railroad-rate  agreements  are  illcgaJ 
In  United  States  v.  Trans-Missouri  Freight  Associaiion,  166  D.  S.  290 
(1897),  and  in  United  States  v.  Joint  Traffic  Association,  171  D.  S.  B05 
(1898).  Still  applicable,  the  anti-trust  prohibitions  have  not  been 
actively  enforced  against  contemporary  railroad  rate-making  activities, 
nor  against  rate  bureau  agreements  in  the  more  naturally  competitive 
motor  carrier  industry.  This  situation  may  change  in  the  future,  for 
the  .Vntitrust  Division  of  the  Department  of  Justice  has  recently  an- 
nounced a  broad  program  ot  anti-trust  law  enforcement  covering  all 
agencies  of  transport. 
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and  foremost  by  correction  of  outstanding  abuses  of 
private  monopoly  power;  and,  second,  by  preservation 
of  interline  and  interagency  competition  to  prevent 
growth  of  monopolistic  elements  in  the  transport  mar- 
ket. It  was  recognized  that  competition  was  not  serv- 
iceable as  the  only  market  regulator  in  the  railroad  in- 
dustry, yet  the  public  was  unwilling  to  place  its  faith 
solely  in  public  control.  Though  the  original  powers 
proved  weak  and  means  were  found  to  impair  railroad 
competition,  public  policy  in  this  period  had  the  virtue 
of  simplicity  and  consistency  both  in  terms  of  basic 
philosophy  and  the  administrative  problem.  The 
tangle  so  evident  in  current  policy  of  trying  to  protect 
and  foster  carrier  and  consumer  interests  at  the  same 
time  was  avoided.  Moreover,  the  enormously  difficult 
task  of  directing  to  a  considerable  extent  the  develop- 
ment and  management  of  the  entire  transport  system 
by  positive  price-control  standards,  entry  limitation, 
and  other  regulatory  devices  of  today  was  not  at- 
tempted. It  was  assumed  that  earnings  of  private  en- 
terprise would  be  sufficient  to  draw  capital  into  the 
railroad  industry  adequate  to  insure  continuous  and 
dependable  service.  With  sources  of  such  competition 
as  existed  safeguarded  and  monopolistic  rate  and  serv- 
ice abuses  curbed,  late-making  and  investment  deci- 
sions could  be  left  in  the  hands  of  the  carrier.  Nor 
was  there  a  legislative  intent  to  restrict  competition, 
except  in  the  case  of  rail  activities  seeking  to  eliminate 
water  carriers  as  competitors.^^ 

The  Post-World  War  Adjustment  Period 

Marked  changes  in  both  the  character  and  degree 
of  regulation  accompanied  the  return  of  the  railroads 
to  private  control  after  the  World  War.  The  Trans- 
portation Act  of  1920  is  notable  for  introducing  car- 
rier protection  as  an  objective  of  regulation  and  for 
giving  policy  a  promotional  and  positive  task  to  per- 
form. The  new  i^hilosophy  of  control  placed  emphasis 
upon  sufficient  earnings  to  the  carriers  in  order  to 
insure  adequate  and  efficient  service  under  private 
ownership.  Tliough  this  change  represented  a  dis- 
tinct innovation  in  regulatory  legislation,  recognition 
had  earlier  been  given  to  sufficient  earnings  to  tlie  car- 
riers by  the  courts  in  cases  involving  alleged  confiscation 
of  carrier  property  without  due  process  of  law  and  by 


the  Commission  in  observing  such  constitutional  safe- 
guards. 

These  innovations  grafted  upon  earlier  regulatory 
policy  had  their  root  in  a  growing  dissatisfaction  after 
1910  with  some  of  the  results  of  enforced  competition 
and  negative  regulation.^"  Seasonal  car  shortages  and 
regulatory  hindrances  to  advancing  rail  rates  to  meet 
increased  costs  from  a  rising  price  level  contributed 
to  a  growing  attitude  that  rate  regulation  should  give 
positive  consideration  to  the  carriers'  need  for  addi- 
tional revenue.  But  a  more  immediate  reason  lay  in 
impaired  railroad  credit  after  the  World  War.  Of 
importance,  too,  were  the  lessons  learned  by  operating 
the  many  competing  railroads  as  a  more  unified  system 
during  Federal  control.^'  All  factors  seemed  to  point 
to  regulatory  action  to  imi^rove  railroad  credit  and  to 
streamline  and  strengthen  the  system  as  a  whole. 

Rate  controls  became  the  leading  instrument  for  en- 
couraging investment  and  an  adequate  supply  of  rail- 
road facilities.  The  Commission  was  directed  by  the 
new  rule  of  rate  making  ^*  to  initiate  or  modify  rates 
with  specific  (but  not  exclusive)  regard  for  the  ade- 
quacy of  net  railway  operating  income  for  carriers  as 
a  whole  or  in  suitable  groups.  Thus  the  Commission 
was  given  direct  responsibility  for  a  positive  exercise 
of  the  maximum-rate  power.  To  prevent  rate  com- 
petition from  undermining  the  adequate  income  sought 
for  the  railroads,"  the  Commission  was  given  the  mini- 
mum rate  power  for  the  first  time.  Henceforth,  exact 
rates  could  also  be  prescribed. 

The  introduction  of  a  system  of  supervised  cooperative 
action  by  carriers  also  represented  a  sharp  break  with 
earlier  regulatory  policy.  With  Commission  approval, 
acquisition  of  control,  voluntary  consolidation  of  in- 
dependent railroads,  and  pooling  were  encouraged. 
Moreover,  Congress  directed  the  Commission  to  prepare 
a  plan  for  consolidation,  and  granted  it  power  to  con- 
trol construction  of  new  lines  and  abandonment.^" 
Control  of  securities  issuance  and  stronger  powers  over 
service  were  also  given  the  Commission.  In  theory 
these  new  powers  would  enable  the  Commission  to  pro- 
mote the  development  of  an  economical  plant. 

Whether  the  solutions  expressed  in  the  Transporta- 
tion Act  of  1920  should  be  viewed  as  provisional  policy 
to  meet  an  emergency  railroad  credit  and  supply  situ- 


'^  It  is  noteworthy  that  Congress  did  not  bestow  tlie  minimum-rate 
power  in  this  period,  altJiough  recommended  by  the  Commission  as 
early  as  1893.  Cf.  Seventh  Annual  Report  of  the  J.  C.  C.  (1893),  p.  78. 
By  1904  the  Commission  had  discontinued  its  recommendation  as  to 
the  minimum-rate  power,  which  was  not  revived  until  1919.  Nor  did 
Congress  respond  to  the  early  suggestion  of  the  Commission  that  fuller 
regulation  of  water  carriers  be  enacted  in  order  to  control  rail-water 
competition  more  effectively.  The  competitive  pressure  of  the  water 
carrier  upon  rail  rates  was  not  to  be  restricted  as  was  that  of  the 
more  powerful  rails  upon  the  water  carriers. 


"  Cf.  Edpar  J.  Rich.  "The  Transportation  Act  of  1920,"  American 
Economic  Review,  vol.  X,  No.  3,  September   1920,  pp.  507-527. 

"  Cf.  Part  I.  Section  I.  1,  this  report. 

"  Cf.  Part  I,  Section  III,  1,  this  report,  for  a  discussion  of  the  actions 
taken  and  problems  encountered  in  giving  effect  to  this  standard. 

^  Ibid.,  for  an  account  of  policies  and  extent  of  exercise  of  the  mini- 
mum rate  power  over  rail  rates. 

^  Direct  control  of  this  kind  over  supply  came  after  most  of  the 
development  of  railroad  plant  had  taken  place.  Cf.  Part  I,  Section  I,  1, 
this  report. 
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ation  in  an  inevitable  post-war  readjustment  period  or 
as  evidence  of  an  emerging  attitude  that  regulated 
monopoly  should  be  fostered  in  preference  to  enforced 
competition  is  a  puzzle  not  easy  to  unravel.  Yet  it  is 
clear  that  a  more  comprehensive  regulatory  structure 
and  a  new  philosophy  of  positive  control  had  emerged. 
Even  though  greater  restriction  of  managerial  preroga- 
tives was  now  possible,  the  railroads  were  active  sup- 
porters of  the  Act.  The  probable  reasons  for  this 
reversal  in  their  traditional  opposition  to  regulation 
were  that  little  additional  direct  implementation  of  the 
shipper  interest  was  involved  and  the  possibility  of 
financial  gains  was  implicit  in  a  thory  of  control  which 
sought  to  promote  adequate  service  for  the  public  by 
fostering  carrier  welfare,  too. 

By  1920,  then,  a  more  significant  and  much  more  diffi- 
cult role  had  been  assigned  economic  regulation.  It  had 
to  protect  both  shippers  and  carriers.  It  had  to  assist 
other  kinds  of  public  action  and  private  enterprise  to 
provide  adequate  transportation  in  terms  of  more  uni- 
formity of  service  and  rates,  fewer  breakdowns  in  serv- 
ice in  periods  of  peak  demand,  and  greater  economy.  It 
had  to  plan  and  woi'k  toward  reorganizing  railroad 
plant  and  systems  developed  under  a  regime  of  govern- 
mental aid  and  great  freedom  for  private  enterprise. 
These  complex  tasks  demanded  a  different  kind  of 
knowledge  and  judgment,  bordering  closely  upon  that 
required  of  sucessful  entrepreneurship.  A  belief  that 
Government  should  assume  greater  responsibility  for 
the  railroad  system  was  the  basis  for  attempting  these 
economic  functions  by  rate  and  other  regulatory 
controls. 

Present  Period  of  Extension  of  Regulation 

Before  long  a  conviction  developed  that  the  serious 
problems  of  regulation  were  again  changing  character. 
New  problems  of  interagency  coordination  and  read- 
justment of  railroad  rates  and  services  came  to  the  fore. 
The  financial  difficulties  recently  experienced  by  the  rail- 
roads and  rail  unemployment  have  constituted  the  im- 
mediate reasons  for  the  almost  continuing  consideration 
given  regulatory  policy  by  Congress  during  the  period 
1933-40.  The  underlying  factor  has  been  the  marked 
structural  changes  in  transport  deriving  from  techno- 
logical developments. 

The  transportation  situation  occasioning  readjust- 
ments in  regulatory  policy  after  1933  was  basically  dif- 
ferent from  that  of  1920.  Tlie  encouragement  to  rail- 
road investment  given  by  the  1920  act  and  Government 
promotion  of  airways,  highways,  and  waterways  had  re- 
sulted in  such  large  investments  in  new  facilities  that  a 
popular  impression  developed  that  supply  had  become 
excessive    rather    than     insuilicient.'-'      Technoloiiical 


changes  had  extended  the  area  of  competition,  providing 
attractive  new  alternatives  to  rail  service  and  thereby 
lessening  monopoly  elements.  Though  shippers  and 
user  groups  were  generally  well  satisfied  with  these  new 
conditions,  the  carriers,  especially  the  railroads,  were 
not.  The  conditions  of  competition  were  the  chief 
source  of  carrier  dissatisfaction. 

The  first  Federal  regulatory  response  to  this  new 
transportation  situation  was  considerable  de  facto  relax- 
ation of  railroad  regulation  by  the  Commission  and 
minor  legislative  action  in  the  same  direction.  The 
Commission  soon  realized  that  it  was  no  longer  possible 
for  the  railroads  as  a  whole  to  earn  the  statutory  fair 
return  on  a  fair  value  of  their  properties ;  and  it  insisted 
that  practical  rate  adjustments  must  give  consideration 
to  the  effect  of  proposed  rates  upon  traffic.  In  recog- 
nition of  the  need  for  allowing  the  railroads  to  meet 
the  acute  competition  from  other  agencies,  the  Com- 
mission permitted  thousands  of  reductions  in  specific 
rates  upon  short  notice  "^  and  numerous  exceptions  to  the 
long-and-short-haul  prohibition. 

Some  relaxation  by  Congress  of  the  1920  standards 
was  effected  by  the  Emergency  Railroad  Transportation 
Act  of  1933.  Noteworthy  modifications  of  this  kind 
were  the  adoption  of  a  new  rule  of  rate  making  and  the 
elimination  of  the  recapture  clause.  The  power  of  the 
new  competitive  forces  as  a  regulator  was  legislatively 
recognized  by  abandonment  of  a  statutory  fair  return 
and  substitution  of  a  standard  which  emphasized  the 
effects  of  rates  upon  traffic.  Except  for  serious  consid- 
eration of  a  proposal  to  strip  the  long-and-short-haul 
prohibition  of  its  teeth,""  little  further  consideration  was 
accorded  this  direction  of  policy.     Yet  there  was  evi- 


21  According  to  the  Federal  Coordinator  of  Transportation  "In  the  past 
10  or  15  years  of  transportation  development  in  this  country,  we  have 
followed,  unconsciously  for  the  most  part,  a  policy  of  cncouraying  an 
oversupply  of  t.ran!<portation  service  •  •  ♦  in  the  years  1920-32  ap- 
proximately 25  billion  dollars  were  put  Into  new  transportation  facil- 
ities." [Italics  supplied.]  Regulation  of  Transportation  Agencies,  73d 
Cong..  2d  sess..  S.  Doc.  152,  p.  22. 

=!/6id.,  pp.  59-63.  The  Commission's  Annual  Reports  show  that  the 
total  rail  applications  for  authority  to  change  rates  on  less-than-statutory 
notice  for  the  actively  competitive  years  1932,  1933,  and  1934  were 
approximately  double  those  in  1925.  The  number  of  such  applications 
granted  showed  a  somewhat  greater  increase.  The  number  of  such  appli- 
cations filed  rose  from  5.560  in  1925  to  a  high  of  12.569  in  1933  and  the 
number  granted  from  4.387  in  1925  to  11,190  in  1933  (includes  pipe-line 
rates).  It  is  probable  that  a  large  percentage  of  the  applications  granted 
were  to  permit  railroads  to  reduce  their  rates  quickly  to  meet  truck 
competition.  The  percentage  of  the  applications  granted  to  total  appli- 
cations filed  rose  from  78.9  in  1925  to  from  86.3  to  89  in  the  period 
1932-34. 

»Thu3  the  Pettingell  bill  to  amend  Section  4  was  twice  passed 
by  the  House  (1935  and  1937).  although  rejected  by  the  Senate.  This 
proposal  was  strenuously  opposed  by  coastal,  Intercoastal,  and  inland 
water  carriers,  who  feared  competitive  annihilation,  and  commercial 
interests  in  western  intermountain  territory,  who  feared  their  rates 
would  be  Increased  absolutely  or  relatively.  Protection  of  existing  and 
promotion  of  additional  locational  advantages  definitely  Influenced  the 
votes  on  this  proposal.  Stuart  Daggett,  Principles  of  Inland  Transporta- 
tion, 3d  od.,  1941,  pp.  440-448. 
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dence  of  a  considerable  shipper  receptiveness  to  further 
statutory  relaxation  in  preference  to  the  extension  of 
regulation  to  other  agencies. 

In  seeking  desirable  modification  of  regulatory  policy, 
primary  legislative  consideration  was  given  to  the  exten- 
sion of  regidation,  roughly  comparable  to  that  applying 
to  railroads,  to  other  agencies.  Without  a  widespread 
public  demand  and  in  face  of  vigorous  opposition  from 
many  shippers  and  carriers,  Congress  acted  to  extend 
such  regulation  to  common  carriers  by  motor  vehicle  and 
water  (not  already  regidated)  in  interstate  commerce; 
regulation  of  a  somewhat  different  character  and  of 
less  intensity  to  contract  carriers;  and  safety  regulation 
to  private  carriers  by  highway .°'  Most  State  legislatures 
had  taken  similar  action  with  respect  to  motor  carriers 
previous  to  1935  when  the  Motor  Carrier  Act  was  passed. 
The  Interstate  Commerce  Commission  was  also  made 
the  regulatory  body  for  all  domestic  carriers,  other  than 
the  air  lines,  whose  regulation  also  increased  in  this 
l^eriod. 

This  enlargement  of  the  scope  of  regulation  reveals 
an  interesting  reversal  in  source  of  support  as  compared 
with  earlier  enactments.  Increased  support  came  from 
carriers,  but  shippers  as  a  rule  were  mostly  content  with 
existing  controls  or  wanted  even  less  regulation.'^  The 
explanation  for  the  new  attitude  of  shippers  lies  in  their 
relatively  stronger  bargaining  position  today  in  dealing 
with  carriers.     The  availability  of  a  large  variety  of 


»*  Numerous  exceptions  to  certain  classes  ot  motor  and  water  carriers, 
■especially  where  non-competitive  with  common  carriers,  were  granted  hy 
tlio  Motor  Carrier  Act  of  103.'3  and  the  Transportation  Act  of  1940. 

==  Shipper   support   was   either   conspicuously   absent,   fainthearted   in 
•character,  or  limited  to  certain  shipping  groups  whose  interests  are  pe- 
culiarly tied  to  the  railroads.     With  respect  to  motor-carrier  regulation, 
the  facts  show  that  the  leading  farm  organizations,  such  as  the  National 
Grange  and  American  Farm  Bureau  Federation,  expressed  their  opposi- 
tion.    In  his  report  to  Congress  on  transport  regulation  in  1934,  the  Fed- 
eral Coordinator  of  Transportation  noted  the  opposition  of  the  National 
Industrial  Traffic  League,  a  powerful  organization  of  industrial  shippers, 
to  "any  Federal  regulation  that  goes  beyond  the  keeping  of  records,  the 
filing  of  reports,   and  joint  arrangements  for  complete   service  between 
railroads  and  trucks."     (Regulation  of  Tramportation  Agencies,  op.  cit., 
p.  26.)     This  organization  did.  however,  change  its  position  to  one  in 
favor  of  "reasonable  and  logical  regulation  of  highway   transportation 
for  hire,  both  as  to  rates  and  services"  in  November  1934,  but  by  a  close 
vote  ot  58  for  and  55  against.      (A.  T.  A.  2\eics  BiiUctin,  Nov.  19,  1934, 
p.  4.)     A  qualifying  statement  was  adopted  to  impress  upon  Congress 
that  regulation  should  not  extend  to  private  carriers  ;  that  the  natural 
advantages  of  highway  transportation  should  not  be  destroyed  ;  and  that 
motor  rates  should  not  be  adjusted  to  those  of  other  agencies  so  as  to 
require  the  public  to  support  "*     *     *     that   part  of  the  transporta- 
tion investment  which  cannot  he  justified  from  a  sound  economic  stand- 
point    •      •      •"      (Cf.  statement  of  L.  F.  Orr,   Chairman  of  the  High- 
way Transportation  Committee,  before  the  Senate  Committee  on  Inter- 
state Commerce,  74th  Cong.,  1st  sess..  Bearings  on  S.  1629  et  at.,  part  I, 
Feb.  25  to  March  6,  1935,  p.  285.)     Certain  established  dealers  in  agri- 
cultural products,  e.  g.,  grain  and  fruits  and  vegetables,  favored  this  reg- 
ulation, because  the  merchant  trucker  and  other  truck  operations  were 
tending    to    develop    new    channels    of    distribution    for    these    products. 
However,    the    continued    apprehension    of    shipper    groups    in    general 
Is  further  shown  by  the  action  of  the  National  Grange  and  other  farm 
organizations   and    the   National    Industrial   Traffic    Legue    in   opposing 
extension  of  regulation  to  water  carriers  by  the  Transportation  Act  of 
1940. 


services  and  at  most  points  alternative  carriers,  as  well 
as  a  marked  increase  in  the  ability  of  both  small  and 
large  shippers  to  provide  their  own  transportation  by 
operating  private  trucks,  are  factors. 

The  demand  for  economic  regulation  of  motor  car- 
riers originated  with  the  railroads  -^  and  the  State 
commissions,  which,  as  in  1887,  found  State  control 
administratively  difficult  without  Federal  regulation  of 
interstate  commerce.  Throughout  the  period  1925-35 
these  groups  were  the  most  ardent  proponents  of  motor- 
carrier  regulation,  which  also  commanded  the  support 
of  rail  labor,  investors  in  rail  securities,  and  railroad 
supply  industries.  Some  large  motor  common  car- 
riers joined  hands  in  this  movement,  but  many  such 
carriers,  contract  carriers,  and  small  operators  gen- 
erally opposed  regulation.  Significantly,  a  change  of 
heart,  at  least  so  far  as  the  large  operators  were  con- 
cerned, occurred  directly  after  the  self-regulation  and 
association  effort  made  possible  by  the  N.  I.  R.  A.  from 
1933-35. 

The  real  sources  of  rail  complaint  lay  in  the  read- 
justments involved  in  coping  with  a  growing  competi- 
tive situation.  These  troubles  led  railroads  to  question 
public  policy  on  the  ground  that  it  did  not  give  them 
an  equality  of  competitive  opportunity."'  They  advo- 
cated comparable  regulation  for  their  major  competitors 
as  one  way  to  restore  such  a  condition,^'  but  also  to 
provide  public  relief  from  unsatisfactory  results 
ascribed  to  widespread  "destructive  and  wasteful"  com- 
petition, such  as  financial  demoralization  of  all  agen- 
cies, excess  capacity,  disorderly  market  conditions,  rate 
and  service  instability,  increased  business  risks,  unco- 
ordinated transport,  and  poor  and  undependable  serv- 
ice. Such  consequences  and  a  thi'eatened  breakdown 
of  common-carrier  service  were  also  emphasized  by  the 


^  Commissioner  Eastman,  Interstate  Commerce  Commission,  recently 
remarked  :  "Take  the  Motor  Carrier  Act,  1935,  as  an  illustration  *  *  •. 
It  was  advocated  by  Federal  and  State  authorities,  of  whom  I  was  one, 
but  the  railroads  were  among  its  strongest  backers  and  I  doubt  whether 
it  would  have  been  passed,  if  it  had  not  in  the  end  received  large  sup- 
port from  the  motor  carriers  themselves."  Regarding  extension  of  Fed- 
eral regulation  to  air  and  water  carriers,  he  adds :  "The  Civil 
Aeronautics  Act  of  1938,  which  brought  air  carriers  under  Federal  reg- 
ulation, received  its  chief  impelling  support  from  the  air  carriers  and 
their  employees.  The  transportation  legislation  which  is  now  pending 
in  Congress,  the  most  important  feature  of  which  is  increased  regulation 
of  water  carriers,  resulted  from  a  report  made  to  the  President  by  a 
committee  made  up  of  three  railroad  executives  and  three  railroad  labor 
executives,  and  it  is  favored  by  important  groups  of  water  carriers, 
although  opposed  by  others."  Address  before  Western  Transportation 
Conference  at  the  University  of  Southern  California,  April  11,  1940, 
pp.  5  and  6  (mimeograph  copy).  Cf.  also.  Regulation  of  Transportation 
Agencies,  op.  cit.,  p.  33. 

"  For  a  discussion  of  the  relation  of  promotional  and  public  finance 
policies  to  inequality  of  competitive  opportunity,  cf.  Tart  I  Section 
VII,  this  report. 

^  For  a  good  summary  presentation  of  the  railroad  program,  see  the 
Memorandum  Containing  Suggestions  as  to  Needed  Federal  Legislation, 
submitted  to  the  Federal  Coordinator  of  Transportation  by  the  Associ- 
ation of  Railway  Executives,  August  4,  1933. 
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Federal  Coordinator  of  Transportation  and  the  Inter- 
state Commerce  Commission  in  their  support  of  a 
policy  of  unified  and  nearly  uniform  regulation. 

These  views  reflected  a  changed  conception  of  the 
primar)-  regulatory  task  as  compared  with  the  1887- 
1920  i^eriod.  The  emphasis  was  now  placed  upon  the 
so-called  objectionable  features  of  "excessive"  or  "sav- 
age" competition.  ShijDper  protection  against  monop- 
olistic rate  and  ser^-ice  practices  was  no  longer  stressed 
as  the  important  objective  of  public  control.  Kather, 
the  contention  was  that  the  public  interest  required  pro- 
tection of  stable  and  dependable  common  carriers 
against  discrimination  from  other  firms,  especially  con- 
tract carriers,  and  an  excessive  number  of  competitors. 
Shippers  received  rates  so  low  as  to  be  destructive  to 
the  carriers.  Hence,  floors  to  rates  must  be  estab- 
lished and  limitations  must  be  placed  upon  the  number 
of  firms  entering  transport  industries.  Unified  appli- 
cation of  the  minimum  rate  and  control  of  entry  powers 
would  prevent  "excessive"  competition  and  modify  its 
working  so  as  to  substitute  a  higher  degree  of  economic 
coordination  for  the  wastes  of  such  competition. 

The  underlying  general  objective  in  1920  of  promot- 
ing an  adequate  transportation  system  by  regulatory 
action  to  implement  carrier  profits  was  continued  in 
the  Motor  Carrier  Act  of  1935  and  the  Transi^ortation 
Act  of  1940.  But  a  change  of  emphasis  occurred  as 
to  the  chief  tools  for  achieving  this  purpose.  In  1920 
it  was  assumed  that  the  carriers  could  and  would  raise 
their  rates  sufficiently  to  earn  a  fair  return  on  the  sys- 
tem as  a  whole,  if  maximum  rates  were  not  prescribed 
at  too  low  a  level.  Hence,  a  positive  exercise  of  the 
maxmimi  rate  power  was  considered  the  chief  tool  for 
attaining  this  objective,  even  though  the  minimum  rate 
power  was  available  for  use  in  special  cases  where 
railroad  control  of  competition  broke  down.  On  the 
other  hand,  after  1935  regulatory  effort  sought  to  pre- 
vent rates  from  falling  to  a  point  where  sufficient  earn- 
ings could  not  be  realized.  Therefore,  emphasis  shifted 
to  the  minimum-rate  power  and  to  limitation  of  entrj", 
so  as  to  curtail  the  revived  competitive  pricing  in 
transport  that  had  impaired  the  earlier  method  of 
control. 

^lore  specific  objectives  of  recent  regulatory  legisla- 
tion are  revealed  by  the  declaration  of  policy  in  the 
Transportation  Act  of  1940 : 

It  is  hereby  declared  to  be  the  national  transpoi-tation  jpolicy 
of  the  Congress  to  provide  for  fair  and  impartial  regulation  of 
all  modes  of  transportation  subject  to  the  provisions  of  this 
act,  so  administered  as  to  recognize  and  preserve  the  inherent 
advantages  of  each ;  to  promote  safe,  adequate,  economical, 
and  efficient  service  and  foster  sound  economic  conditions  in 
transportation  and  among  the  several  carriers;  to  encourage 
the  establishment  and  maintenance  of  reasonable  charges  for 
transportation  services,  without  unjust  discriminations,  undue 


preferences  or  advantages,  or  unfair  or  destructive  competitive 
practices;  to  cooperate  with  the  several  States  and  the  duly 
authorized  officials  thereof;  and  to  encourage  fair  wages  and 
equitable  working  conditions — all  to  the  end  of  developing,  co- 
ordinating, and  preserving  a  national  transportation  system 
by  water,  highway,  and  rail,  as  well  as  other  means,  adequate 
to  meet  the  needs  of  the  commerce  of  the  United  States,  of  the 
Postal  Service,  and  of  the  national  defense.  All  of  the  pro- 
visions of  this  Act  shall  be  administered  and  enforced  with  a 
view  to  carrying  out  the  above  declaration  of  policy. 

Clearly,  Congress  has  definitely  subscribed  to  the 
popular  theory  that  the  transformation  of  competition 
in  transport  requires  provision  for  "fair  and  impartial 
regulation  of  all  modes  of  transportation."  Reference 
to  the  substantive  provisions  of  the  new  act  indicates 
that  "fair  and  impartial"  regulation  has  been  defined 
as  requiring  a  system  of  public  supervision  of  all 
agencies  according  to  the  railroad  pattern.  But 
neither  the  statement  of  policy  just  quoted  nor  most 
standards  established  to  guide  the  Commission  in  reg- 
ulating rates,  entry,  and  other  key  controls  provide  a 
clear-cut  and  wholly  consistent  set  of  economic  objec- 
tives for  tliis  regulation.-^  Left  undefined,  for  example, 
are  the  phrases  "unfair  or  destructive  competitive  prac- 
tices," "sound  economic  conditions  in  transportation 
and  among  the  several  carriers,"  "developing,  coordi- 
nating, and  preserving  a  national  system,"  or  "fair 
wages  and  equitable  working  conditions,"  all  general 
standards  having  primary  reference  to  conditions 
within  transportation  as  they  affect  investors,  manage- 
ment, and  labor  in  this  industry.  Nor  are  the  require- 
ments of  an  "adequate"  service  for  commerce  and  other 
purposes  specified. 

Congress  apparently  recognized  the  possibility  of  too 
restrictive  a  use  of  the  powerful  controls  extended  over 
the  transport  market  in  order  to  protect  either  rail- 
roads or  all  regulated  transport  at  the  expense  of  other 
agencies  or  society  as  a  whole.  Thus  such  safeguards 
as  the  general  admonitions  "to  recognize  and  preserve 
the  inherent  advantages  of  each"  agency,  "to  pro- 
mote *  *  *  economical,  and  efficient  service,"  and 
"to  encourage  the  establishment  and  maintenance  of 
reasonable  charges  for  transportation  services,  without 
tmjust  discriminations,  undue  preferences  or  advan- 
tages," have  been  included  in  the  general  standards 
established.  Moreover,  certain  safeguards  appear  in 
the  rate  and  certificate  provisions,  but  these  need  not 
be  detailed  here.'"    Within  the  general  frameicork  of 


^  For  a  discussion  of  the  conflicts  in  recent  regulatory  poUcy  with 
specific  reference  to  the  Motor  Carrier  Act  of  1935,  and  conflicts  between 
regulatory  and  promotional  policy,  cf.  Charles  L.  Bearing's  treatment 
in  Government  and  Economic  Life,  op.  cit.,  pp.  S31— S57. 

"  For  example,  the  proviso  In  the  rules  of  rate-making  limiting  the 
Commission  in  its  consideration  of  the  effects  of  rates  upon  traffic  may 
be  cited.  In  giving  weight  to  this  factor,  the  Commission  may  consider 
only  the  effects  of  rates  upon  the  traffic  of  the  carriers  for  which  rates 
are    specifically    prescribed.     Thus,    in    considering    motor-carrier   rates. 
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a  market  protected  by  minimum  rate  and  entry  con- 
trols. Congress  undoubtedly  expects  the  Commission  to 
allow  transport  agencies  to  develop  on  their  relative 
merits  and  to  afford  the  public  the  lowest  cost  trans- 
portation consistent  with  protection  of  the  rights  of 
both  capital  and  labor  in  established  concerns  in  all 
fields.  This  expectation  will  require  the  striking  of  a 
reasonable  balance  between  public  claims  for  rapid 
development  of  new  agencies  and  techniques  to  lower 
costs  and  improve  services  and  investor  demands  for 
stability  and  protection  of  capital  invested  in  older 
agencies  and  established  firms. 

If  the  specific  objectives  of  regulatory  policy  are 
indefinite,  the  principal  powers  granted  to  the  Com- 
mission are  not.  To  reiterate,  its  two  most  significant 
powers  at  present  are  those  over  minimum  rates  and 
entry.  It  is  chiefly  by  the  exercise  of  these  powers  that 
carrier  protection  can  be  accomplished  in  the  competi- 
tive markets  of  today.  Offhand,  it  would  seem  that 
their  exercise  must  result  in  some,  and  possibly  much, 
restriction  of  competition.  Any  of  several  theories  of 
"constructive  coordination"  involving  some  restriction 
of  competition  can  also  be  implemented  by  those 
powers. 

To  summarize,  the  effect  upon  the  regulatory  struc- 
ture of  the  recent  transformation  of  competition  in 
transport  has  been  a  noteworthy  increase  in  the  scope 
and  intensity  of  regulation  rather  than  statutory  or  fur- 
ther administrative  relaxation  to  allow  recently  released 
competitive  forces  greater  freedom.  This  development 
seems  paradoxical,  in  view  of  the  fact  that  we  continue 
in  our  regulatory  policy  to  affirm  our  traditional  public 
faith  in  competition.  With  this  increase  in  the  spread 
of  regulation  and  in  the  positive  powers  of  the  Com- 
mission, the  economic  tasks  to  be  undertaken  have  be- 
come more  complex  and  difficult  to  perform.  For  un- 
less the  vital  powers  now  in  the  hands  of  the  Commis- 
sion are  only  slightly  used,  this  body  must  establish 
definite  standards  of  profitability,  risk,  and  social  need 
to  guide  it  in  interfering  with  managerial  judgment  in 
quoting  rates  and  expanding  or  contracting  service  and 
investor  judgment  in  entering  or  withdrawing  from  the 
transport  business.  In  controlling  integi'ation  of  the 
dynamic  motor-carrier  industry,  it  must  also  appraise 
the  economies  of  scale,  that  is  to  say,  find  the  point  of 
bigness  involved  in  the  economist's  term  "optimum"  size 
firm.  These  basically  economic  problems  will  demand 
an  intelligent  and  forward-looking  type  of  authoritative 
supervision. 

In  conclusion,  this  sketch  demonstrates  that  ideas 


dominating  national  regulatory  action  tend  to  change 
with  new  technological,  economic,  and  political  condi- 
tions. If  any  generalization  is  tenable,  it  is  that 
modification  of  public  regulatory  policy  is  a  continuous 
process.  Therefore,  the  question  is  pertinent:  Are 
the  recent  far-reaching  extensions  of  regulatory  powers, 
made  in  a  period  of  de«p  depression  and  rapid  social 
change,  of  such  worth  as  to  justify  making  the  new 
direction  of  policy  a  permanent  one  ?  Factors  in  reach- 
ing a  dependable  decision  on  this  vital  element  of  pub- 
lic policy  to  be  discussed  are:  (1)  the  question  of  the 
effectiveness  of  competition  in  transport  markets  not 
subject  to  present  standards  of  control;  and  (2)  the 
types  of  economic  effects  resulting  from  the  current 
system  of  "controlled  competition." 

The  Problem  of  the  Effectiveness  of  Competition 

The  leading  supposition  of  our  regulatory  policy, 
common  to  periods  of  widely  different  conditions  of 
competition  and  monopoly,  has  been  that  unregulated 
or  non-uniformly  regulated  transport  markets  function 
unsatisfactorily  in  terms  of  economic  results  and  equity. 
In  a  private-enterprise  economy,  regulation  of  the  char- 
acter and  degree  found  in  transport  would  not  receive 
public  support  if  the  dominant  view  were  otherwise. 
An  attendant  assumption  is  that  public  control  will 
remedy  undesirable  market  results. 

The  alleged  and  genuine  failures  of  competition  as 
a  market  regulator  in  transport  form  the  principal  bases 
of  the  present  regulatory  policy.  Hence  a  re-examina- 
tion of  recent  trends  in  policy  poses  the  problem  of 
surveying  critically  the  features  thought  undesirable 
under  the  highly  competitive  conditions  which  inhere 
in  the  modern  transpoi-t  structure.  This  section  will 
be  devoted  to  such  analysis. 

It  is  the  degree  to  which  competition  operates  effec- 
tively in  modern  transport  markets  that  is  in  issue. 
The  workability  of  competition  ^^  is  a  matter  for  judg- 
ment, upon  which  opinions  will  naturally  differ.  But 
there  should  be  general  agreement  on  the  proposition 
that  perfect  results  cannot  be  exj^ected  reasonably 
either  of  competition  or  public  control.  It  should  also 
be  agreed  that  factors  of  overpowering  impact,  such  as 
the  progress  of  invention,  war,  or  depression,  are  not 
relevant  to  the  issue.  Because  markets  always  func- 
tion under  dynamic  economic,  political,  and  social  con- 
ditions, not  all  defects  of  market  results  are  to  be  traced 
to  absence  of  the  conditions  essential  to  effective  com- 
petition. 


for  instance,  the  Commissicin  is  limited  to  considering  tlie  effects  of 
rates  upon  the  traffic  of  motor  carriers.  If  motor  rates  are  reasonable 
for  motor  carriers  according  to  this  test,  they  cannot  be  found  unlawful 
because  they  might  divert  tratBc  from  rail  or  water  carriers. 


s'  As  Professor  Clark  points  out  in  a  recent  article,  it  is  important  that 
the  factors  favorable  to  a  working  approximation  of  the  ideal  of  "perfect'' 
competition  be  discovered  in  order  that  we  may  have  a  standard  more 
practicable  than  tne  unrealistic  one  of  "perfect  competition."  J.  M. 
Clark,  ''Toward  a  Concept  of  Workable  Competition,"  American  Economic 
Review,  Vol  XXX,  No.  2,  June  1940,  pp    241-256. 
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It  can  be  readily  conceded  that  competition  has  its 
imperfections  and  that  transport  markets  vary  con- 
siderably in  their  mixture  of  competitive  and  monopo- 
listic elements.  But  it  is  not  easy  to  describe  such 
markets  in  the  usual  terms  of  the  theory  of  competi- 
tion or  monopolistic  competition.  A  very  large  number 
of  markets  exist  in  which  there  is  much  variance  in 
the  number  of  firms  competing  for  traffic,  the  degree 
of  substitut  ability  of  their  service  and  other  factors  of 
significance  in  defining  the  character  of  competition. 
Nevertheless,  it  is  widely  recognized  that  most  trans- 
port markets  in  the  intercity  field  are  much  more  com- 
petitive, both  actually  and  potentially,  than  hereto- 
fore;^^ and  that  this  condition  is  likely  to  continue 
in  the  future,  although  with  modifications  introduced 
by  the  present  regulatory  process.  To  the  railroads 
and  water  carriers  serving  particular  areas  and  routes 
for  many  decades,  numerous  motor  carriers  of  various 
size  and  service  classifications  have  been  added  in 
recent  jears.^^  Moreover,  pipe  lines  have  become  more 
numerous  and  air  express  service  and  additional  water 
facilities,  such  as  on  the  Columbia  and  Tennessee  Rivers, 
have  been  developing.  Hence,  relative  to  past  periods, 
many  transport  markets  offer  shippers  more  alternatives 
than  in  any  time  in  history. 

Even  though  the  services  of  these  leading  agencies 
do  not  appear  of  identical  value  to  shippers  in  terms 
of  speed,  convenience  or  responsibility,  sufficient  oppor- 
tunities exist  on  a  great  many  items  of  traffic  for  sub- 
stitution of  the  service  of  one  agency  for  that  of 
another  to  make  competition  effective  as  to  these  com- 
modities.^*   Alternatives    from    which    shippers    may 


^  For  pxample.  Commissioner  Eastman  recently  said  :  "Today,  compe- 
tition is  the  outstanding  characteristic  of  the  transportation  situation. 
The  railrinds  compete,  not  only  with  each  other,  but  with  trucks,  busses, 
.steamship  and  barpe  lines,  pipe  lines,  and  air  carriers,  and  there  is  little, 
if  any,  of  their  traffic  which  is  not  subieet.  directly  or  indirectly,  to 
competition."  Address  at  Alleghany  College,  Meadville,  Pa.,  May  2, 
1940    pn     12-1.^    (mimeographed    copy). 

»  In  Transport  Co. — Control — Arroto  Carrier  Corp.,  36  M.  C.  C.  61 
(1940).  the  Interstate  Commerce  Commis.sion  cited  facta  not  previously 
available  as  to  the  number  of  motor  carriers  of  property  operating 
between  specific  points.  Of  the  49  selected  principal  routes  along  the 
Atlantic  S'-^aboard  42  had  5  or  more  class  i  common  carriers  :  and  of 
these.  9  mutes  had  5-9  carriers.  9  bad  10—19  carriers.  14  bad  20-29 
carriers.  4  had  30-39  carriers,  and  5  had  40-49  carriers,  and  1  route 
had  62  carriers.  For  10  of  these  routes  only  class  I  common  carriers 
having  general  commodities  among  their  rights  were  included.  Accord- 
ing to  the  Commission  not  all  class  I  common  carriers  were  taken, 
since  only  those  mentioned  in  the  record  were  tabulated.  In  addition, 
there  were  many  class  II  and  III  carriers,  carriers  engaged  only  in 
intrastate  commerce,  and  private  carriers.  For  7  of  these  routes, 
about  which  data  were  available,  there  was  a  range  of  from  6  to 
48  class  II  and  III  carriers.  That  substantial  motor-rail  competition 
exists  on  these  routes  is  indicated  by  the  fact  that  13  of  them  have 
direct  rail  service  by  1  rail  line,  1.5  by  2  lines.  3  by  3  lines,  and  2 
by  4  or  more  lines.  Even  the  16  routes  without  direct  rail  service 
have  at  least  1  indirect  rail  route  involving  only  reasonable  circuity 
and  no  more  than  2  railroads.  Number  of  rail  lines  computed  from 
The  Official  Guide  of  Railirayn  and  Rtenm  Navigation  Linen.  March  1941. 

■^  .\ccitrdini;  to  Clair  Wikox.  "Competition,  to  be  effective,  need  not 
involve  the  standardization  of  commodities  ;  it  does,  however,  require 
the  ready   substitution  of  one  product   for   another ;   it  may  manifest 


choose  are  afforded  whenever  price  differentials  cor- 
respond tolerably  well  with  quality  differentials  in 
service,^^  and  this  type  of  rate  differentiation  probably 
exists  in  competitive  transport  markets.  On  the  other 
hand,  on  some  important  commodities,  especially  those 
which  weigh  heavily  and  move  in  bulk  and  for  very 
long  distances,  the  degree  of  substitutability  of  truck 
for  rail  service  is  unquestionably  insufficient  for  effec- 
tive motor-rail  competition.  For  movements  of  such 
commodities  water  lines  frequently  compete  with  the 
rails,  although  this  source  of  competition  is  not  per- 
vasive. Here,  as  in  the  past,  the  public  must  rely 
upon  public  regulation  of  the  railroads  as  a  check  upon 
unreasonably  high  and  discruninatory  rates.  How- 
ever, if  competition  may  be  regarded  as  "effective  or 
workable  whenever  it  operates  overtime  to  afford  buy- 
ers substantial  protection  against  exploitation  at  the 
hands  of  sellers  and  to  afford  sellers  similar  protection 
against  exploitation  by  buyers,"  ^^  it  would  seem  evi- 
dent that  inherent  opportunities  for  effective  inter- 
agency competition  are  so  plentiful  as  to  call  into 
question  a  policy  that  gives  them  insufficient  weight. 
Inclusion  of  competition  among  railroads  and  market 
competition  in  the  calculations  gives  emphasis  to  this 
point. 

Few  have  contended  that  competition  in  the  markets 
for  motor-carrier  and  inland  water  services  is  unwork- 
able as  a  force  to  protect  shippers  from  carrier  exploita- 
tion. Shippers  as  a  class  have  sponsored  a  public 
policy  of  heavy  reliance  upon  competitive  controls  in 
these  industries.  The  reasons  are  simple.  Neither  of 
these  carrier  types  must  sink  large  amounts  of  private 
capital  in  the  highways  and  waterways  upon  which 
their  vehicles  and  ships  operate.  Consequently,  entry 
into  these  businesses,  particularly  into  trucking,  is  not 
difficult  where  there  are  no  official  obstacles.  The  num- 
ber of  trucking  firms,  although  insufficient  for  theoret- 
ically complete  competition  in  many  cases,  tends  to  be 
relatively  large,  except  where  traffic  density  is  very  low. 
Typically  the  geograpliical  extent  of  their  services  is 
limited  as  compared  to  that  of  the  railroads.  For 
these  reasons  it  will  be  difficult  for  individual  firms  to 
discriminate  seriously,  although  minor  discriminatory 
practices  are  probable,  such  as  quoting  to  one  shipper  a 
slightly  lower  rate  than  to  others  not  closely  in  touch 
with  the  market.'^    Moreover,  the  high  ratios  of  costs 


itself  in  differences  in  quality  and  service  as  well  as  in  price."  Com- 
petition and  Monopoly  in  American  Industry,  T.  N.  E.  C.  Monograph 
No.  21,  76th  Cong.,  3d  scss.,  p,  8. 

«  Ibid.,  pp.  8,  9. 

"Ibid.,  p.  9. 

"  Though  discrimination  was  mentioned,  among  other  factors,  as 
evidencing  the  need  for  motor-carrier  regulation,  ir  was  not  emphasized 
as  in  the  casn  of  earlier  rail  control.  Where  mentioned,  the  term  often 
loosely  referred  to  rate  cutting  by  contract  carriers  below  common 
carriers  or  rate  cutting  by  small  carriers  under  large  operators.    It  sel- 
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that  vary  with  traffic,  even  in  short  periods,  discourage 
carriers  from  offering  rates  much  below  full  costs, 
except  in  true  joint-cost  situations.  If  they  do,  it  will 
generally  be  impossible  to  make  up  the  deficiency  in 
revenues  by  assessing  rates  above  over-all  average  costs 
on  other  parts  of  their  traffic,  for  noncompetitive  sectors 
and  trafBc  are  scarce.  The  plain  fact  is  that  motor 
carriers  as  presently  organized  do  not  offer  examples 
of  inherently  monopolistic  utilities,  even  though  fre- 
quently treated  as  such  in  law  and  administrative  prac- 
tice. To  a  lesser  extent  this  seems  true  of  water 
carriers. 

The  Alleged  Destructiveness  of  Competition 

The  theory  that  unrestricted  competition  of  motor 
and  water  carriers  is  an  unhealthy  condition  neverthe- 
less became  widespread  and  received  strong  official 
support.  The  destructiveness  of  competition  in  free 
or  nonuniformly  regulated  mai'kets,  both  in  inter- 
agency and  intraagency  spheres,  was  the  general  char- 
acteristic cited  most  frequently  as  evidencing  the 
unworkability  of  competition  as  a  market  regulator. 
The  term  "destructive  competition"  has  many  mean- 
ings, but  in  discussions  of  recent  regulatory  policy  it 
has  often  been  defined  as  general  below-cost  rate  cut- 
ting. Competition  of  this  type  is  thought  by  some 
to  operate  normally  and  by  others  to  crop  up  sporadi- 
cally. Those  who  so  characterize  competition  in  trans- 
port believe  that  it  oppresses  efficient  and  inefficient 
carrier  alike  and  deviates  too  far  from  the  results  of 
perfect  competition  to  be  acceptable  as  the  sole  or  pri- 
mary market  regulator.  They  contend  that  compe- 
tition can  only  be  made  effective  by  public  regulation 
of  the  whole  market. 

Numerous  symptoms  of  the  destructiveness  of  com- 
petition in  transport  markets  have  been  noted.^^  Chief 
among  these  is  general  unprofitability  leading  to  finan- 
cial demoralization  of  carriers,  low  wages  for  labor, 
and  impaired  standards  of  service.  Others,  some 
closely  related  to  financial  demoralization,  include  ex- 
cess capacity,  failure  to  obtain  economies  of  scale,  un- 
realized coordination,  rate  and  service  instability, 
impairment  of  essential  common  carrier  service,  and 
the  failure  of  individual  firms  to  consider  social  costs. 
Many  of  these  symptoms,  or  objectionable  features  of 
competition,  have  been  disclosed  by  carrier  self- 
diagnosis,  but  they  have  also  been  widely  regarded  as 
indicative  of  the  need  for  public  control  by  those  who 


dom  referred  to  a  single  motor  carrier  brealiing  down  marlcets  geograpbi 
caUy  for  the  purpose  of  varying  rates  according  to  tlie  relative  intensities 
of  demand  in  each  market.  Few  complaints  involving  discrimination 
cases,  originated  by  shippers,  have  come  before  the  Commission  in  6 
years  of  Federal  control  of  motor  carriers.  This  also  contrasts  with 
•experience  In  the  ease  of  rail  regulation. 

^»  Cf.  Rcrjulation  of  Transportation  Agencies,  op.  cit.,  pp.  5-33. 


tliink  of  the  Commission  in  the  role  of  a  physician.  A 
full  kit  of  regulatory  powers  is  regarded  as  prerequisite 
to  the  firm-eliminating  ojDerations  and  the  minimum- 
rate  prescriptions  held  necessary  to  the  prevention  of 
the  disease  of  excessive  competition. 

These  assumed  objectionable  characteristics  of  com- 
petition form  the  economic  bases  usually  advanced  for 
recent  innovations  in  regulatory  policy.  However,  in 
view  of  the  unquestionably  greater  prevalence  of  the 
conditions  necessary  to  effective  competition  in  modern 
transport  markets,  these  assumptions  should  be  ex- 
amined critically.  If  they  do  not  stand  up,  the  exist- 
ence of  a  public  need  for  regulation  of  present  type 
to  achieve  better  economic  results  will  appear  doubtful, 
even  though  such  regulation  may  be  justified  on  other 
groimds. 

Financial  Demoralization 

One  of  the  primary  complaints  against  competition 
as  a  regulator  has  been  that  it  brings  about  a  continu- 
ing condition  of  financial  demoralization  in  transport 
industries.  According  to  the  theory  of  public  interest 
underlying  the  public  controls  reconnnended  to  remedy 
this  condition,  the  low  levels  of  profitability  causing 
financial  demoralization  have  harsh  effects  upon  both 
carriers  and  the  iJublic.  Carriers  and  their  employees 
receive  less  than  i-easonable  returns  for  their  capital 
and  labor  contributions.  The  public,  though  gaining 
from  low  rates  in  the  short  term,  suffers  ultimately 
from  insufficient  or  poor-quality  service.  Hence,  with 
limitations  jjlaced  upon  expansion  of  firms  and  rate 
cutting  to  avoid  excessive  competition,  the  carriers  and 
their  employees  gain  protection  by  increasing  carrier 
returns  and  the  public  obtains  higher  quality  and  more 
dependable  service. 

If  transport  industries  are  normally  too  unprofitable 
to  draw  sufficient  capital,  management,  and  labor  to 
provide  needed  qualities  and  quantities  of  service,  the 
only  recourse  open  to  Government  is  to  adopt  policies 
that  create  sufficient  returns  for  private  enterprise  to 
do  the  job  or  to  assume  full  public  responsibility  by 
Government  operation.  But  have  essential  services 
actually  been  deficiently  provided  or  ai'e  thej'  likely 
to  be  deficient  in  the  future?  If  not,  should  controls 
be  maintained  to  afford  carriers  higher  returns? 

Pi'ompted  by  carrier  and  investor  complaints,  legis- 
lators became  actively  aware  of  the  unprofitableness  of 
railroad  operations  during,  the  depression  of  the  30's. 
The  fact  was  demonstrated  by  low  over-all  returns  and 
numerous  bankruptcies  and  trusteeships,  involving  ap- 
proximately one-third  of  total  line  mileage  by  1938; 
also  a  large  decrease  in  rail  employment.  The  financial 
condition  of  the  trucking  business  was  more  difficult 
to  determine,  because  of  lack  of  comprehensive  financial 
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rei^orts,  the  family  nature  of  the  industry,  and  the 
large  number  of  independent  firms.  But  there  were 
frequent  assertions  of  low  returns  both  to  owners  and 
labor  (frequently  the  same  person)  and  of  a  high  rate 
of  bankruptcy.  Many  water  lines  were  also  found  to 
be  earning  low  profits  or  suffering  deficits. 

It  does  not  follow  from  evidence  of  widespread  lack 
of  profitability  during  much  of  the  jjeriod  since  1929 
that  general  unprofitability  normally  results  from 
competition  in  the  transport  industry.  The  unprofit- 
able condition  in  this  depression  may  largely  be  traced 
to  a  temporary  market  oversupply  occasioned  by  low 
levels  of  production  and  national  income.  The  low 
financial  state  of  the  carriers  in  lean  years,  especially 
in  such  long  depressions  as  that  of  the  30's,  may  justify 
certain  si:)ecific  j^rotective  restraints  especially  adapted 
thereto;  but  certainly  does  not  constitute  a  guide  to 
the  long-run  need  of  facilities  or  of  Government  action. 

It  may  be  desirable  to  employ  minimum  rate  and 
other  special  controls  in  times  of  depression  to  try  to 
put  brakes  on  the  downward  spiral  of  prices  and  wages, 
as  a  part  of  a  broad  and  integrated  program  of  public 
action  to  jjrevent  excessive  deflation  and  its  social  hard- 
ships. But  our  regulatory  statutes  disclose  no  clear 
intention  that  the  minimum  rate  and  entry  controls 
recently  made  effective  were  designed  for  application 
only  in  general  deflationary  periods.  Actual  use  of 
the  minimum-rate  power  has  certainly  not  been  thus 
confined.  Despite  substantial  improvement  in  earnings 
since  the  recession  of  1937-38,  the  Commission  has  con- 
tinued to  prescribe  minimum  rates,  often  higher  than 
current  levels,  below  which  motor  carriers  may  not 
lawfully  go.^" 

Striking  technological  improvements  in  transport 
constitute  another  general  factor  accoimting  for  many 
unprofitable  railroad  operations  noted  in  the  past  dec- 
ade. As  a  general  proposition  we  may  say  that  when 
more  satisfactory  ways  of  effecting  transportation  are 
displacing  older  techniques  and  facilities,  it  seems  de- 


'"  Trunk  Line  Territory  Motor  Carrier  Rates,  24  M.  C.  C.  501  (1940), 
and  Miilacstcrn  Motor  Carrier  Hates.  27  M.  C.  C.  297  (1041).  In  a 
partiaUy  dissenting  opinion  in  the  former  case.  pp.  625-631,  Cliairman 
Eastman  clearly  expressed  concern  over  involving  the  minimum  rate 
power  even  though  profitability  had  improved  sulistantially  as  compared 
with  1938.  Comparing  conditions  in  earlier  territorial  cases  decided  in 
1938  and  those  in  this  one.  he  said  (pp.  626-627)  :  "We  there  found 
that  the  power  to  fix  minimum  rates  which  is  given  us  by  the  Motor 
Carrier  Act  is  to  be  interpreted  and  administered  \sith  a  view  to  accon?- 
plishing  the  declared  purposes  of  the  act,  among  these  being  the  duty 
which  it  imposes  upon  us,  in  the  regulation  of  transportation  by  motor 
carriers,  to  'foster  sound  economic  conditions  in  sueli  transportation 
and  among  such  carriers,'  and  to  'promote  adequate,  economical,  and 
efficient  service  by  motor  carriers,  and  reasonable  charges  therefor'  with- 
out 'unfair  and  destructive  competitive  practices'  We  also  found,  in 
each  one  of  those  cases,  that  we  were  confronted  with  what  appeared 
to  be  an  emergeneij.  Financial  disaster  had  fallen  upon  many  of  the 
carriers,  and  many  others  were  threatened  with  like  disaster.  Net 
earnings,  where  they  existed  at  all,  were  at  a  perilously  low  level,  and 
in  the  panic  superinduced  by  such  conditions  an  epidemic  of  rate  cutting 


sirable  to  allow  unprofitable  and  uneconomic  transport 
sectors  to  be  eliminated.  Unless  management  can  so 
improve  services  and  reduce  costs  as  to  defray  essential 
expenses  and  restore  profits,  the  old  means  of  transport 
should  give  way  to  the  new  as  in  other  periods  of  our 
history.  However,  if  the  needs  of  some  particular 
area  require  continuance  of  traditional  plant  and  serv- 
ices beyond  the  level  supportable  by  shipper  revenues, 
the  alternative  of  granting  subsidies  to  the  particular 
lines  involved  is  available.  Such  differentiation  in 
treatment  would  seem  distinctly  preferable  to  an  effort 
to  increase  the  profitability  of  the  entire  industry  to 
the  point  where  self-suj^port  could  also  be  maintained 
in  the  particular  sectors  in  which  services  may  be 
threatened.  Unnecessary  additions  to  profits  of  car- 
riers already  having  adequate  earnings  would  thus  be 
avoided  and  the  public's  total  transportation  bill 
minimized. 

The  popular  concept  of  general  financial  demoraliza- 
tion is  also  defective  as  a  basis  for  restrictive  controls 
because  the  low  rates  of  profit  cited  as  occasioning  this 
condition  are  usually  computed  on  aggregate  invest- 
ments in  transport  industries.  For  example,  low  prof- 
its in  the  railroad  industry  usually  refer  to  the  rate 
of  return  on  book  or  some  adjusted  investment  for 
the  system  as  a  whole.  The  great  differences  between 
individual  railroads,  and  between  individual  firms  in 
other  transport  industries,  are  frequently  overlooked. 
Yet,  many  railroads  (including  some  of  the  more  im- 
portant) have  been  profitable  enough  all  through  the 
last  decade  to  assure  sufficient  credit  to  keep  their 
capital  intact  and  to  make  important  service  and  cost 
improvements.  The  public  has  not  been,  and  is  not 
likely  to  be,  threatened  with  the  loss  of  the  services 
of  these  important  carriers. 

A  more  disturbing  threat  to  adequate  standards  of 
service  might  be  expected  whei'e  carriers  are  forced  to 
enter  trusteeship  or  bankru2Dtcy.  But  most  railroads 
in  this  condition  have  continued  to  serve  their  patrons 
and  often  have  shown  improvement  in  their  facilities 


in  the  hope  of  getting  more  traffic  had  set  in  or  was  imminent. 
Drastic  action,  sucli  as  we  took,  seemed  to  us  to  be  the  only  means  of 
meeting  this  emergency,  and  we  acted  accordingly  although  we  realized 
that  we  were  stretching  to  the  very  limit  our  nirinimum-rate  authority. 

"Does  a  similar  emergeneif  exist  here?  The  financial  results  of  opera- 
tions which  were  submitted  of  record  and  which  are  recorded  in  the 
report  do  point  to  such  a  conclusion."  But  citing  additional  financial 
reports  of  th?  carriers,  allowed  by  stipulation,  he  continued  :  "In  1938, 
the  operating  revenues  of  the  138  carriers  totaled  $55,905,837.18  and 
their  operating  expenses  $54,926,187.15,  resulting  in  a  net  operating 
revenue  of  $979,649.99.  In  1039  their  operating  revenues  totaled  $68,- 
070,107.78  and  their  operating  expenses  $65,484,444.51,  resulting  in  a 
net  operating  revenue  of  $2,585,663.27. 

"It  ioilt  thus  be  seen  that  while  the  financial  results  from  operations 
are  still  none  too  favorabe,  they  have  improved  very  materially  since 
the  periods  whose  results  were  submitted  of  record.  If  an  emergency 
then  cmisted,  it  has  certainly  abated  since  that  time,  and  without  tJie 
purported  benefit  of  any  ortler  such  as  is  nolo  proposed,  except  in  one 
portion  of  the  territory."      [Italics  supplied.] 
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and  services.  Service  is  lost  where  rail  lines  are  aban- 
doned, but  in  many  cases  for-liire  or  private  trucks 
provide  a  fairly  adequate  substitute.  When  a  partic- 
ular truck  line  enters  bankruptcy,  its  service  may  be 
lost  owing  to  the  small-scale  character  of  the  business. 
But  others  continue  and  new  ones  enter  the  field,  when 
permitted,  assuring  adequate  service.  The  complaint 
has  been  that  too  many  carriers  entered  the  field  at  the 
very  time  business  was  most  depressed. 

Unless  measures  of  profit  are  subjected  to  much  re- 
finement, minimum  rate  and  entry  controls  may  give 
protection  to  capital  irrespective  of  the  wisdom  of  the 
investment.  Not  all  railroad  or  other  transport  capital 
should  be  maintained  physically  or  continued  in  profit- 
able operation.  Poorly  located  facilities  should  be 
eliminated,  in  recognition  of  the  mistakes  made  when 
investment  occurred.  Moreover,  inefficiently  operated 
firms  should  either  adopt  more  efficient  managements 
or  be  eliminated  entirely.  In  any  case  the  perplex- 
ing questions  of  the  basis  for  valuation  arises.  It 
is  doubtful  that  Congress  in  providing  our  current 
regulatory  policy  sufficiently  scrutinized  the  earnings 
experience  of  the  rails  and  other  agencies. 

Public  policy  should  increase  the  profits  of  transport 
firms  already  in  the  business  by  restricting  price  compe- 
tition only  if  such  action  is  necessary  to  promote 
adequate  quantities  and  standards  of  service.  But  suf- 
ficient quantities  of  service  have  been  provided.  The 
service  break-downs  and  inadequacies  in  the  World  War 
period  and  after,  which  created  a  public  attitude  favor- 
able to  rate  standards  fostering  greater  rail  invest- 
ment, have  not  been  duplicated  for  nearly  two  decades. 
The  peak  demands  of  the  present  emergency  may  prove 
an  exception,  but  any  failures  of  supply  occasioned  by 
the  war  could  hardly  be  attributed  to  unregulated 
motor  and  water  competition. 

AVliether  a  sufficiently  high  type  of  service  can  be 
rendered  if  competition  is  unrestricted  is  a  debatable 
question.  In  general  shippers  appear  to  feel  that  the 
emergence  of  competition  from  the  motortruck  has 
stimulated  many  desirable  improvements  in  the  quality 
of  service  that  otherwise  might  not  have  come.  It  is 
true  tliat  some  complaints  of  irresponsible  truck  opera- 
tions were  offered  in  the  early  days  of  truck  transjiort, 
but  it  is  probable  that  the  numerous  alternatives  avail- 
able gave  most  shippers  adequate  protection  from  this 
danger.  If  not,  surety  bonds  and  similar  minimum 
standards  would  have  merit  superior  to  general  restric- 
tion of  competition.  A  protected  market  may  enable 
authorized  concerns  to  raise  service  standards  in  terms 
of  reliability  and  convenience,  but  probably  at  the  ex- 
pense of  higher  rates  and  a  smaller  variety  of  services 
from  which  to  select  the  particular  combinations  of 
quality  and  price  for  a  shipper's  special  needs.     The 


widespread  opposition  of  shippers  to  extended 
minimum-rate  and  entry  regulation  suggests  that  the 
service  standards  under  competitive  controls  were 
generally  satisfactory. 

Finally,  the  promotion  of  increased  carrier  profits 
by  regulatory  means  in  order  that  higher  incomes  can 
be  realized  by  owners  and  labor  has  been  a  factor  in 
the  concern  expi-essed  over  financial  demoralization. 
To  some  degree  such  an  objective  must  have  been  sought 
by  Congress  in  passing  the  Motor  Carrier  Act  of  1935 
and  the  Transportation  Act  of  1940.  The  problems  of 
adjustment  created  by  displaced  labor  and  unprofitable 
investments  in  established  transport  agencies  and  firms 
should  receive  public  consideration  as  in  other  sectors  of 
the  economy.  However,  unless  needed  to  safeguard 
service  standards,  it  should  be  recognized  that  financial 
firotection  goes  beyond  the  usual  concept  of  public  inter- 
est based  upon  transportation  needs  of  shippers  and  con- 
stitutional safeguards  to  private  property  devoted  to 
public  use. 

Wlien  consideration  is  given  the  temporary  impact 
of  depression,  the  special  force  of  revolutionary  tech- 
nological change,  the  great  differences  in  the  situation 
of  individual  firms,  and  the  continuance  of  sufficient 
quantities  of  service  despite  low  returns,  financial  de- 
moralization offers  a  questionable  economic  basis  for  a 
policy  of  restricting  competition  by  minimum  rate  and 
entry  controls  extended  over  the  entire  transport  mar- 
ket. However,  if  it  is  desirable  for  jjublic  policy  to 
seek  expressly  to  improve  profits  in  transport  for  the 
special  protection  of  capital  and  labor,  the  costs  and 
reliability  of  such  regulatory  means  of  achieving  pro- 
ducer protection  should  be  compared  with  more  direct 
methods  of  amelioration. 

Excess  Capacity 

Oversupply  of  transport  facilities  is  related,  as  we 
have  seen,  to  financial  weakness;  but  it  is  attacked  also 
on  its  own  account,  as  inherently  wasteful.  While  ex- 
cess capacity  is  ascribed  in  part  to  Government  pro- 
motional policy,  the  competitive  organization  of  the 
industry  is  also  blamed.  Restriction  of  entry  is  the 
direct  regulative  solution. 

Excess  capacity  must  be  admitted,  but  the  need  of 
the  remedy,  as  an  antidote  for  waste,  does  not  follow. 
Much  of  the  apparent  excess  comes  from  irregularities 
in  traffic  flow,  daily,  seasonal,  and  cyclical,  and  the 
importance  of  having  facilities  to  meet  peak  require- 
ments. Some  is  atti-ibutable  to  features  of  industrial 
location  which  cause  unbalanced  hauls.  A  great  deal 
grows  out  of  the  emphasis  on  quality  service — fast,  fre- 
quent, specialized — adapted  to  industrial  and  marketing 
practices.  Much  apparent  excess  capacity  really  con- 
sists of  facilities  being  made  obsolete  by  the  use  of  rival 
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and,  in  some  ways,  improved  methods  of  transportation, 
a  normal  accompaniment  of  a  competitive  regime.  His- 
torical perspective  is  helpful.  For  example,  though 
many  canals  were  displaced  by  the  expanding  rail  net  in 
the  middle  decades  of  the  19th  century,  this  displace- 
ment now  seems  quite  logical  and  economical.  Tlie 
same  is  true  of  bicycles  and  wagons  that  have  been  dis- 
placed by  automobiles  and  trucks  in  more  recent  times. 
Of  course  all  under-utilization  is  not  explainable  along 
these  lines.  Part  of  it  reflects  a  faulty  adjustment  of 
transport  development  to  demand.  But  this  situation 
is  not  peculiar  to  transportation;  and  the  waste  here 
does  not  appear  to  be  so  serious  as  to  call  for  exceptional 
treatment. 

The  case  of  unused  capacity  in  depressions  deserves 
special  mention,  for  then  the  low  use  of  existing  facili- 
ties naturally  puts  the  free  development  of  new  agen- 
cies in  a  bad  light.  Despite  low  ratios  of  utilization 
of  the  railroads  in  the  depression  of  the  1930's,  allega- 
tions of  disturbing  excess  capacity  are  now  infrequent. 
Indeed  it  now  appears  obvious  that  the  railroads  and 
other  agencies  require  additional  capacity  to  satisfy 
the  demand  for  carriage.  Though  the  present  volume 
of  traffic  may  be  exceptional  in  view  of  the  national 
defense  boom,  it  is  clear  that  the  large  excess  capacity 
of  a  few  years  ago  was  a  temporary  condition.^"  The 
Nation  is  fortunate  to  have  at  its  disposal  in  the  present 
emergency  the  great  increase  of  facilities  of  all  kinds 
which  seemed  so  disturbing  in  1932.^^ 

Failure  to  achieve  a  reasonably  close  adjustment  be- 
tween the  supply  of  motor-carrier  facilities  and  de- 
mand for  the  service  of  this  type  of  carrier  is  sometimes 
attributed  to  the  imperfections  of  competition.  These 
are  presumed  to  lead  to  an  excessive  number  of  firms 
and  result  in  an  uneconomic  spreading  of  traffic  over 
such  a  large  number  of  firms  as  to  result  in  permanent 
under-utilization  and  higher  rates  to  cover  higher  unit 
costs.*-  Wliatever  may  be  the  general  tendency  in 
theory,   the  high    turnover   commonly    noted    in    the 


">  The  effects  of  the  1929-33  depression  upon  railroad  traffic,  reve- 
nues, and  earnings  were  pointed  out  in  uum'erous  studies  and  comments 
on  the  railroad  problem  during  the  gestation  period  prior  to  extension 
of  regulation  to  motor  carriers.  Cf.  Moulton.  H.  G.,  and  Associates, 
The  American  Transportation  Protlcm,  Brookings  Institution,  Washing- 
ton, 1933,  chapters  HI  and  IV.  Moreover,  the  higher  utilization  and 
greatly  improved  earning  power  of  railroad  plant  by  1040  must  have 
been  apparent  to  Congress  when  it  enacted  the  Wheeler-Lea  bill. 

^'  If  profitability  were  increased  by  minimum  rate  regulation  at  such 
times,  excess  capacity  might  be  increased.  Controls  now  in  force  give 
power  to  restrict  the  number  of  Arms,  but  little  authority  to  restrict 
investment  in  trucks  and  other  facilities  by  existing  concerns  upon  au- 
thorized routes.  Hence,  authorized  firms  might  increase  their  facilities 
in  response  to  such  increased  pro^tability. 

*^  For  penetrating  discussions  of  the  problem  of  interpretation  and 
management  of  excess  capacity  associated  with  market  imperfection, 
cf.  Nicholas  Knldor.  "JIarket  Imperfection  and  Excess  Capacity,"  Eco- 
nomica.  New  Series,  Vol.  11,  No.  5,  Feb.  1935,  pp.  33-50,  and  J.  M. 
Cassels,  "Excess  Capacity  and  Monopolistic  Competition,"  The  Quar- 
terly Journal  of  Economics,  Vol.  LI,  No.  3,  May  1937,  pp.  426-443. 


trucking  field  obviously  attests  to  the  effectiveness  of 
competition,  even  with  its  imperfections,  in  eliminating 
inefficient  firms.  When  efficient  as  a  regulator,  com- 
petition necessarily  involves  the  loss  of  capital  funds 
by  particular  investors.  Some  real  resources  may  be 
wasted,  but  this  is  inherent  in  any  risk-taking,  even 
by  the  State.  In  trucking,  elimination  of  particular 
firms  involves  no  waste  in  specialized  highway  facili- 
ties. Vehicles,  the  largest  item  of  investment,  are  read- 
ily transferable  to  other  uses.  Unless  regulation  can 
make  all  firms  profitable  under  widely  varying  condi- 
tions of  demand  and  entrepreneurial  ability,  the  bur- 
dens to  investors  and  others  from  such  adjustments 
seem  unavoidable. 

The  case  of  unused  capacity  in  railroading  is  differ- 
ent. Excess  capacity,  except  for  prosf)erity  and  emer- 
gency peaks,  seems  to  have  persisted  in  this  industry, 
and,  in  a  physical  sense,  it  has  been  increased  by  devel- 
opment of  new  agencies.  In  some  cases,  i.  e.,  certain 
lines  of  Western  railroads,  this  excess  capacity  is  a 
product  of  the  overbuilding  of  rail  plant  in  the  days  of 
unrestrained  financial  buccaneering  and  land  grants  by 
the  Federal  Government.  In  any  case,  prominent  du- 
plication of  railroad  terminals  and  facilities  was  a 
transport  problem  "  many  years  before  the  road-rail 
problem  became  a  public  issue.  Because  of  the  special- 
ized and  durable  nature  of  much  rail  capital,  there  is 
some  ground  for  believing  that  entry  and  investment  in 
this  field  should  have  been  controlled  from  the  first. 

The  water  field  is  an  intermediate  case.  Entry  and 
withdrawal  are  more  easy  than  in  railroading,  but  less 
so  than  in  trucking.  Peak  facilities  developed  during 
war  shipping  emergencies,  much  of  which  are  thrown 
upon  the  market  afterwards,  complicate  the  picture. 
Even  so,  it  is  economical  to  use  existing  ships,  even 
though  a  market  oversupply  may  thereby  be  created. 
Unused  capacity  from  this  source  in  this  or  other  fields 
cannot  be  ascribed  to  ineffectiveness  of  competition. 

Economies  of  Scale 

The  economic  case  for  a  policy  of  restricting  com- 
petition logically  rests  to  a  very  considerable  extent 
upon  the  assumption  that  free  entry  into  the  motor- 
carrier  field  discourages  the  development  of  economical 
large-scale  operations.''*    In  theory,  imperfections  of 


"  Recognized  as  such  by  the  Transportation  Act  of  1920,  which 
gave  the  Commission  control  of  extensions  and  encouraged  railroad 
consolidation. 

"  "There  are  those  who  maintain,  however,  that  a  system  of  free 
and  open  competition  is  well  adapted  to  the  operation  of  water  lines 
or  trucks  and  will  produce  good  results  with  those  forms  of  transporta- 
tion, chiefly  because  of  the  ease  of  entrance  into  the  business  and  the 
practicability  of  small  scale  operations  without  large  investments  of 
capital.  Even  if  these  agencies  could  properly  be  considered  alone, 
•  •  •  there  would  be  no  sound  basis  for  this  conclusion  •  •  • 
And  wliile  it  would  be  unwise  in  any  way  to  close  the  door  to  imall- 
scale  operations,  a  system  ichich  discourages  the  development  of  large- 
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competition  obstruct  desirable  growth  in  the  size  of 
trucking  firms.  An  excessive  number  of  firms,  in- 
duced by  ease  of  entry  and  simple  managerial  problems, 
compete  for  available  traffic.  Since  service  is  differ- 
entiated, uncontrolled  competition  will  not  adequately 
perform  its  function  of  forcing  the  elimination  of  high- 
cost  firms,  either  absolutely  or  through  absorption  by 
the  stronger  firms.  By  limitations  placed  upon  entry, 
however,  the  number  of  firms  can  be  restricted  and  the 
average  volume  of  business  per  carrier  can  be  increfised. 
Such  jjublic  control  is  therefore  advocated  as  essential 
to  attainment  of  the  most  economical  scale  of 
operation. ^^ 

The  possibility  of  securing  lower  costs  and/or  better 
service  in  the  motor  carrier  industry  by  encouraging 
the  growth  of  large  firms  may  appear  attractive  in 
view  of  the  pronounced  development  of  large-scale 
enterprise  in  other  fields  of  transport  and  industry. 
However,  there  are  two  questions  that  should  be  con- 
sidered: Has  free  entry  obstructed  the  economical 
growth  of  large  firms  ?  Have  large  firms  been  proved 
more  efficient? 

It  is  certain  that  free  entry  has  kept  down  the  aver- 
age size  of  firms.  It  seems  equally  clear  that  public 
authority  can  be  employed  to  offset  this  condition. 
But  it  is  also  true  that  firms  that  are  large  according 
to  trucking-industry  standards  have  developed  in  con- 
siderable numbers  in  all  important  traffic  areas.  In 
the  late  20's  and  even  in  the  early  depression  years 
after  1929  many  men  started  with  a  truck  or  two  and  in 
a  fairly  short  time  had  businesses  with  annual  revenues 
of  $100,000  to  a  million  or  more.**  Though  many  firms 
of  large  size  today  may  have  registered  more  rapid 
growth  since  Federal  regulation  began,  the  fostering 
influences  of  restricted  entry  and  prescribed  minimum 
rates  obviously  were  not  essential  to  the  growth  of 
large-size  firms  before  1935.  Earlier  State  regulation 
could  not  have  been  an  appreciable  factor,  for  it  was 
incapable  of  restricting  entry  into  the  interstate  field. 
Here,  as  in  other  competitive  fields  of  production,  fairly 
large  firms  seem  quite  capable  of  developing  without 
governmental  assistance.  Of  course,  many  truckers 
failed  and  were  replaced  either  by  existing  or  new  firms. 
This  is  further  evidence  that  competition  was  working 


so  as  to  eliminate  excess  and  high-cost  firms  that  could 
not  compete  successfully  with  the  more  efficient  ones.*' 
Information  is  lacking  for  a  satisfactory  answer  to 
the  question  whether  size  of  firm  is  a  vital  factor  in 
efficiency  in  the  trucking  industry.  There  is  some  evi- 
dence that  small  concerns  operate  as  effectively  as  large. 
Economists  have  often  been  skeptical  of  great  econ- 
omies of  large-scale  operations  in  this  industry. 
Locklin  concludes  that  what  little  evidence  is  avail- 
able, though  inconclusive,  does  not  indicate  any  more 
profitable  operation  for  large  firms. *^  And  Cadbury's 
study  points  to  lower  costs  for  small  truck  operations 
in  Great  Britain."  The  Interstate  Commerce  Commis- 
sion in  the  leading  unification  case  from  the  standpoint 
of  size  decided  so  far  held  that  the  alleged  economies 
to  be  derived  from  a  proposed  firm  capitalized  at  ap- 
proximately $25,000,000  were  not  convincing.^"  The 
possible  advantages  of  large  size  of  firm  is  limited  in 


scale  operations  is  certainly  not  to  ie  desired."  [Italics  supplied.] 
Report  of  the  Federal  Coordinator  of  Transportation,  193i,  74th  Cong., 
1st  sesg.,  H.  Doe.  No.  89,  pp.  11-12. 

«  It  appears  that  both  improvements  in  service  qualities  and  lower 
unit  costs  and  rates  are  anticipated.  In  simple  terms,  one  operator 
running  100  trucks  will  produce  more  service  in  a  given  period  than 
100  entrepreneurs  each  with  one  truck. 

^•^  The  trucking  industry  has  not  beon  financed  by  public  subscription 
of  stocks  and  bonds,  as  were  the  railroads.  Cf.  Part  II,  Section  III,  2, 
this  report. 


•"  The  frequent  assertion  by  truckers  that  the  shippers  press  down 
their  rates  by  threatening  to  transfer  their  traffic  to  other  carriers  is 
itself  evidence  that  services  of  different  truckers  nfay  be  readily  substi- 
tutable.  The  absence  of  advertising  and  other  typos  of  emotional 
appeals  as  an  important  factor  in  selecting  truck  service  also  supports 
this  conclusion.  Hence  the  imperfections  of  competition  may  have 
been  overstressed  as  a  factor  in  explaining  the  small-scale  characteristic 
of  the  trucking  industry. 

*^  Economics  oj  Transportation,  revised  edition,  1938,  p.  764.  Accord- 
ing to  Locklin,  "If  economies  of  large-scale  enterprise  were  evident  in 
the  motor-carrier  industry,  a  tendency  toward  the  formation  of  a  few 
large  firms  would  appear.  Although  sonje  large  units  have  developed,  a 
largo  number  of  small  operators  persists.  What  little  evidence  is 
available  does  not  indicate  any  more  profitable  operation,  at  least, 
among  the  large  concerns.  In  fact  the  evidence  points  to  the  opposite 
conclusion." 

« Cadbury,  L.  .!.,  "Large  and  Small  Firms  :  X  Note  on  Costs  in  the 
Road  Transport  Industry,"  Economic  Journal,  vol.  XLV,  No.  180,  D.  c. 
1935,  pp.  789-703.  Cadbury  concludes  on  p.  7V»0 :  "With  these  quali- 
fications, the  schedule  produced  below  is  of  considerable  interest, 
showing  as  it  does  that  in  certain  specific  cases  about  which  it  has 
been  possible  to  obtain  .accurate  and  definite  figures,  the  larger  concerns 
have  no  speci.al  advantage,  and  indeed  that  for  limited  njileages  the 
snjall  man  seems  to  be  able  to  operate  more  cheaply  than  his  rivals." 

^  In  the  Transport  Co. — Control — -Arroia  Carrier  Corp.  case,  the 
Commission  denied  an  application  to  combine  27  class  I  motor  carriers 
and  certain  subsidiaries  in  the  Atlantic  Seaboard  territory,  including 
some  of  the  largest  and  most  profitable  flrnra  in  the  territory,  in  part 
on  the  ground  that  the  expected  economies  were  improbable.  The 
Commission  said :  "In  the  absence  of  evidence  that  similar  consolida- 
tions or  expansions  of  operations  on  such  a  large  scale  have  produced 
results  anticipated  by  applicant,  the  testimony  with  respect  to  proposed 
economies  and  improvements  in  service  is  not  convincing."  36  M.  C.  C. 
61,  78  (1940).  As  would  be  natural  on  such  a  vital  question,  differ- 
ences of  opinion  appear  to  exist  within  the  Con.'mission  itself.  For 
example,  in  a  partially  concurring  separate  opinion  (p.  95)  in  this  case. 
Commissioner  Eastman  indicated  willingness  to  experiment  on  the 
ground  that  this  same  evidence  clearly  indicated  "•  *  •  that  the 
opportunities  for  greater  economy  and  etBciency  of  operation  ■which 
would  be  opened  up  by  the  creation  of  a  unit  of  the  size  contemplated 
are  extensive  and  important  •  •  *  I  should  like  to  see  the 
experiment  tried."  The  Commission's  approval  of  the  integration  of 
S  of  these  companies  in  Associated  Transport,  Inc.- — Control  and  Con- 
solidation— Arrow  Carrier  Corporation,  et  ah,  decided  March  16,  1942, 
permits  this  experiment  to  be  tested,  but  on  a  smaller  scale  (1939  reve- 
nues totaled  $17,000,000  as  compared  with  1939  revenues  of  $32,000,000 
for  tJie  entire  27  carriers).  Though  the  Commission  found  substantial 
operating  economies  in  this  case.  Commissioner  Splawn  dissented  :  "The 
alleged  opportunities  for  economy  are  vague  and  speculative,  and  the 
same  general  statement  could  prob.ably  be  made  with  respect  to  any 
proposed  consolidation." 
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motor  transport  by  the  fact  that  the  chief  facility, 
the  highway,  is  publicly  provided,  and  its  use  is  rigidly 
limited  by  State  size  and  weight  limitations.  Sacri- 
fices in  the  prime  advantages  of  trucking,  its  flexibility 
and  personalized  service,  would  also  be  likely  under 
firms  of  large  size. 

Accordingly,  the  possibility  of  achieving  economies 
from  larger  trucking  operations  appears  to  be  limited 
on  the  basis  of  available  information.^^  But  whatever 
the  degree  of  advantage  through  growth  of  firms,  its 
realization  does  not  seem  to  depend  on  governmental 
action,  nor  to  constitute  a  substantial  reason  for  re- 
striction of  entry.  The  most  that  can  be  said  for  such 
a  policy  on  existing  information  is  that  greater  experi- 
mentation, approved  by  Commissioner  Eastman,  would 
be  possible  under  a  protected  market.  Experimenta- 
tion under  such  conditions  might  prove  to  be  an  ex- 
pensive policy,  for  once  the  structure  of  the  industry 
has  been  changed  fundamentally  it  would  be  difficult, 
indeed,  to  restore  the  former  conditions  should  the  ex- 
periment fail.  The  pressure  that  would  be  exerted  by 
the  large  and  well-organized  firms  for  aid  from  the 
regulatory  body  in  controlling  the  market  would  be 
hard  to  resist  in  view  of  the  fact  that  regulatory  policy 
itself  had  encouraged  the  growth  in  size. 

Failure  to  Achieve  Constructive  Coordination.^^ 

In  unregulated  or  nonuniformly  regulated  markets, 
the  tendency  for  much  traffic  to  be  distributed  to  trans- 
port agencies  not  best  fitted  to  haul  it,  in  terms  of  cost 
and  service  measures  of  efficiency,  is  popularly  deplored 
as  one  of  the  principal  failures  of  competition.  Recent 
regulatory  acts  extending  minimum  rate  and  entry  con- 
trols to  motor  and  water  carriers  have  been  based  in 
large  part  upon  the  theory  that  only  with  such  regula- 
tion can  a  truly  economic  allocation  of  traffic  between 
competing   agencies  be   achieved.    This   presumption 


"  Considerable  factual  information,  not  hitherto  available,  relating 
to  perfornmnce  and  cost  measures  of  efficiency  as  affected  by  size  of 
motor-carrier  firms  is  presented  in  the  staff  report  In  the  Commission's 
investigation  of  the  need  for  Federal  rrgulation  of  sizes  and  weights. 
Federal  Reoulation  of  the  Sixes  and  Weight  of  Motor  Vehicles,  H.  Doc. 
No.  354,  77th  Cong.,  1st  sess.,  Aug.  14,  1941,  Appendix  D,  pp.  612-614. 
Table  D-9  presents  selected  operating  statistics  of  for-hire  motor  carriers 
of  general  commodities  for  October  1940,  by  region  and  revenue  class 
of  carriers. 

°=  The  Federal  Coordinator  of  Transportation  has  held  up  "construc- 
tive coordination"  as  preferable  to  "destructive  competition."  The 
general  meaning  given  these  terms  Is  indicated  in  his  phrasing  of  the 
issue  posed :  "Stated  more  concretely,  the  question  is  whether  it  is 
sound  public  policy  to  encourage  duplication  of  facilities  and  viarfare 
all  along  the  line,  or  to  find  the  work  which  each  forro  of  transportation 
can  do  best  and  endeavor  accordingly  to  build  up  a  national  transporta- 
tion system  in  which  the  various  agencies  will  function  with  more 
regard  to  correlation  and  less  to  competition  and  with  a  minimum  of 
waste."  Regulation  of  Transportation  Agencies,  op.  cit.,  p.  4.  The 
Federal  Coordinator  expressed  the  view  that  only  by  regulation  of 
minimum  rates  and  entry  could  such  coordination  as  is  "the  foundation 
for  financial  stability  and  lower  transportation  costs  and  rates"  be 
secured. 


will  be  examined  only  briefly,  for  the  entire  subject  of 
coordination  is  treated  elsewhere.^^ 

The  objective  of  seeking  to  reduce  wastes  in  the  utili- 
zation of  transport  resources  by  assuring  that  each 
agency  will  carry  that  traffic  for  which  it  is  the  most 
efficient  has  been  viewed  generally  with  favor.  But 
here  general  agreement  ends.  There  is  disagreement 
over  both  the  tests  for  determining  the  most  efficient 
interagency  traffic  distribution  and  the  methods  to  be 
used  in  accomplishing  the  general  goal.  Even  to  the 
extent  that  economic  coordination  has  been  made  an 
objective  of  present  regulatory  policy,  it  is  very  diffi- 
cult to  determine  the  precise  tests  of  coordinated  trans- 
port that  the  Congress  intended  should  be  applied. 
Some  general  standards,  such  as  "to  recognize  and 
preserve  the  inherent  advantages  of  each"  agency,  have 
been  supplied.  Nevertheless  the  Commission  has  been 
given  a  rather  general  directive  to  use  its  minimum 
rate,  entry,  and  other  powers  "to  the  end  of  develop- 
ing, coordinating,  and  preserving  a  national  transpor- 
tation system."  What  regulated  coordination  means 
in  practice  must  be  determined  by  analysis  of  cases  and 
by  observation  of  transport  developments. 

One  meaning  sometimes  given  to  coordination  is  that 
interagency  traffic  flows  are  truly  economic  only  when 
free  market  allocations  are  restricted  sufficiently  to 
protect  the  rail-rate  structure  from  too  drastic  and 
rapid  readjustment.^^  This  concept  is  partly  based 
upon  a  belief  that  railroads  can  be  operated  economi- 
cally and  profitably  only  on  a  rate  structure  giving 
much  weight  to  the  value-of-service  principle.  But  it 
is  also  based  upon  a  concept  of  economy  which  includes 
stabilizing  industrial  and  agricultural  location  relation- 
ships, which  in  part  have  developed  on  the  basis  of 
the  distribution  of  the  rate  burden  effected  by  a  rail- 
rate  structure  constructed  under  a  high  degree  of 
monopolistic  pricing.  Admittedly,  competition  has 
forced  this  rate  structure  with  its  relatively  high  rates 
on  short  hauls  and  high-value-of-service  commodities 
to  give  ground  to  competitively  determined  rates,  more 
closely,  but  not  precisely,  adjusted  to  unit  costs. 

If  restricting  competition  to  keep  in  force  the  tra- 
ditional form  of  the  rail-rate  structure  is  a  desirable 
public  policy,  then  application  of  minimum  rate  and 
entry  controls  to  all  agencies,  including  private  car- 


'^  Cf.  Part  I,  Section  IV,  1,  this  report. 

■"  The  Federal  Coordinator  revealed  this  goal  as  one  element  of  the 
problem  of  constructive  coordination.  "This  likely  tendency  to  a 
radical  change  in  Uie  rate  structure  might  be  tempered  and  controlled 
under  public  regulation  to  an  extent  impossible  under  free  competition. 
However,  the  private  truck  sets  definite  limits  to  any  policy  of  modifica- 
tion. •  *  •  The  prospects  are  that  there  will  be  disruption  of 
the  rate  structure  in  any  event,  but  there  is  more  chance  of  keeping 
this  tendency  within  reasonable  limits  with  comprehensive  regulation 
than  without."     Regulation  of  Transportation  Agencies,  op.  cit.,  p.  34. 
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riers,  whose  competition  is  a  disruptive  factor  of  con- 
sequence to  the  railroads  would  be  essential.  However, 
such  a  policy  would  be  likely  to  retard  teclmological 
change  and  benefit  vested  groups  having  direct  or  in- 
direct interests  in  the  railroads.  It  is  to  be  doubted 
that  Congress  sought  to  lessen  the  rate  of  technological 
change  in  order  to  promote  stability  in  the  existing 
locational  pattern  for  agriculture  and  industry,'"' 
though  it  may  have  intended  to  give  some  protection 
to  the  railroads  in  this  manner.  Promotion  of  sta- 
bility of  existing  locational  advantage  would  be  a 
rather  vague  goal  for  regulatory  policy  in  a  single 
industry  such  as  transport.  But  granting  that  policy 
should  seek  to  maintain  or  to  retard  changes  in  indus- 
trial and  population  patterns,  it  is  doubtful  that  re- 
stricting competition  in  transport  markets  to  the  extent 
necessary  would  be  the  most  economical  method  of 
accomplishing  this  goal.  Before  technological  im- 
provements of  tested  value  are  sacrificed  for  this  type 
of  coordinated  transport,  more  specific  statement  of  the 
gains  to  be  derived  thereby  should  be  available  for 
public  consideration. 

The  primary  concern  of  the  coordination  school  has 
been  to  find  the  work  which  each  form  of  transporta- 
tion could  do  best  on  the  basis  of  relative  costs  and 
service  efficiency  and  to  create  the  conditions  essential 
to  traffic  flows  in  accordance  with  this  principle.  Com- 
petitive controls  have  been  held  to  be  incompatible  with 
achieving  this  objective.^"  On  the  other  hand,  regula- 
tion of  entry  and  minimum  rates  has  been  regarded 
popularly  as  a  sujDerior  method. 

Subsidies  to  some  competing  agencies  have  been  cited 
as  one  obstacle  to  the  competitive  method  of  achieving 
coordination,  since  prices  of  subsidized  services  are  not 
based  upon  carrier  costs  plus  costs  defrayed  by  Govei-n- 
ment  in  providing  public  facilities.  Such  prices  do  not 
reflect  true  relative  economy  in  the  use  of  resources,  and 
the  consumers'  judgment  in  the  market  is  not  a  reliable 


"  Individual  members  of  Congress  were  undoubtedly  influenced  by 
locational  bias  in  their  voting  on  the  Motor  Carrier  Act  of  1935  and 
the  Transportation  Act  of  1940.  Yet  so  far  as  any  expressed  concept 
of  coordination  appears  in  present  statutes,  it  consists  of  setting  up 
broad  standards  defining  the  requirements  of  transportation  efficiency 
per  se.  The  activity  of  pressure  groups  most  interested  in  extending 
regulation  suggests  that  the  policy  reflects  a  desire  to  protect  carriers 
and  labor  rather  than  specific  locational  ends.  The  interpretation 
is  possible,  however,  that  the  types  of  regulatory  power  extended  reveal 
an  intent  to  prevent  the  locational  status  quo  from  being  changed  too 
rapidly  by  technology. 

°«Tbe  Coordinator  expressed  his  opinion  as  follows:  "There  are 
some  who  think  that  the  thing  to  do  is  to  let  down  the  bars  and 
allow  the  competitors  to  fight  it  out  to  the  finish.  •  •  »  The 
eventual  result  might  he  a  kind  of  coordinated  system  of  transportation, 
achieved  through  survival  of  the  fittest,  hut  the  greater  competitive 
strength  of  the  railroads  would  be  likely  to  distort  the  results.  The 
fact  is  that  this  plan  of  free-for-all  competition  has  never  worked 
successfully,  cither  here  or  elsewhere.  It  has  been  tried  and  found 
wanting."  Ihid.,  p.  23.  It  is  noteworthy,  however,  that  railroads 
did  not  succeed,  if  they  tried,  to  drive  out  truckers  in  significant 
numbers. 


guide  to  traffic  distribution.  Granting  this  truth  in  cer- 
tain cases,  the  same  defect  will  usually  be  found  in  regu- 
lated minimum  rates.  In  testing  minimum  rates  the 
addition  of  governmental  costs  for  providing  right-of- 
way  or  other  public  facilities  to  costs  actually  incurred 
by  carriers  would  be  required  to  remedy  the  cost  distor- 
tion. However,  regulatory  bodies  would  confront  great 
practical  difficulties,  possibly  some  constitutional  ones, 
in  attempting  to  make  such  cost  adujstments.  Nor 
would  such  cost  inflation  be  sensible,  for  it  would  amount 
to  utilizing  the  rate  regulatory  agency  to  defeat  another 
purpose  of  Congress — to  promote  the  subsidized  agen- 
cies. Then,  too,  rates  high  enough  to  cover  govern- 
mental costs  as  well  as  carrier  costs  would  tend  in  some 
cases  to  make  possible  profits  higher  than  necessary  to 
call  forth  adequate  service  and  in  other  cases  would  lead 
to  under-utilization  of  public  facilities. 

In  any  event  restriction  of  competition  and  use  of 
available  public  facilities  does  not  seem  a  direct  or  very 
secure  way  of  solving  the  difficulty.  The  more  direct 
and  certain  remedy  is  to  correct  this  diseconomy  at  its 
source,  by  changing  the  public-promotion  policies  that 
are  responsible  for  the  subsidy.  Tampering  with  carrier 
competition  and  price  relationships  between  alternative 
agencies  not  only  is  indirect  but  also  lessens  the  opportu- 
nity of  some  carriers  and  agencies  to  compete  on  an  equal 
basis.  If  the  newer  agencies  are  being  restricted,  their 
full  competitive  force  is  lessened.  Thus  one  objective  of 
fair  and  impartial  regulation  is  defeated  at  the  start. 
Moreover,  on  no  issue  in  transportation  has  there  been 
more  controversy  than  over  the  meaning  and  extent  of 
subsidies."  Then,  too,  once  capital  is  sunk  by  Govern- 
ment in  waterways  and  highways,  it  should  be  utilized, 
as  in  the  case  of  railways,  so  long  as  returns  to  the  State 
cover  maintenance  costs. 

Such  evidence  as  exists  of  the  economic  character- 
istics of  transport  agencies  fails  to  support  convincingly 
the  assumption  that  competitive  pricing  will  not  tend 
to  allocate  traffic  to  the  most  effective  agencies.  Com- 
petition, despite  certain  imperfections,  will  probably 
distribute  traffic  according  to  the  economy  test  at  least 
as  well  as  authoritative  supervision.  Before  complete 
regulation,  subsidy  notwithstanding,  a  great  deal  of 
traffic  was  already  being  allocated  as  between  agen- 
cies in  apparent  accord  with  relative  cost  and  service 
efficiency.  It  is  also  important  to  note  that  competi- 
tion seems  to  have  sufficient  staying  power  to  be  a  re- 
liable regulator.  Competition  of  the  self-eliminating 
type  developed  only  in  the  railroad  industry,  where 
joint  and  common  costs  were  significant  and  individual 
firms  had  financial  power  to  sustain  general  below- 


''  Cf.  Charles  L.  Bearing,  American  Highway  Policy,  Brookings  Insti- 
tution, Washington,  1941,  CH.  VII,  for  a  concise  statement  of  the  subsidy 
issue  and  its  bearing  upon  the  general  transportation  problem. 
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cost  rate  cutting  for  relatively  long  jjeriods.  Even 
so,  experience  before  1935  does  not  demonstrate  that 
the  railroads,  with  admitted  potentialities  for  destroy- 
ing individual  motor  competitors,  exerted  such  price- 
cutting  pressure  as  to  force  them  to  the  wall,  to  enter 
into  rate  and  traffic  agreements,  or  to  sell  out.  Pos- 
sibly one  reason  for  this  resti-aint  was  the  knowledge 
that  the  policy  would  not  pay,  for  after  reducing  their 
competition  by  such  means  the  railroads  would  only 
invite  another  crop  of  motor  carriers  when  they  raised 
rates  to  take  advantage  of  greater  monopoly  power. 

Hence,  the  destructiveness  of  competition  which  con- 
structive coordination  might  lessen  is  apparently  not 
the  self-eliminating  type.  The  term  referred  rather 
to  excessive  competition  tending  to  impair  earnings. 
But  this  tendency  has  already  been  foirnd  wanting  as  a 
basis  for  uniform  regulation.  On  the  other  hand, 
when  workable,  whether  or  not  controlled,  competition 
is  destructive  in  the  sense  that  it  eliminates  overly 
high-cost  firms.  If  it  regulates  the  market  efficiently 
from  society's  standpoint,  it  must  be  destructive  to  in- 
dividual enterprises  and  wage  earners  of  low  efficiency. 
Permanent  policy  should  not  employ  regulation  to 
prevent  this  effect  of  competition.  But  whatever  the 
policy,  it  should  be  recognized  that  subjecting  price 
and  investment  decisions  to  Government  control  will 
not  eliminate  the  wastes  of  human  error,  though  it 
may  reduce  or  increase  them  in  individual  cases. 

A  fatal  defect  of  coordination  by  authoritative  super- 
vision is  that  it  necessarily  gives  too  little  stress  to  the 
dynamics  of  transportation.  In  this  respect  the  traffic 
allocation  of  a  freely  functioning  market  mechanism 
seems  generally  preferable  to  a  regulated  distribution 
of  traffic.  For  as  new  methods  and  the  presence  of 
joint  and  common  costs  justify  lowering  rates,  the 
entrepreneur  is  free  to  try  to  attract  more  traffic  by 
lowering  his  rates  without  having  to  face  the  organized 
opposition  of  the  majority,  many  of  whom  are  likely 
to  be  iiigh-cost  carriers  indifferent  to  shipper  needs  and 
new  possibilities  for  economizing  operations.  Nor  do 
the  delays  of  I'ate  bureau  procedure  and  regulatory 
supervision  hold  up  price  reductions  made  possible  by 
greater  efficiency  attained  by  individual  firms.  The 
tendency  for  regulatory  bodies  to  use  historical  average 
costs  for  a  group  of  carriers  as  a  test  of  reasonable 
minimum  rates  also  slows  up  technological  progi'ess, 
for  often  the  costs  selected  will  be  too  high  to  give 
full  effect  to  cost-reducing  techniques.  The  average 
cost  test  for  particular  rates  prevents  effective  utiliza- 
tion of  empty  or  partially  loaded  equipment  on  back 
hauls.  Competition,  on  the  contrary,  not  only  subjects 
the  enterprise  to  severe  tests  to  survive,  but  seems  the 
most  certain  method  of  obtaining  technological  im- 
provements  without  undue  lags. 


It  does  not  appear  necessary  to  restrict  enti-y  and 
prescribe  minimum  rates  of  all  agencies  to  obtain  eco- 
nomic coordination  of  a  dynamic  type,  although  these 
controls  make  possible  achieving  allocations  of  traffic 
that  diverge  from  competitive  allocations.  Coordina- 
tion is  an  ambiguous  term.  The  subjects  covered  by  it 
should  be  examined  separately  and  controls  with  re- 
spect thereto  decided  upon  their  own  special  merits 
rather  than  upon  a  general  assumption  that  competition 
on  balance  is  defective  as  the  primary  market  regulator. 

Rate  and  Service  Instability 

The  need  for  a  high  degree  of  public  control  is  also 
presumed  to  follow  from  excessive  rate^*  and  service 
instability  under  such  competitive  conditions  as  existed 
previous  to  extension  of  regulation  to  motor  and  water 
carriers.  Stable  rates  are  considered  essential  to  re- 
duction of  the  risks  of  rate  changes  that  disturb  com- 
petitive relationships  among  shijjpers.  Thus  it  is  often 
suggested  that  shippers  are  more  interested  in  rate 
relationships  than  in  the  level  of  the  rates.  Recurring 
entrance  and  withdrawal  of  firms  under  uncontrolled 
competition  are  believed  to  threaten  stable  and  respon- 
sible service.'^''  A  disorderly  and  chaotic  market  works 
against  financial  stability  and  the  ability  of  carriers 
to  maintain  their  equipment  and  facilities. 

Undoubtedly  adjustments  in  rates  and  services  would 
continually  take  place  under  uncontrolled  competition. 
Moreover,  unless  regulation  is  to  have  a  completely  stag- 
nating effect,  many,  although  fewer,  changes  of  this 
kind  would  also  occur  under  regulated  markets.  In 
either  case  shippers  and  carriers  alike  would  have  to 
note  the  competitive  effect  of  changing  rates  and  serv- 
ices and  adjust  their  operations  accordingly.  Competi- 
tion cannot  operate  well  without  frequent  rate  and  serv- 
ice adjustments  and  any  system  of  controls  designed  to 
make  competition  work  more  effectively  must  provide 

^Tlie  Federal  Coordinator  stressed  the  harm  from  rate  instability 
as  follows :  "The  public  has  also  a  decided  interest  in  an  orderly 
functioning  of  the  entire  transportation  mechanism.  While  some  ship- 
pers gain  temporary  advantage  from  unstable  and  unpublished  rates, 
the  greater  present  good  and  the  long-run  good  of  all  require  that  the 
transportation  factor  in  the  cost  of  doing  business  bo  known  and 
predictable.  The  truck  has  changed  a  situation  in  which  substantially 
all  these  requii-ements  were  met  to  one  of  widespread  uncertainty, 
instability,  distrust  among  shippers,  and  undue  discrimination  and 
prejudice,  particularly  in  favor  of  the  large  shipper.  Trucks  have 
done  much  to  break  down  a  system  of  rate  control  which  was  subject 
to  deliberate  .adjustment  to  changed  conditions,  but  a  s.vstem  whose 
very  dcliberateness  and  openness  were  in  fact  substantial  virtues." 
Regulation,   of  Transportalion   Agencies,   op.    cit.,   p.    22. 

5»  According  to  the  Federal  Coordinator,  "A  broader  aspect  of  re- 
sponsibility also  deserves  mention.  This  relates  to  the  maintenance 
of  truck  or  bus  service  on  which  the  shipper  or  traveler  has  come, 
perhaps  entirely,  to  depend.  Certainly  no  responsibility  is  felt  by  the 
motor-transport  industry  today  to  maintain  unprofitable  or  relatively 
unprofitable  service,  such  as  the  railroaris  have  maintained,  frequently 
voluntarily,  although  sometimes  by  order  of  public  authorities.  The 
highway  operator  assumes  a  lesser  degree  of  responsibility  for  a 
complete  coverage  of  the  transportation  needs  of  the  area  he  sets  out 
to  serve."     IhUI.,  p.  2.3. 


414487—42- 


-15 


214 


National  Resources  Planning  Board 


for  a  high  degree  of  flexibility  in  these  respects.  It 
should  also  be  noted  that  much  of  the  rate  and  service 
instability  given  attention  during  the  formation  of 
present  policy  was  due  to  the  tremendous  technological 
innovations  in  the  transport  structure  and  to  general 
deflation  in  the  great  depression.  These  forces  are  not 
normal  and  their  efi'ects  probably  cannot  be  wholly  or 
largely  avoided. 

Eate  stability  has  various  meanings.  If  it  means 
merely  that  the  surprise  element  in  rate  changes  should 
be  eliminated  and  that  an  orderly  procedure  is  essential, 
then  these  requirements  could  be  met  by  requiring  all 
agencies  to  publish  and  adhere  to  filed  rates,  with 
changes  onlj'  upon  reasonable  public  notice.  This 
standard  would  not  prevent  that  individual  action 
which  is  essential  to  active  price  competition,  but  it 
would  give  shippers  foreknowledge  of  rate  changes 
and  help  to  eliminate  personal  discrimination. 

Rate  stabilit}',  however,  often  seems  to  imply  more 
than  establishment  of  an  orderly  procedure  for  carriers 
to  make  rate  changes.  It  may  also  imply  that  few  or 
no  clianges  in  rates  for  long  periods  and  uniform  rates 
for  all  carriers  irrespective  of  service  differences.  Such 
standards  could  only  be  achieved  by  placing  restric- 
tions upon  price  competition.  Their  dependable  reali- 
zation would  obviously  require  use  of  the  minimum  rate 
power,  implemented  by  control  of  entry,  or  industry 
control  of  rates,  or  both.  Placing  the  burden  of  proof 
regarding  the  lawfulness  of  a  reduced  rate  upon  the 
carrier  seeking  the  change,  as  provided  by  the  Trans- 
portation Act  of  1940.  is  another  related  device. 

Not  all  shippers  concur  in  the  need  for  employing 
minimum  rate  and  entry  regulation  to  achieve  such 
rate  stability  as  is  desirable.""  In  the  days  when  rail- 
roads constituted  almost  the  entire  transport  industry 
and  the  power  of  monopolistic  discrimination  could  be 
widely  exercised  by  individual  firms,  shippers  were  \\n- 
derstandably  willing  to  make  some  sacrifices  in  higher 
and  more  inflexible  rates,  if  necessary,  in  return  for 
more  stability  in  rates  and  greater  equality  as  bet.veen 
persons  and  areas.  But  today  for  many  items  of  traffic 
on  wliicli  motor-carrier  alternatives  to  rail  service  are 
at   liand,  the   danger  of   discrimination   is  not  ^reat 


""Th-  sh-pper  groups  cited  tiy  tlip  FeilcrnI  Coordin.itor  of  Trans- 
portation as  coniplainins  most  criticaUy  of  "the  uncertainties  and 
vagaries  of  the  present  situation"  were  certain  dealers  in  fruits  and 
vegetables,  coal,  cotton,  grain,  and  lumber.  Ihiil.,  p.  2L'.  The  com- 
plaint of  these  groups  can  be  traced  mainly  to  the  tact  that  the 
merchant  trucker  and  other  marketing  agencies  using  truck  transport 
are  displacing  the  old-line  service  wholesaler,  who  would  like  to  continue 
as  a  receiver  of  carload  lots  by  railroads.  Although  the  new  and 
often  more  direct  marketing  methods  are  claimed  to  glut  the  market, 
break  down  grades  and  stamlards,  and  reduce  producer  prices,  studies 
in  the  Department  of  .\griculture  have  shown  skepticism  of  .such  argu- 
ments. Cf.  George  R.  Taylor.  Edgar  L.  Burtis.  and  Frederick  V. 
Waugh,  Barriers  to  Intenuil  Trade  in  Farm  Products,  March  1939, 
pp.  ."JS-BT. 


enough  to  make  shippers  as  a  class  willing  to  sacrifice 
the  advantages  of  price  competition  for  more  stable 
rates.  Since  many  shipjier  groups,  including  long-haul 
agricultural  shippers,  have  widelj'  advocated  lower  rail 
rates  in  recent  times  and  have  encouraged  motor  car- 
riers to  find  their  own  competitive  rate  level,  they  ap- 
parently believe  that  essential  rate  rehitionships  can  be 
maintained  under  active  price  competition. 

There  is  general  shipper  skepticism  also  of  the  al- 
leged disadvantage  of  unstable  service,  in  the  sense  of 
firms  entering  and  withdrawing  constantly  from  the 
market.  Where  alternatives  are  few,  as  in  the  days 
when  only  one  or  two  railroads  served  a  community, 
a  threat  of  withdrawal  or  impairment  of  service  is 
obviously  of  serious  concern.  But  with  many  firms 
offering  competitive  truck  services  on  all  significant 
routes  and  economical  private  trucking  easy  to  estab- 
lish, the  entrance  or  withdrawal  of  any  one  or  the  poor 
service  rendered  b}'  a  given  carrier  is  of  little  general 
significance.  It  is  also  relatively  unimportant  that 
individual  motor  carriers  do  not  ordinarily  serve  as 
large  a  geographical  area  or  undertake  to  haul  as  many 
commodities  as  individual  railroads,  since  supply  is 
flexible  when  routes  are  not  restricted  artificially.  New 
or  additional  arrangements  may  have  to  be  made  by 
certain  shippers  where  a  motor  carrier  folds  up  or  is 
found  not  willing  to  serve  all  points  and  traffic.  Usu- 
alh',  however,  except  on  purely  rural  routes,  other 
concerns  will  be  available  and  willing  to  bid  for  the 
traffic. 

If  financial  stability  essential  to  a  continued  ability 
to  serve  had  been  impaired  by  free  entry  prior  to  1935, 
the  impairment  was  not  serious  enough  to  discourage 
rapid  growth  in  motor  carrier  service  in  this  period  of 
general  depression.  Any  irresponsibility  as  to  claims 
could  be  removed  by  minimum  insurance  standards  or 
by  the  shipper  carrying  his  own  cargo  coverage. 

Such  stability  as  shippers  desire  may  be  achieved  by 
regulation  other  than  control  of  entry  and  minimum 
rates.  Eate  and  service  stability  to  afford  higher  re- 
turns to  carriers  is  another  matter.  The  subject  of 
financial  demoralization  from  "excessive"  competition 
has  been  treated. 

Impairment  of  Essential 
Common  Carrier  Service 

Perhaps  the  most  important  service  disadvantage  of 
active  competition,  according  to  the  advocates  of  uni- 
form regulation,  is  its  alleged  tendency  to  impair 
common  carrier  service,  which  is  assumed  to  have  its 
traditional  special  significance  to  the  public  at  large. 
Uncontrolled  competition  between  common,  contract, 
and  private  carriers  in  the  motor  and  water  industries 
was  emphasized  by  the  Federal  Coordinator  of  Trans- 
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Ijortation  as  a  factor  in  damaging  essential  common  car- 
rier service.®^  In  such  competition  the  common  carrier 
was  thought  to  be  handicapped  by  the  obligations  of  his 
common-law  and  statutoi-y  status.  The  small  shipper 
was  believed  to  bear  the  ultimate  burden  resulting  from 
the  tendency  of  contract  carriers  to  take  truckload  traffic 
at  rates  below  those  that  common  carriers  could  affoi'd 
to  offer  and  of  private  carriers  to  participate  in  for-hire 
traffic  on  back  hauls.  Forced  by  the  scale  of  his  opera- 
tions to  rel}'  upon  common  carriers  at  higher  rates,  the 
small  shipper  would  be  at  a  disadvantage  in  competition 
with  larger  shippers  who  could  operate  their  own  trucks 
01'  employ  contract  carriers.  The  remedies  suggested 
were  control  of  minimum  rates  of  contract  carriers 
and  restriction  of  the  right  of  private  carriers  to  haul 
traffic  for  compensation. 

The  tradition  that  common-carrier  service  is  of  spe- 
cial public  significance  is  long  and  honorable.  The 
same  is  true  of  the  need  for  protecting  small  shippei'S 
from  discrimination  in  rates  and  service.  Yet  modern 
transport  conditions  have  lessened  both  the  dependence 
of  shipi^ers  upon  common  carriers  and  the  danger  of 
discrimination  against  small  shippers.  Small  shippers 
are  not  so  helpless  in  comparison  witli  the  large  ship- 
pers as  they  once  were.  The  small  shipijer,  too,  may 
frequently  avail  himself  of  the  direct  alternative  of 
sujjplying  his  own  motor-freight  service  by  buying  a 
truck  or  trucks,  without  beai'ing  operating  costs  higher 
than  the  large  private  carrier.  Tliis  alternative  may 
be  especially  attractive  when  his  shipments  are  dis- 
tributed in  a  local  area  or  in  one  jarevailing  direction. 
Private  operation  of  trucks  by  industrial  and  commer- 
cial concerns  does  not  encourage  industrial  monopoly 
as  in  the  case  of  private  o^^eration  of  ocean  shipping 
lines  and  rail  facilities.  Of  perhaps  more  importance, 
the  small  shipper  now  has  the  advantage  of  many  com- 
peting motor  common  carriers,  in  addition  to  normal 
rail  and  water  alternatives,  to  which  he  may  turn. 
These  alternatives  of  small  shippers  are  frequently 
more  attractive  than  their  former  one  of  bearing  the 
costs  of  appealing  to  a  regulatory  body,  before  which 
large  shippers  and  carriers  were  likety  to  be  better 
represented,  for  relief  from  the  discriminatory  rate 
and  service  practices  of  the  highh'  monopolistic  rail 
carriers. 

Common  carrier  service  did  not  disappear  in  the 
competitive  period  prior  to  Federal  regulation.  Com- 
mon carriers  apparently  competed  quite  successfully 
with  contract  carriers  on  truckload  shipments  by  giv- 
ing quantity  reductions,  often  graduated  according  to 
various  weight  classifications.  "Where  common  carriers 
grant  such  quantity  discounts  to  shippers  having  ship- 


ments of  sufficient  size  to  avail  themselves  of  the  lower 
rates,  discrimination  is  not  ordinarily  alleged  by  ship- 
pers whose  shipments  are  below  the  applicable  mini- 
mum weights.  Lower  rates  for  carload  shipments  have 
long  been  a  standard  rate  practice  in  railroading.  The 
truck  has  brought  lower  minimum  weights  and  more 
variation  in  rates  according  to  size  of  shipment,"-  and 
thus  has  tended  to  reduce  the  rate  disparities  between 
large  and  small  shippers.  Moreover,  if  contract  car- 
riers can  render  service  at  lower  cost  or  a  service  better 
adapted  to  a  shipper's  needs,  it  would  seem  economical 
to  permit  their  development.  The  same  is  true  of  pri- 
vate truck  operations,  especiallj'  since  so  many  shippers 
can  economically  operate  trucks  in  their  own  service. 
If  developments  in  transport  have  largely  destroyed 
the  monopoly  position  of  common  carriers  and  have 
often  made  private  transpoi-t  more  economical,  the 
thesis  of  the  special  importance  of  common  carrier 
service  must  be  somewhat  out  of  date.  Giving  special 
protection  to  common  carriers  under  these  conditions 
from  the  competition  of  contract  and  private  carriers, 
on  the  theory  that  otherwise  the  cost  of  their  service 
will  rise  and  rates  will  be  too  high,  is  sui-prising  in  a 
private-enterprise  economy,  whose  basic  characteristic 
is  freedom  of  choice  bj'  the  individual.  Such  protec- 
tion seems  likely  to  be  in  the  interest  of  the  protected 
class  of  carriers  rather  than  of  shippers. 

Inevitability  of  Regulation 

The  admittedly  vigorous  competition  in  motor  and 
water  transport  is  sometimes  said  to  be  reliable  as  a 
regulator  for  shipper  protection  only  for  short  periods. 
Competition  would,  according  to  one  point  of  view, 
eventually  be  replaced  by  concerted  action  to  control 
rates  and  distribution  of  traffic  between  carriers.  Such 
industry  control  would  proceed  by  restricting  service 
and  raising  rates,  to  the  disadvantage  of  shippers  and 
the  public;  public  control  is  therefore  necessary.  Obvi- 
ously, a  carry-over  fi-om  experience  with  the  railroads 
and  local  utilities,  this  basis  for  establishing  public 
control  has  been  a  minor  one,  except  for  retaining  safe- 
guards to  prevent  destructive  competition  by  the  rail- 
roads against  motor  and  water  carriers.  Yet  it  should 
receive  some  examination  lest  the  analogy  lead  to  error. 

It  is  a  well-known  fact  that  before  the  NEA  and  the 
Motor  Carrier  Act  motor  carriers  did  not  develop  effec- 
tive organization  of  such  types  as  to  be  able  to  make 
many  and  effective  agreements  on  rates  and  traffic. 
Even  in  intrastate  commerce,  wliere  regulation  was 
found,  truck  associations  did  not  exist  in  all  States. 
Most  of  those  that  were  established  were  ineffective 


"^  Cf.  Reffulation  of  Trauatiortation  Agencies,  op.  eit.,  pp. 


34. 


'"'Cf.  Federal  RiguUilion  of  the  Sizes  and  Weight   of  Motor  Tehiclca, 
op.  eit.,  Appendi.\  D.  pp.  043-653. 
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in  controlling  the  market,  since  small  carriers  and  con- 
tract carriers  were  generally  not  willing  to  come  into 
the  fold.  The  fact  that  the  large  common  carriers 
comprising  the  membership  of  those  organizations 
were  the  sources  of  most  of  the  pressure  upon  the  State 
legislatures  for  laws  to  limit  entry  and  support  rates 
suggests  that  the  industry  had  not  obtained  control  of 
the  market.  Moreover,  it  may  be  well  to  reiterate  that 
the  agitation  for  State  and  Federal  motor-carrier  reg- 
ulation did  not  come  from  shippers  protesting  high 
rates  and  discriminatory  practices  made  possible  by 
effective  group  action  by  carriers.  It  came  rather 
from  carriers  comj^laining  of  too  much  competition  and 
too  many  independently  minded  carriers.  It  is  also 
well  known  that  though  shipping  conferences  have  been 
established  in  many  water  trades,  especially  in  oceanic 
shipping,  they  have  frequently  not  been  effective.  Re- 
cent water-carrier  regulation  was  not  based  upon  the 
monopoly  power  of  shipping  conferences.  Had  the 
situation  been  otherwise,  the  demand  would  have  been 
for  more  effective  application  of  the  anti-trust  laws  or 
for  control  of  discrimination  and  maximum  rates. 

Nor  is  it  probable  on  theoretical  grounds  that  carteli- 
zation  would  have  bex^'ome  widespread  and  troublesome 
in  the  trucking  industry.  The  limited  economies  of 
scale  and  ease  of  entrance  would  likely  have  prevented 
the  number  of  firms  becoming  so  small  as  to  make  con- 
certed action  common  or  sufficiently  effective  to  injure 
the  public.  Government  implementation  has  been  an 
essential  requirement  for  effective  agreements  in  the 
motor-carrier  industry.  The  facts  of  the  past  6  or 
more  years  adequately  demonstrate  that  competition 
in  the  motor-carrier  industry  can  only  be  effectively 
controlled  when  the  endeavors  of  industry  groujis  to 
make  agreements  on  rates  and  traffic  are  supjoorted  by 
Government  action. 

In  conclusion,  this  discussion  of  the  effectiveness  of 
competition  as  a  regulator  of  modern  transjjort  markets 
has  proceeded  by  reexamining  the  claim  that  it  operates 
with  so  many  objectionable  features  that  the  safe- 
guards of  minimum  rate  and  entry  controls  must  be 
applied  to  all  agencies.  Though  not  jDresented  as  a 
complete  examination  of  how  well  transport  competi- 
tion does  work  in  accordance  with  practical  tests  of 
effectiveness  in  either  totally  unregulated  or  only  par- 
tially regulated  markets,  the  analysis  nevertheless  casts 
serious  doubts  tliat  the  economic  case  thus  made  for 
uniform  application  of  these  key  controls  is  well 
founded.  If  shipper  protection  against  exploitation 
by  carriers,  in  the  long  run  as  well  as  in  shorter  periods, 
is  the  important  test  of  effectiveness,  competition  with 
all  its  imperfections  has  proved  tolerably  workable  as 
a  regulator.  The  absence  of  shipper  agitation  for,  and 
any  pronounced  shipper  motivation   in,  recent   regu- 


latory legislation  demonstrates  this  truth.  By  greatly 
weakening  private  monopoly  power,  the  more  active 
and  widespread  competitive  elements  inherent  in  the 
transport  structure  of  today  have  been  limiting  the 
area  where  discriminatory  practices  and  unreasonably 
high  charges  can  be  i)racticed  by  the  carriers.  They 
have  also  stimulated  enormously  the  impersonal  pres- 
sures exerted  in  the  market  toward  efficiency  as  meas- 
ured both  by  service  improvements  and  cost  reductions. 
It  must  be  recognized  that  many  of  the  features  that 
have  been  deplored  have  their  sources  in  events  which 
the  suggested  restriction  of  competition  cannot  prevent. 
Others  are  the  normal  accomplishment  of  effective 
forms  of  competition. 

The  advantages  of  modifying  our  present  regulatory 
policy  to  restore  greater  freedom  and  scope  to  the  vigor- 
ous competitive  forces  inherent  in  the  present  trans- 
portation system  naturally  suggest  themselves.  Yet 
the  Nation  has  recently  l)een  committed  to  public  su- 
pervision of  transport  rates  and  services  in  the  highest 
degree  ever  practiced  in  this  country.  It  therefore 
should  be  illuminating  to  review  some  of  the  principal 
economic  results  and  effects  now  working  themselves  out 
in  the  regulated  markets  that  liave  been  fashioned  under 
]iresent  policy. 

Economic  Tendencies  Under  Present  Regulation 

Our  experience  with  6  years  of  Federal  motor  carrier 
regulation  should  provide  a  practical  check  upon  the 
wisdom  of  present  regulatory  policy.  Study  of  the 
practical  implications  of  the  more  controversial  fea- 
tures, i.  e.,  mininuun  rate  and  entry  controls,  is  indis- 
pensable to  a  decision  as  to  the  desirability  of  continu- 
ing this  experiment.''^  Accordingly,  the  actual  effects 
of  regulation  upon  the  transi)ort  structure  and,  more 
importantly,  upon  costs,  rates,  service  standards,  choice 
in  selection  of  service,  and  opportunity  for  enterprise 
should  be  carefully  noted.  The  economic  results  ob- 
tained under  such  a  regulated  market  can  then  be  com- 
pared with  those  promised  as  well  as  those  obtainable 
under  competitive  controls. 

A  realistic  search  for  the  implications  of  key  con- 
trols requires  a  probe  into  the  economic  situations  out 


"^  Thi^  laboratory  stuije  of  regul.ition  under  current  standards  was 
pointed  out  by  Commissioner  Knstman  in  his  Oct.  22,  1940.  address 
before  the  Associated  Traffic  Clubs  of  America,  Thiladelphia,  Pa,,  as 
follows :  "The  task  of  regulating  competition  etTectively  and  wi,sely 
is.  in  my  Judgment,  much  more  ilitficult  and  dangerous  than  the  task 
of  regulatiug  monopoly.  .Tustioe  ■l)etween  competing  carriers  as  well 
as  justice  between  carriers  and  shippers  is  essential,  and  great  care 
must  also  be  taken  not  to  deprive  the  country  of  the  real  benefits  of 
the  enterp-rise  and  initiative  which  competition  most  certainly  stimu- 
lates. There  are  some  thoughtful  men  who  think  that  no  regulation 
of  competition,  except  for  the  protection  of  the  public  safety,  can  be 
successfully  admiui:stered.  I  do  not  share  that  opinion,  but  I  do  think 
that  we  are  still  in  what  may  be  termed  the  laboratory  stage  of  such 
regulation  and  that  considerable  experience  will  be  necessary  to 
iletermino    what    policies    are    wisest."      {Mimeograph    copy,    pp.    S,    n.) 
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of  which  specific  leguhitory  issues  arose.  For  example, 
it  is  sometimes  stated  that  if  a  regulatory  body  does 
not  deny  applications  for  operating  authority  where 
public  convenience  and  necessity  is  proved,  no  restric- 
tion of  competition  results  from  denials  where  this 
test  is  not  met.  This  view,  however,  overlooks  the 
possibility  that  criteria  applied  in  determining  whether 
the  public  convenience  and  necessity  require  a  new 
service  might  not  be  in  accordance  with  economic  prin- 
ciples. Observation  of  the  changes  taking  place  in 
the  structure  and  functioning  of  transport  markets  as 
a  result  of  such  control  affords  a  more  secure  basis  for 
judgment.  Unfortunately,  few  studies  representing 
this  approach  are  available,  and  examination  of  the 
facts  of  record  in  certificate  and  rate  cases  would  re- 
quire more  time  than  has  been  allotted  for  this  study. 
Hence,  any  precise  measurement  of  the  economic  effects 
of  present  policies  is  out  of  the  question.  This  com- 
ment is  limited  to  a  suggestive  exploration  of  the  direc- 
tion of  structural  developments  and  economic  effects 
most  likely  to  take  place. 

Fewer  Trucking  Firms 

The  tendency  toward  fewer  firms  in  the  motor-carrier 
industry  is  a  structural  effect  in  accordance  with  the 
apparent  design  "*  of  present  regulatory  policy  and 
predictions  often  made  before  the  advent  of  Federal 
control.  Under  the  Motor  Carrier  Act  the  number  of 
firms  can  be  limited  directly  by  denial  of  authority  to 
begin  or  extend  oiDcrations  and  indirectly  by  making 
entry  more  difficult  and  expensive  and  by  limiting  the 
freedom  of  individual  firms  to  attract  traffic  by  offer- 
ing rate  leductions.  Prerequisite  to  lawful  operation 
are  certificates  of  convenience  and  necessity  for  com- 
mon carriers  and  permits  for  contract  carriers,  with 
adherence  to  tariff,  insurance,  safety,  and  report  re- 
quirements. Since  all  carriers  with  bona  fide  opera- 
tions when  the  act  became  effective  were  blanketed  in, 
direct  restriction  of  the  number  of  firms  is  largely 
effected  by  discouraging  new  operations."^  But  once 
entry  is  authorized,  carriers  are  completely  free  to  add 
to  or  subtract  from  their  existing  equipment.  They 
must  observe,  however,  all  I'estrictions  placed  in  their 
certificates  and  permits  as  to  routes  and  points  served, 
commodities  hiuidled,  and  types  of  service  offered. 

The  obvious  result  of  denial  of  applications  to  start 
new  trucking  businesses  nuist  be  to  limit  the  number  of 
firms   in   transport  markets.     Though  data   are  frag- 
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mentary,  some  evidence  exists  that  many  applications 
for  authority   to  operate  common-carrier   service  by 
motor  vehicle  in  the  interstate  field  have  been  denied 
by  the  Commission.     A  recent  study  by  Daggett  shows 
that  between  June  193G  and  February  1939,  333  such 
applications  for  certificates  of  convenience  and  neces- 
sity were  denied  by  the  Commission  while  718  were 
granted  and  261  were  partially  granted  or  denied."'^ 
The  complete  denials  constitute  25.4  percent  of  the 
total  and  together  with  the  partial  denials  comprise 
45.3  percent.     As  the  cases  selected  include  both  appli- 
cations for  new  and  for  continuance  of  old  operations, 
they  constitute  a  less  accurate  measure  than  applica- 
tions for  new  services  taken  alone.''^     A  sample  dis- 
closes that  preponderantly  it  is  the  small  would-be 
operators  who  are  excluded  from  the  trucking  business 
in  this  manner.''^     Moreover,  of  the  104,685  applications 
for  certificates,  permits,  licenses,   and  certificates  of 
registration  filed  with  the  Connnission  by  October  31, 
1940,  26,891,  or  25.7  percent,  had  been  approved  and 
66,931,  or  63.9  percent,  had  been  denied,  dismissed,  or 
withdrawn.     The    remaining    10,863    applications,    of 
Avhich  6,274  were  "grandfather"  cases  whei'e  operations 
were  permissible   until  final   action,  were   pending."" 
When  necessary  adjustments  are  made,  the  Commis- 
sion's figures  for  denials  cannot  be  taken  as  conclusive 
that  a  heavy  hand  is  being  placed  upon  enterprise  in 
the  motor-carrier  field.'"     The  data  from  both  sources, 
however,  do  indicate  a  restrictive  tendency. 


«' Cf.  ComiJctilioii  and  Monnpoli/  in  Anicricon  Industry,  op.  cit..  p.  268. 

*•  We  Iiavo  no  occasion  in  tliis  sfndy  to  explore  in  detail  tlie  practical 
tests  applied  l)y  the  Commission  in  the  many  ditYerent  sitnatitins  that 
have  arisen.  At  this  point  it  will  snflice  to  show  that  the  effect  is  to 
limit  tho  nnmber  of  firms.  It  is  (he  ad\isahility  of  entry  control  that  is 
in  issne,  not  the  faithfulness  of  the  fommission  in  inlcrpreting  stalntory 
standards. 


"Daggett's  table  summarizing  this  inquiry  includes  both  bus  and 
truck  cases,  but  only  those  in  which  the  Commission  rendered  a  printed 
report.  He  observes  that  the  numlwr  handled  without  a  printed  report 
is  usually  greater  and  states  that  a  test  m-ade  of  this  type  of  case 
during  January  and  February  1039,  disclosed  that  25  applications  were 
denied  and  .55  approved  on  recommendation  of  joint  hoards  or  exam- 
iners. Cf.  Stuart  Daggett.  Principles  of  Inland  Transportation,  3d  edi- 
tion, 1041,  pp.  637-8.  An  unpublished  survey  by  William  B.  Carpenter, 
Division  of  Marketing  and  Transportation  Research,  Bureau  of  Agri- 
cultural Economics,  of  832  applications  of  agricultural  carriers  for 
interstate  operating  authority  formally  acted  upon  in  1939  by  the 
Commission  showed  that  62  percent  were  approved,  30  percent  were 
denied,  and  8  percent  were  pending  as  of  September  1940.  Thirty-flve-per- 
cent  of  the  denials  were  for  want  of  public  convenience  and  necessity 
or  consistency  with  the  public  interest.  The  remainder  were  denied 
for  want  of  prosecution,  lack  of  jurisdiction,  or  at  applicant's  request. 
The  sample  taken  inclmled  both  new  and  "grandfather"  applications  by 
common  and  contract  property  carriers. 

«■  In  a  sample  of  the  first  three  volumes  of  Jlotor  Carrier  Cases, 
Daggett  found  that  of  tho  130  applications  for  certificates  denied.  111, 
or  85  percent,  involved  new  services  and  of  the  181  such  applications 
granted,  02,  or  51  percent,  involved  new  services.  Letter,  May  8,  1941. 
''''Of  01  applications  for  truck  certificates  denied  betweon  ,lune  lOoC. 
and  December  1937,  44  involved  operators  owning  1  vehicle  each,  5 
having  no  equipment,  and  32  owning  from  2  to  5  vehicles.  However, 
Dagett  observes  that  the  Commission  authorizes  more  small  operations 
than  it  rejects.     Daggett,  op.  cit.,  p.  038. 

o^S.'ith  Annual  Report,  November  1,  1040,  p.  lO.'J,  No  further  bri'ak- 
down  of  applications  denied  or  granted  is  given. 

"Only  13,141,  or  12.0  percent,  of  the  total  involved  new  operations. 
Hence,  most  of  the  00.031  applications  denied,  dismissed  or  withdrawn 
must  refer  to  "grandfalher"  cases.  This  large  number  reflects  many 
applicants  wiio  filed  when  in  doubt  as  to  whether  their  operations  were 
covered  by  the  act.  Later  m.tny  such  cases  were  found  to  be  in  exempt 
classifications  or  in  purely  intrastate  coninunce.     Some  may  have  sou.ght 
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Entry  into  the  trucking  industry  is  also  frequently 
discouraged  by  tlie  burdens  of  conforming  to  regula- 
tory requirements.  Operations  on  a  small  scale  can 
be  established  with  only  a  modest  amount  of  capital 
and  technical  knowledge.  Hence,  the  extra  costs  of 
meeting  minimum  insurance  and  safety  standards," 
l^reparing  suitable  tai'iffs,  participating  in  rate  bureaus, 
and  appearing  in  hearings  when  issues  are  contested 
must  constitute  a  hindrance  to  such  small  operations, 
even  though  the  Commission's  field  force  has  given 
much  aid  of  an  educational  nature  to  would-be  opera- 
tors. Entry  might  be  discouraged  further  by  the  re- 
quirement that  the  newly  established  operator  must 
charge  no  lower  than  prescribed  minima.  His  ojDpor- 
tunity  to  use  rate  reductions  as  a  device  to  attract  busi- 
ness would  thereby  be  restricted,  except  at  the  risk  of 
high  fines  for  tariff  violations.  Having  to  compete  on 
a  quality  of  service  basis  at  uniform  established  rates 
often  would  be  difficult  for  the  new  concern.' - 

Larger  Trucking  Firms 

Another  structural  effect  of  regulation  consists  of  a 
pi-obable  tendency  for  the  size  of  the  individual  truck- 
ing firm  to  increase  on  the  average.  This  follows  di- 
rectly from  the  restrictions  placed  upon  the  number  of 
entries  into  the  motor-carrier  field.  With  fewer  firms 
in  operation  than  under  free  entry  the  volume  of  traffic 
per  firm  is  greater.  The  continued  expansion  of  the 
industry  since  1935  in  response  to  higher  levels  of  busi- 
ness activity  has  meant  a  greater  volume  of  traffic  to 
be  divided  among  a  smaller  number  of  firms  than 
would  have  been  in  operation  in  the  absence  of  regula- 
tion. However,  data  to  measure  the  exact  increase  in 
the  size  of  firms  are  unavailable. 

Evidence  exists  that  regulation  may  also  be  pro- 
moting a  more  rapid  growth  of  larger  firms  than  of 
the  smaller  types."^     The  accelerated  momentum  of  the 


rights  to  peddle  later  at  a  profit.  Others  witlulrtw  their  applications 
for  a  variety  of  reasons,  including  better  opportunities  elsewhere,  delays 
in  securinK  action,  and  realization  of  the  difficulties  of  conducting  a 
regulated  business. 

"  This  does  not  imply  that  liigher  costs  to  provide  the  public  assur- 
ance of  reasonable  financial  protection  for  injuries  or  damage  due  to 
accidents  or  to  promote  safety  are  not  justified.  These  advantages  can 
be  secured,  ho\^ever,  without  restrict!  d  entry  and  established  minimum 
rates. 

'=  The  evidence  given  does  not  prove  that  a  smaller  absolute  number 
of  firms  operate  in  the  motor-carrier  business  today  than  in  193.3. 
What  it  does  suggest  is  that  fewer  sellers  probably  compete  in  the 
markets  for  motor  freight  service  than  would  have  been  the  case  had 
free  entry  persisted  in  the  interstate  field  after  1935.  Comparative 
data  are  unavailable.  Nevertheless,  it  is  plausible  to  believe  the  number 
has  decreased,  because  some  withdrawals  have  undoubtedly  continued, 
integration  has  been  encouraged  by  regulation,  and  replacement  of 
withdrawing  firms  must  have  been  restricted  in  view  of  the  facts  cited 
above. 

'•'  .\  leading  west  et)ast  operator.  Leland  James.  pr<'Sident  of  Con- 
solidated Freightways,  Inc.,  reflected  this  view  in  a  recent  address 
on  "Current  Problems  of  Truck  Transportation"  before  the  second 
annual  Western  Transportation  Conference  at  the  University  of  South- 
ern   California.     lie   said ;   "In    my    opinion,    Federal   regulation    is   not 


integration  movement  after  the  passage  of  the  Motor 
Carrier  Act  has  been  officially  noted.'*  An  analysis 
by  Meek  and  Bogue  of  147  motor  carrier  unification 
cases  decided  by  the  Commission  in  194:0  shows  that 
predominantly  the  very  small  enterprises  are  being  ab- 
sorbed by  firms  already  of  medium  size  or  large.'" 
The  largest  merger  yet  proposed,  that  to  organize  the 
$25,000,000  Transport  Co.,  by  integrating  27  leading 
class  I  Atlantic  Seaboard  common  carriers,  their  sub- 
sidiaries, and  certain  truck-rental  companies,  was  de- 
nied by  the  Commi.ssion,"  but  already  a  proposal  by 
Associated  Transport,  Inc.,  involving  a  smaller  num- 
ber of  the  same  group  of  large  carriers  and  a  financial 
plan  purporting  to  remove  features  criticized  by  the 
Commission  has  been  apjjroved  by  this  regulatory 
bod}^'''  No  doubt  other  such  integrations  of  already 
large  trucking  companies  may  be  anticipated.  More 
unpredictable  is  the  question  whether  integrations  will 
be  of  the  rail-truck  type  to  a  larger  extent  than  in  the 
past.  These  are  among  the  most  fundamental  struc- 
tural problems  in  transport,  of  which  public  policy  must 
not  only  take  serious  note  but  for  which  it  must  find  an 
effective  answer.  Continued  integration  of  small  truck- 
ing firms  by  larger  ones  is  likely. 


an  unqualified  blessing  ;  in  fact,  it  may  prove  to  be  a  handicap.  When 
regulation  .supplants  the  law  of  survival,  the  vigor  of  the  regulated 
industry  is  apt  to  decline.  This  is  especially  true  when  regulation 
takes  from  some  and  protects  others.  Already  we  know  that  rcpulation 
is  promoting  the  (jrowth  of  larger,  slower  moving,  more  conservative 
organizations  at  tfie  expense  of  the  smaller  independent,  more  vigorous, 
more  individual,  and  more  resoureeftil  operators.  In  spite  of  all  the 
admonitions  that  the  trucking  industry  wrote  into  its  regulatory  law 
against  destroying  the  character  of  the  industry,  the  administration 
of  the  regulatory  law  is  surely  changing  its  character.  True,  there 
are  arguments  that  this  is  for  the  best,  but  do  those  arguments  take 
into  account  the  fact  that  regulation  was  applied  to  the  industry  while 
it  was  still  very  young  *  *  *'!"  Motor  Transportation,  vol.  XVI. 
No.  4,  .\pril  1941,  pp.  12,  43.  [Italics  supplied.]  The  number  of 
class  I  carriers  (with  annual  gross  revenues  over  $100,000)  is  on  the 
increase.  In  its  Slith  Annual  Report,  Nov.  1.  1940,  p.  107.  the  Com- 
mission stated :  "Our  records  indicate  that  during  the  calendar  year 
1939  there  were  1.324  class  I  motor  carriers.  During  the  calendar 
.year  1940.  this  number  increased  to  1,405,  of  which  203  were  motor 
carriers  of  passengers  and  1.202  were  motor  carriers  of  property." 
To  accjuire  this  status  a  carrier  must  show  revenues  of  $100,000  a 
year  on  the  average  for  a  period  of  3  years.  While  some  of  the  in- 
crease may  be  due  to  oversight  or  failure  to  report,  it  is  likely  that 
most  of  the  increasing  number  is  due  to  growth. 

•*  Cf.  5'st  Annual  Report,  Nov.  1.  1937,  pp.  77,  and  5-',th  Annual  Report. 
Nov.  1,  1940.  pp.  32.111.  The  numher  of  applications  for  authority  to 
unify  under  sec.  213  by  year  were  122  in  1936.  286  in  1S37.  214  in 
193S.  30.J  in  1939.  and  314  in  1940.  or  a  grand  total  of  1241  by 
Nov.  1.  1940. 

75  "Truck  unifications  classified  in  this  survey  number  147.  of  which 
111  acquisitions  were  made  by  carriers  with  assets  of  more  than 
$50,000  and  less  than  $500,000.  Twelve  carriers  with  assets  of  more 
than  $500,000  and  less  than  $1,000,000.  and  4  carriers  with  more  than 
$1,000,000  in  assets  acc|Uired  ne*  properties,  while,  at  the  other  ex- 
treme, only  2  carriers  with  assets  of  less  than  $25,000  made  acquisitions. 
Of  the  total  147  transactions.  96  involved  consideration  of  an  expendi- 
ture of  less  than  $10,000,  34  involved  between  $10,000  and  $25,000. 
and  only  17  more  than  $25,000."  John  F.  Meek.  Jr..  and  Robert  W. 
Bogue.  "Federal  Regulation  of  Motor  Carrier  Unification,"  The  Yale 
Law  .Journal.   Vol.    50.    No.    8,    June   1941,    pp.    1421-1422. 

™33  M.  C    C.  61  (1940). 

"  Ct.  AsSneiated  Transport,  Inc. — Control  and  Consolidation — Arrow 
Carrier  Corporation,  ct  al.,  decided  March  16,  1942. 
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The  great  danger  of  a  policy  of  sponsoring  fewer  and 
larger  firms  is  that  the  development  may  contribute 
eventually  to  a  tight  control  of  the  market  by  the  larger 
and  better  organized  firms.''  If  this  happens,  there 
would  be  no  assurance  that  any  economies  achieved  by 
large-scale  operations  would  be  passed  on  to  users 
through  lower  rates/^  Monopolistic  profits  might  be 
earned,  or  the  additional  revenue  might  be  spent  on 
sei'vice  competition,  raising  costs  but  not  giving  com- 
mensurate benefits  to  users.  On  the  other  hand  if  large- 
scale  operations  prove  less  economical,  either  the  larger 
firms  would  be  eliminated  or,  more  probably  under  a 
protected  market,  the  rates  for  all  carriers  might  be 
raised  by  minimum  rate  orders  in  response  to  higher 
costs  and  low  profits  of  the  large  firms.  If  competitive 
forces  become  weaker  under  a  situation  with  fewer  and 
more  dominant  firms,  greater  reliance  would  have  to  be 
placed  on  Government  regulation  to  restrict  profits  and 
to  promote  internal  efficiency.  The  strong  pressures 
exerted  by  carriers  upon  the  Commission  and  the  pre- 
dominant carrier-motivation  of  present  policy  should 
be  considered  in  any  realistic  expectation  of  the  effec- 
tiveness of  regulation.  Consideration  should  also  be 
given  to  the  fact  that  public-utility  regulation  in  gen- 
eral has  been  moi'e  successful  in  restricting  monopoly 
]u-()fits  than  in  ijrouioting  efficiency  of  operation. 

Growth  of  Organization  Designed 
for  Concerted  Action 

The  tremendous  growth  in  rate  association  activitj' 
in  the  trucking  industry  since  Federal  regulation  be- 
came effective  is  a  structural  factor  of  far  more  im- 
mediate significance  than  the  development  of  fewer 
and  larger  firms.     "Whereas  it  mav  be  true  that  the 


^  The  Commission  R-ared  some  impairment  of  competition  on  routes 
on  which  traffic  moves  between  the  southern  region  and  points  north  of 
Baltimore,  if  the  Transport  Company  unification  were  to  talse  place.  36 
M.  C.  C.  61,  86  (1940).  Moreover,  the  Antitrust  Division  of  the  De- 
]«rtment  of  .Justice  entered  an  appearance  before  the  Commission  and 
opposed,  together  with  the  Department  of  Agriculture  and  certain  ship- 
ping organizations,  the  ai>plication  of  the  above-mentioned  Associated 
Transport,  Inc.,  for  authority  to  unify  eight  large  motor  carriers  along 
the  Atlantic  Seaboard.  In  his  letter  to  Chairman  Eastman  requesting 
the  opportunity  to  be  heard,  Assistant  .\ttorney  General  Thurman  Arnold 
stated  ;  "The  reason  for  my  request  is  that  judisdiction  to  determine 
whether  unification  of  carriers  unduly  restrains  competition  has  been 
given  to  the  Interstate  Commerce  Commission.  The  Antitrust  Divi- 
sion is  the  only  Government  agency  in  a  position  to  present  evidence 
on  the  monopoly  question  from  a  point  of  view  of  the  public  interest. 
Evidence  presented  by  private  parties  necessarily  must  be  colored  by 
their  own  property  interests  in  Ihe  controversy."  Brief  of  the  Anti- 
trust Division.  Dipurtmrnt  of  Justice,  Oct.  8,  1941,  p.  40. 

''^  It  should  be  reiterated  that  the  economic  case  for  regulation  de- 
signed to  restrict  the  numb.^r  and  to  increase  the  s'ze  of  firms  depends 
in  large  measure  upon  actual  realization  by  large  firms  of  lower  costs, 
better  service,  or  both,  and  the  passing  on  of  such  economies  to  the 
public.  However,  the  prospects  of  greater  economy  in  trucking  from 
larger  operations  than  would  develop  normally  do  not  appear  bright. 
Even  if  they  did.  some  groups  would  doubtless  oppose  encouraging  the 
growth  of  large  firms  for  the  sake  of  efficiency  on  the  ground  that 
opiKirtunities  for  the  snj.ill  business  man  should  b.'  safeguarded  to 
presiTVe  the  value.s  of  an  individualistic  society. 


number  of  firms,  except  on  rural  loutes,'"  has  not  de- 
creased enough  from  restrictions  placed  upon  entry  to 
alter  competition  significantly,  there  can  be  no  question 
that  organization  developments,  stimulated  in  large 
degree  by  the  regulatorj'  process,  have  already  changed 
the  character  of  competition  in  this  industry. 

The  story  of  the  effects  of  regulation  upon  compe- 
tition and  rates  can  be  told  largely  by  relating  the 
activities  and  proposals  of  the  groups  of  carriers  co- 
operating in  trucking  associations,  conferences,  and 
rate  bureaus.  The  stimulus  of  regulation  to  growth  of 
such  activity  is  easily  traced,  although  a  thorough 
historical  study  of  the  trade  association  movement  in 
this  industry  is  not  available.  The  importance  of  reg- 
ulation as  a  factor  in  the  growth  of  organization  for 
industry  leadership  has  been  acknowledged  by  the 
American  Trucking  Associations,  Inc.*^  The  close  re- 
lationship between  rate  bureau  activities  and  regulation 
is  shown  by  the  Commission's  practice  of  adopting  with 
minor  modifications,  the  rates  proposed  hy  leading 
bureaus  as  reasonable  minima  for  all  common  carriers 
in  important  traffic  territories.*- 

The  first  stage  in  the  recent  acceleration  of  as.socia- 
tion  activity  in  the  trucking  industry  on  a  regional  and 
national  scale  occurred  during  the  NRA  period.  State 
associations  of  large  common  carriers  existed  in  many 
States  bj'  1933,  but  their  activities  were  confined  to 
State  regulation  and  other  problems.  The  first  truly 
national  body,  the  American  Trucking  Associations, 
Inc.,  was  formed  in  1933  to  satisfy  the  NRA  code  re- 


**  The  case  of  strictly,  rural  trucking  routes  supporting  only  one  or 
two  motor  carriers  stems  comparable  to  that  of  rural  towns  with  only 
one  or  a  few  retail  stores.  Though  small  volumes  in  these  cases  may 
leave  unit  costs  high,  public  opinion  is  often  a  sufficient  regulative  force. 
In  any  case,  such  places  exerted  little,  if  any,  pressure  for  regulation 
of  motor  carriers.  Of  course,  many  small  towns  located  on  main  high- 
ways between  larger  places  are  served  by  a  number  of  nsJtor  carriers 
of  property,  whose  primary  business  is  to  serve  the  large  centers  of 
population. 

^^  In  its  mimeographed  memorandum  on  Motor  Bureau  Rate  Procedure^ 
dated  Oct.  5,  1D37,  p.  1,  the  statement  is  made  that :  ".iny  person  ob- 
serving the  motor-carrier  industry  at  the  time  of  the  pass.ige-of  the 
Motor  Carrier  Act  wou'd  have  found  no  excess  of  tariff  organization 
on  the  general  industry  landscape.  While  tliere  were  nunjerous  organi- 
zations and  bureaus  of  more  or  less  limited  nature,  there  was  almost 
no  development  so  far  as  regional  or  area  tariff  bureaus  were  concerned. 
Tliis  was  largely  due  to  the  fact  that  the  industry  was  new.  and  to  a 
large  measure,  unregulattd,  especially  in  respect  to  rate  matters.  Most 
ne^^  industries  are  lacking  in  organization  and  this  industry  which 
offered  unlimited  opportunitits  for  the  operator  was  not  an  exception  ; 
and  on  the  part  of  many,  organization  was  not  desired.  As  tariff 
bureau  organization  calls  for  discussion,  conference,  agreement,  and 
equality,  this  result  was  inevitable.  Neither  carriers  nor  shippers  have 
ever  been  known  to  display  very  great  enthusiasm  for  the  perplexing 
problems  of  cost  analysis  and  rate  fornjalae,  especially  if  they  were 
for  the  purpose  of  making  concrete  progress." 

However,  with  the  passage  of  the  Motor  Carrier  Act.  these  character- 
istics were  largely  forgotten,  especially  on  the  part  of  the  more  influential 
and  farsighted  operators.  Exceptions,  and  glaring  ones,  prevailed.  Yet 
it  was  soon  obvious  that  the  Motor  Carrier  .Vet  would  result  in  profound 
changes  for  conversation,  conference,  and  correspondence,  together  icith 
vital  leadership  in  a  feir  place.^,  led  the  carriers  to  see  the  desiral»ility 
and  necessity  of  rate  bureaus.     [Italics  supplied.] 

*=  See  Part  I.  SfCtion  III.  1.  this  report. 
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quirement  of  national  representation.*^  State  code  au- 
thorities and  some  new  State  trucking  associations  were 
organized  as  administrative  adjuncts  of  the  Code  of 
Fair  Competition  for  the  Trucking  Industry.  The 
A.  T.  A.  lias  since  become  the  uncjuestioned  leader  of 
association  activity  in  the  industr_y,  and  rate  confer- 
ences established  by  some  State  code  authorities  fre- 
quently served  as  the  nucleii  for  formal  rate  bureaus 
established  after  the  Motor  Carrier  Act  was  passed. 
The  many  discussions  of  rate  problems  and  cost  form- 
ulae under  the  NRA  paved  the  way  for  rapid  develop- 
ment of  effective  concerted  action  on  rates  under  this 
act.'* 

After  the  demise  of  the  NRA  but  before  the  Motor 
Carrier  Act  became  law  on  August  9,  1935,  the  organ- 
ized trucking  industry  again  bestirred  itself  in  the 
direction  of  establishing  more  comprehensive  and  effec- 
tive machinery  for  common  action  on  the  vital  subject 
of  rates  under  the  anticipated  commission  regulation." 
Regional  rate  committees  were  formed  and  met  fre- 
quently to  discuss  freight  classification  j^rinciples  and 
rules,  principles  for  truck  rates,  and  the  desirability 


^  Cf.  The  National  Recovery  Administration,  Brookings  Institution. 
ISSS,  ch.  V.  In  a  footnote,  p.  107,  illustrating  the  action  of  deputy 
administrators  in  influencing  trade  association  development,  tbe  follow- 
ing references  to  the  situation  in  the  trucking  industry  appear  :  "In 
the  case  of  the  trucking  industry,  two  competing  national  associations 
and  scores  of  regional  groups  filed  codes.  At  the  end  of  the  first  series 
of  conferences  between  the  deputy  administrator  and  the  associations, 
the  Administration  refused  to  negotiate  further  on  the  basis  of  separate 
codes  and  instructed  tbe  associations  to  pool  their  efforts  and  present 
a  single  code.     When  this  was  accomplished,  negotiations  ^^ ere  reopened." 

*'  In  his  address  before  the  second  annual  convention  of  the  American 
Trucking  Associations,  Inc.,  Chicago,  week  of  Oct.  14,  1936,  Maurice 
Tucker,  chairman.  National  Rates  and  Tariffs  Committee  of  A.  T.  A. 
recapitulated  the  rate  activities  under  the  trucking  code  as  follows  : 
"We  all  know  that  in  tbe  industry's  rapid  growth,  its  tariffs  liave  not 
followed  any  specific  pattern  •  »  •  Without  becoming  too  histori- 
cal, I  want  to  call  your  attention  to  the  rate  activities  carried  on  by 
the  industry  under  its  code.  While  the  code  did  not  permit  of  rate 
agreements  and  its  provisions  did  not  bring  the  anticipated  relief  and 
benefit  in  rates,  nevertheless  operators  were  broufjht  together  and  dis- 
ciissed  their  rate  problems.  A  better  understanding  was  developed  among 
the  members  of  the  iiidiistrn,  and  did  much  to  pace  the  iraii  for  the 
intensive  activity  that  has  been  under  way  in  the  last  few  months." 
[Italics  supplied.]     Transport  Topics,  Oct.  21.  1935,  p.  4. 

^■'  For  example,  the  A.  T.  A.  organized  an  Interstate  Carriers'  Con- 
ference Committee  which  met  in  Washington  on  July  1  and  2,  1935,  and 
a  Steering  Committee  of  25  operators  from  the  whole  country  met  on 
July  15  to  discuss,  among  other  things,  "methods  of  setting  up  trucking 
rate  classifications,  and  the  selection  of  regional  committees."  A.  T.  A. 
}feKS  Bulletin,  July  15,  1935,  p.  1.  The  July  22  issue,  p.  1,  reports 
the  appointment  by  A.  T.  A.  of  a  National  Rate  Committee  with  the 
duty  of  considering  "the  problems  of  rates  and  tariffs,  classifications, 
and  general  rules  necessary  to  the  st.abilization  of  rates"  ;  and  that  the 
Steering  Committee  had  "pledged  its  %vholehearted  support  to  tbe 
undertaking  and  volunteered  to  cooperate  in  the  setting  up  of  rate 
committees  within  the  12  industry  regions.  The  Steering  Committeemen 
will  contact  the  various  State  associations  of  truck  operators  and  urge 
the  selection  of  three  representatives  from  each  State  to  be  appointed 
by  A.  T.  A.,  to  meet  with  a  like  number  of  representatives  from  every 
other  State  in  the  Union,  which  groups  will  constitute  the  regional  rate 
committees.  The  members  of  the  Steering  Committee  will  work  with 
the  regional  committees  and  the  entire  activity  will  be  coordinated  by 
the  national  rate  connnittee."  This  rate  organization  plan  materialized 
rapidly,  for  tbe  July  29  issue  (p.  3)  reported  the  formation  of  rate  and 
tariff  committees  in  13  States  and  the  District  of  Columbia  and  the 
September  2  issue  (now  called  Transport  Topics,  p.  1),  in  46  States. 


of  filing  uniform  rates  on  the  initial  filing  date  under 
the  Act.*''  Truck-rate  bureaus  sprang  up  in  this  form- 
ative period,  many  organized  specifically  to  provide 
a  method  of  solving  the  rate  and  tariff  problems 
discussed  in  these  State,  regional,  and  national 
conferences.*' 

By  December  1935  about  25  motor  tariff  bureaus  were 
said  to  be  in  existence.**  Soon  interest  quickened  in 
strengthening  and  consolidating  bureaus  because  of  the 
large  number  of  tariffs  filed,  rate  disparities,  tariff 
duplications  and  a  reported  downward  spiral  of  rates 
attributed  to  efforts  of  individual  operators  to  safe- 
guard their  comjjetitive  position.*"  As  of  recent  date 
there  were  211  agents  having  effective  tariffs  on  file 
with  the  Interstate  Commerce  Commission,  of  which 
160  represented  tariff  bureaus  or  trucking  associations.^" 
Undoubtedly  many  of  these  bureaus  owe  either  their 
existence  or  the  extent  of  their  present  operations  to 
Federal  regulation  of  motor  carriers. 

The  Commission  early  gave  its  general  approval, 
with  some  reservations  of  course,  to  the  efforts  of  the 
trucking  industry  to  organize  itself  for  concerted  action 
on  rates.'^  The  first  director  of  the  newly  organized 
Bureau  of  Motor  Carriers,  appears  to  have  given  con- 


so  cf.  Trannpon  Topics,  Nov.  11,  1935,  pp.  1,  4.  and  June  1.  1936,  p.  1. 
Shipper.s  participated  in  some  of  these  conferences,  generally  urging 
that  truckmen  adhere  to  a  rate  structure  based  upon  their  own  costs 
in   preference  to  the  principles  of  the  rail   rate  structure. 

*'  For  example,  rate  committees  in  nine  southern  States  formed  the 
Southern  Motor  Carriers'  Kate  Conference  Committee  in  October  1935. 
Ibid.,  Oct.  28,  1935,  p.  3.  This  was  characterizi  d  as  "one  of  the  first 
tariff  agencies  expressly  organized  by  and  for  truck  operators  to  file 
and  issue  rates  under  the  Motor  Carrier  Act  *  *  '"  Ibid..  Nov.  4, 
1935,  p.  1.  The  Nov.  11,  1935,  issue  (p.  3)  reports  a  proposal  by 
representatives  of  the  Middle  Atlantic  States  Motor  Truck  Conference, 
Inc.,  to  est,ablisb  a  tariff  bureau  for  New  Tork,  New  Jersey,  Pennsylvania, 
Delaware,  and  Mar.vland ;  the  Middle  Atlantic  States  Motor  Carriers' 
Conference,  one  of  the  most  active  groups  in  securing  stabilization  and 
uniformity  of  rates  under  minimum  rate  orders,  resulted.  Ihid.  Dec. 
2,  1935,  p.  2. 

^Ibid.,  Dec.  30,  1935.  p.  2.  wherein  their  "mushroom-like  develop- 
ment" is  mentioned. 

«•  \  resolution  to  establish  5  regional  bureaus  to  absorb  the  activities 
of  30  or  more  active  ones  was  agreed  upon  by  bureau  representatives 
and  members  of  the  National  Classification  and  Rates  Committee, 
.\.  T.  A.,  at  a  Chicago  meeting  in  May  1936.  The  resolution  sought 
among  other  objects  "to  eliminate  and  prevent  the  publication  of 
duplicate  rates  and  provisions  *  •  *  ;  to  stabilize  the  general  rate 
structure  for  motor  carriers  and  particularly  to  establish  a  central 
otfice  through  which  all  motor  carriers  within  tbe  area  may  intelli- 
gently cooperate  in  arriving  at  a  just  and  fair  rate  structure,  *  «  * 
and  to  facilitate  inter-territorial  rate  adjustments,  and  discourage 
sporadic  and  individual  publications  by  single  motor  carriers  or 
groups;"      [Italics  supplied.]      Jbid.,  June  1,  1936,  p.  4. 

"'Agency  List  No.  1,  which  contains  a  list  of  agents  filing  motor 
freight  tariffs  with  the  Bureau  of  Motor  Carriers  as  of  March  4,  1941. 
A  large  number  of  rate  bureaus  are  shown  to  have  filed  at  one 
time,    many   of  which   are   now  inactive  in   tbe   interstate  field. 

»' In  its  mh  Annual  Report,  Nov.  1,  1936,  p.  74,  the  statement 
appears:  "We  believe  that  the  motor  carriers  of  property  should  be 
encouraged  in  their  efforts  to  bring  a  greater  degree  of  order  and 
stability  into  the  rate  structure  through  conferences  and  groiip  con- 
sideration of  common  problems,  and  expect  many  good  results  from 
such  endeavors.  It  may  he  anticipated,  however,  that  eventually  we 
shall  be  called  upon  in  formal  proceedings  to  give  consideration  to 
many  of  tbe  rates,  for  the  protectiou  both  of  the  carriers  and  of 
tbe  public." 
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siderable  encouragement  to  tlie  movement  by  truck 
operators  to  "put  their  own  house  in  order." '-  From 
these  rate  conferences  the  Commission  seems  to  have 
expected  aid  in  keej^ing  price  cutting  within  "reason- 
able limits'"  and  in  securing  a  greater  degree  of  uni- 
formity in  motor  rates."^  Such  aid  has  often  been 
given  willingly  by  organized  groups  by  protesting 
changes  in  particular  rates  proposed  by  individual  fii'ms 
and  by  presenting  projjosals  for  minimum  rates  for 
large  territories  in  the  so-called  emergency  situations 
after  1938. 

There  is  little  reason  to  believe  that  this  widespread 
growth  of  association  activity  on  rate  matters  could 
have  develojDed  to  its  present  extent  and  degree  of 
effectiveness  had  the  Motor  Carrier  Act  not  been 
passed.  The  organizations  set  up  under  the  NRA  no 
doubt  would  have  attempted  to  continue  to  function 
in  rate  matters,  but,  in  view  of  the  extensive  use  of 
the  minimum  rate  power  in  recent  years,  they  could 
hardlj"  have  been  effective  in  making  their  rate  agree- 
ments stick  for  any  considerable  period  of  time  without 
such  government  implementation. 

The  fact  that  organization  for  grouj)  consideration 
of  industry  problems  has  developed  in  the  trucking  in- 
dustry to  a  far  greater  extent  than  if  federal  regulation 
had  not  been  enacted  is  in  itself  not  especially  disturb- 
ing. Trade  associations  are  common  in  American  in- 
dustry and  perform  many  useful  functions.  However, 
truck  rate  bureaus  have  played  such  a  significant  role 
in  minimum  rate  regulation  that  special  attention  must 
be  given  their  activities  in  any  realistic  study  of  the 
regulatory  process.  Many  user  groups  and  some  official 
bodies  are  already  critical  of  government  encourage- 
ment to  cartelization.  This  attitude  is  supjiorted  by 
such  facts  as  the  Commission's  actions  in  prescribing 
the  rates  proposed  by  the  strongest  rate  bureaus  as 
reasonable  minima  in  territorial  minimum  rate  cases 
and  continuing  to  prescribe  minimum  rates  after  the 
expiration  of  the  emergency  situations  of  the  1937-38 


^-  For  reports  of  the  addresses  of  John  L.  Rogers  on  this  subject 
to  groups  of  operators  in  the  formative  period  before  and  immediately 
after  initial  rates  were  filed  under  the  Motor  Carrier  Act,  see  issues 
of  Transport  Topics  for  Oct.  21  and  Dec.  2,  1935 ;  Feb.  3,  May  18, 
Oct.  19,  1936  ;  and  March  29  and  April  12,  1937. 

"  Mr.  Rogers  is  reported  to  have  urged  truckmen  to  get  together 
in  the  interest  of  uniformity  of  rates  before  a  meeting  of  truck 
operators  in  Hartford,  Conn.,  as  follows  :  "The  Commission  wants  to 
work  with  the  industry  and  wants  to  work  with  you  operators  and 
wants  to  work  with  the  public  and  the  shippers,  iiit  we  can't  work 
with  the  industry  if  there  are  57  varieties  of  rates  in  the  industry. 
The  result  of  that  is  going  to  be  that  if  you  folks  don't  get  together 
yourselves  in  the  interest  of  uniformity  of  rates,  you  may  get  by 
with  it  initially  but  a  little  later  the  Commission  is  going  to  have 
to  prescribe  them  for  you.  I  hope  you  will  understand  that  I  don't 
mean  to  be  harsh,  but  we  are  going  to  have  a  rate  base,  and  it  isn't 
going  to  be  different  in  every  township.  It  is  a  time  of  give  and 
take  and  I  hope  that  you  will  not  insist  on  holding  out  for  purely 
local  interests,  but  get  together  on  this  matter.  If  there  ever  was  a 
time  that  the  industry  needs  to  get  together,  it  is  now."  [Italics  sup- 
plied.]     Transport  Topics,  Dec.  2,  1935,  p.  4. 


recession.  Moreover,  in  frequent  suspension  cases  the 
Coimnission  has  found  unlawful  the  reductions  in  indi- 
vidual rates  proposed  by  individual  carriers  but  op- 
posed by  rate  bureaus  and  other  groups.^*  Nor  are 
recent  evidences  that  organized  motor  carriers  are  re- 
vising their  tariffs  to  make  their  rates  identical  with 
or  above  rail  rates  and  more  in  accordance  with  the 
value  of  service  principle  of  rate-making  encouraging 
to  those  who  place  their  faith  in  competitive  controls.^" 

Restriction  of  Independent  Action 

A  direct  result  of  the  pronounced  growth  in  industry 
organization  by  motor  carriers  has  been  a  material 
reduction  in  the  independence  of  the  individual  firm 
in  making  rate  adjustments  and  in  other  competitive 
activity.  This  result  has  also  been  contributed  to  by 
regulation  of  minimum  rates.  Increased  group  action 
in  regai'd  to  the  direction,  timing  and  magnitude  of 
rate  changes  has  been  substituted  for  the  high  degree 
of  independence  enjoyed  by  the  individual  carrier  un- 
der unregulated  competition.  Today  the  decision  of 
an  individual  carrier  to  cut  a  rate  or  change  a  classi- 
fication to  lower  freight  charges  must  commonly  run 
the  gauntlet  of  criticism  by  his  competitors  and  meet 
the  test  of  majority  approval  in  a  rate  bureau.  If  not 
approved  by  the  standing  rate  and  apj)eal  committees 
of  his  bureau,  the  individual  carrier  can  proceed  to  file 
under  his  indvidual  filing  rights  after  giving  the  bu- 
reau proper  notification.  But  in  these  cases  the  rate 
bureau  will  ordinarily  request  the  Commission  for  sus- 
]Dension  and  oppose  the  individual  carrier's  proposal  in 
any  regulatory  proceeding  that  may  foUow.^*^  Tlie 
filing  carrier  must  then  defend  his  proposed  reduced 
rate  according  to  the  Commission's  tests  of  a  reasonable 
compensatory  rate  and  bear  the  burden  of  proof  (since 
September  18,  1940)  in  the  contest  Mith  his  carrier 
opponents  before  the  Commission. 

Many  rate  changes,  though  desired  by  individual  car- 
riers, never  go  bej'ond  the  rate  bureaus.  How  many 
rat©  reductions  are  thus  thwarted  is  not  known,  but  a 
tabulation  made  from  the  Disposition  Advice  Notices 
of  the  Middle  Atlantic  States  Motor  Carrier  Confer- 
ence appearing  in  a  j-ear's  issue  of  Transport  Topics  is 
revealing  as  to  the  effect  of  bureau  activity.     For  the 


^  In  some  cases  reductions  proiiosed  by  particular  carriers  but 
opposed  by  rate  bureaus  have  been  found  unlawful  on  the  ground  that 
the  respondent  did  not  bear  the  burden  of  proof  that  the  reduced 
rate  would  be  compensatory.     Cf.  Locklin,  ibid. 

°°Note  the  strong  and  widespread  opposition  voiced  by  shippers 
to  recent  tariffs  filed  by  the  Central  States  Motors  Freight  Bureau 
having  the  general  effect  of  putting  motor  freight  rates  on  the  rail 
basis.     Traffic  Vforld,  Vol.  LXVII,  No.  17,  April  26,  1941,  pp.  1053-55. 

■*  For  discussions  of  the  procedure  of  motor  rate  bureaus,  cf.  Motor 
Bureau  Rate  Procedure,  op.  cit.,  and  Harry  G.  Williams.  Motor  Freight 
Traffic,  1939,  pp.  189-190.  The  Commission  summarized  the  procedure 
employed  in  the  New  England  territory  in  S  M.  C.  C.  287,  280,  290, 
300,  (1938)  and  that  in  the  Middle  Atlantic  territory  in  24  M.  C.  C. 
501,  504,  505.  551   (1940). 
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year  ended  May  12,  1941,  1,024  individual  rate  pro- 
posals reiDortedly  were  disposed  of  by  the  Conference 
after  first  being  docketed  for  consideration.  Of  these, 
371  or  36.2  percent  were  not  recommended  and  an  ad- 
ditional 183  or  17.9  percent  were  witlidrawn.  Thus 
54.1  percent  of  the  proposals  of  individual  carriers 
were  rejected  or  withdrawn,  and  only  235  or  22.9  per- 
cent were  recommended  as  proposed.  As  amended,  an 
additional  184  or  18.0  percent  were  recommended  and 
the  remaining  were  either  recommended  in  part  or 
referred  to  an  appeal  committee.  The  significance  of 
these  figures  is  moi'e  apparent  wlien  consideration  is 
given  to  the  fact  that  well  over  95  percent  of  the  pro- 
2)osals  were  for  rate  reductions."'  How  many  of  those 
rejected  or  withdrawn  were  subsequently  filed  inde- 
pendently by  the  individual  carrier  is  luiknown,  but 
the  probability  is  that  few  were.'* 

AVlien  a  carrier  appeals  from  his  rate  bureau  to  the 
Commission  by  proposing  a  reduced  rate  on  an  indi- 
vidual basis,  he  cannot  be  sure  of  favorable  action. 
For  example,  the  Commission  disapproved  most  of 
the  106  proposals  submitted  by  individual  carriers  in 
the  original  decision  in  the  Trunk  Line  case,'"  the 
greater  proiDortion  of  which  involved  reductions  under 
those  proposed  by  the  rate  committee  representing 
the  Middle  Atlantic  States  Motor  Carrier  Confei'ence. 
How  typical  this  may  be  of  the  disposal  of  independent 
actions  in  territorial  minimum  rate  cases  is  not  known, 
though  the  noticeable  tendency  by  the  Commission  to 
accej^t  the  proposed  rates  of  the  dominant  rate  bureau 
as  reasonable  minima  gives  little  reason  to  consider 
it  exceptional. 


'■''  This  was  the  estimate  of  C.  M.  Carter,  chairman,  Standing  Rate 
Committee,  Middle  Atlantic  States  Motor  Carrier  Conference,  given  the 
writer  on  May  1.3,  1941. 

*^  For  one  reason,  any  changes  reducing  rates  would  involve  modi- 
fication of  the  minimum  rate  order  in  Trunk  Line  Territory  Motor 
Carrier  Rates,  24  M.  C.  C.  501  (1940).  The  issues  of  Transport  Topics 
for  the  period  siiow  that  of  71-5  proposals  docketed  subsequent  to  this 
decision  by  the  Middle  Atlantic  States  Motor  Carrier  Conference  for 
the  remainder  of  the  year  talien,  482  or  67.4  percent  would  have 
changed  the  rates  prescribed  in  this  order.  In  these  instances  a 
carrier  would  have  had  to  petition  the  Commission  to  reopen  the  case. 
Moreover,  the  carrier  would  know  that  be  would  be  opposed  by  his 
bureau  at  hearing.'^,   if  he  did  act   independently. 

"'Trunk  Line  Territory  Motor  Carrier  Rates,  24  M.  C.  C.  501  (1940). 
Of  the  106  proposals  by  independent  carriers  considered,  the  Com- 
mission disapproved  87,  or  82.1  percent,  wholly  approved  11.  or  10.4 
percent,  and  partly  approved  8,  or  7.5  percent.  Most  of  those  dis- 
approved involved  rates  lower  than  the  proposals  of  the  organized 
carriers.  It  may  be  noted  that  the  rate  committee  representing  the 
dominant  group  opposed  nearly  all  of  the  lower  rates  of  the  inde- 
pendents. On  the  other  hand,  none  of  the  11  independent  proposals 
approved  by  the  Commission  were  opposed  by  the  organized  group.  The 
Commission  based  its  disapproval  in  most  instances  upon  a  finding 
that  the  rates  proposed  were  not  reasonably  compensatory,  but  it  also 
mentioned  such  tests  as  disruption  of  present  and  proposed  rate 
structures  on  particular  commodities,  insufficient  justification  offered, 
failure  to  benefit  all  carriers,  and  laclc  of  necessity  to  lower  rates  to 
meet  competition.  This  aition  presumably  settled  many  of  the  rate 
proposals  which  had  been  docketed  previously  for  consideration  by 
the  Middle  Atlantic  States  Motor  Carrier  Conference. 


The  procedure  of  docketing  rate  proposals  for  col- 
lective consideration  in  rate  bureaus  also  provides  many 
opportunities  for  competitors  or  the  majority  to  per- 
suade individual  carriers  to  go  along  with  the  group. 
The  threat  of  organized  opposition  in  suspension  and 
complaint  proceedings  must  frequently  serve  to  dis- 
courage carriers  from  exercising  their  individual  right 
to  independent  action  in  other  cases.^  Opportunities 
for  reaching  agreement  are  found  even  after  rate  pro- 
posals are  filed.  The  transcripts  of  some  of  the  motor 
carrier  suspension  cases  dismissed  without  decision 
refer  to  agreements  having  been  reached  between  the 
carriers  proposing  and  those  opposing  rate  changes. 

Rate  bureau  procedure  may  tend  toward  price  leader- 
ship by  dominant  firms,  for  generally  the  larger  car- 
riers have  been  the  ones  most  interested  in  organizing 
rate  bureaus  and  committees.  Such  information  as  is 
available  suggests  that  the  larger  carriers  may  contrib- 
ute a  disproportionately  large  share  of  the  revenue 
needed  for  the  support  of  these  organizations.-  Wliere 
this  is  the  case  it  would  not  be  unreasonable  to  expect 
that  the  larger  carriers  might  confront  less  difficulty  in 
securing  favorable  and  quick  action  upon  their  rate 


1 A  Harvard  graduate  student,  Mr.  Dayton  W.  Hull,  whose  field 
fellowship  in  1936-37  permitted  him  to  spend  several  months  in  the 
oflices  of  A.  T.  A.  and  the  Southern  Motor  Carriers  Rate  Conference 
to  study  truck  rate  making  and  to  participate  in  rate  conferences, 
commented  as  follows :  "Besides  this  bureau  naturally  has  some 
psychological  influence.  Personal  conferences  smooth  many  threaten- 
ing situations.  ,\nother  influence  the  bureau  has  is  its  recourse  to 
trained  legal  counsel  to  back  up  a  threat  to  petition  the  ICC 
for  suspension  of  a  proposed  rate.  If  the  petition  is  made  b.v  a 
responsible  bureau  the  Commission  is  quite  likely  to  hold  an  I  S  S 
hearing  where  the  whole  basis  of  the  proposed  rate  can  be  ex- 
hau.stivel.v  probed.  An  operator  must  be  well  prepared  to  defend  his 
rate  in  order  successfully  to  complete  such  a  hearing."  Federal  and 
State  Control  Over  Freinlit  Rates  in  the  Trucking  Industry,  unpub- 
lished doctoral  dissertation.  Harvard  University,  April  1,  1938,  pp. 
70—71.  Stronger  evidence  of  the  power  of  rate  bureaus  may  be 
gleaned  from  the  following  quotation  from'  the  Commission  in  Rates 
ieticeen  Arizona,  California.  New  Mexico,  and  Texas,  3  M.  C.  C.  505, 
510  (1937)  :  "To  inform  the  Commission  as  to  rate  conditions,  the 
Conference  lines  filed  formal  complaints  attacking  the  rates  of  five 
independent  lines  operating  in  this  territory,  on  the  ground  that  they 
were  'out  of  line'  with  those  of  the  Conference  lines.  As  the  result 
of  negotiations  before  the  complaints  came  to  hearing  four  of  these 
lines  agreed  to  revise  their  rates  upward  to  conform  substantially 
with  those  of  the  Conference  lines,  and  a  set  of  fairly  uniform  truck 
rates  was  published  to  become  effective  October  1,  1G36,  and  to  expire 
April  30.  1937." 

-  The  question  of  dominance  of  the  Middle  Atlantic  States  Motor  Car- 
rier  Conference  >Aas  raised  in  the  hearings  in  the  Transport  Companj/ 
case.  On  this  point  the  testimony  of  Dabney  T.  Waring,  General  Man- 
ager of  this  Bureau,  was  reported  as  follows :  "Nineteen  of  the  427 
members  of  the  conference  were  shown  to  be  interested  in  the  proposed 
n?.'rger  *  •  •  9  of  the  25  directors  of  the  conference,  it  was  shown, 
were  vendors  •  •  •  Mr.  Waring  said  that  unless  the  pre.sent  rule 
of  the  conference  were  changed  the  merged  company  could  not  have 
more  than  one  member  on  the  board  of  directors,  unless  the  present 
corporate  identities  were  preserved  •  •  •  q-fif  fagf  i),(,t  seenud  to 
he  deemed  important  in  this  phase  of  the  case  was  that  the  19  vendors 
constituting  a  small  percentage  of  the  membership,  in  the  S  spring 
m-onths  of  1939  and  19',ri,  contributed  about  J7  percent  of  the  revenues 
of  the  conference,  dues  being  based  upon  the  volume  of  business.  Mi-. 
Waring,  in  answer  to  a  question  by  Mr.  Klein,  said  he  preferred  not  to 
make  public  the  precise  amounts  paid  by  each  of  the  vendors."  [Italics 
supplied.]      Tra/fio  World,  vol.  LXVI,  No.  3,  July  20,  1940,  p.  166. 
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proposals.^  Since  the  proposals  of  leading  bureaus 
have  been  prescribed  by  the  Commission  as  reasonable 
minimum  rates  for  all  common  carriers  in  the  large 
territorial  rate  cases,  price  leadership  by  those  who 
dominate  these  bureaus  is  obvious. 

The  impairment  of  the  independence  of  the  individ- 
ual firm  under  rate  bureau  procedure  is  likely  to  in- 
crease as  a  result  of  the  Commission's  tendency  to  cite 
rates  contained  in  rate  bureau  tariffs  as  reasonable 
minima.  The  non-bureau  meml^er  is  confi'onted  with 
two  alternatives:  (1)  He  may  undertake  to  select  from 
the  cited  tariffs  the  rates  for  his  particular  traffic  move- 
ments for  independent  publication,  since  established 
minima  tend  to  become  actual  rates;*  or  (2)  he  may 
join  up  in  order  to  participate  in  the  bureau  tariffs  to 
which  official  reference  is  made.  But  since  the  small 
carrier  is  not  well  equipped  for  building  his  own  tariffs 
expertly,  he  often  finds  it  to  his  advantage  to  accept 
membership  in  the  appropriate  bureau.  It  is  reported 
that  certain  rate  bureaus  have  exjierienced  an  increase 
in  membership  as  a  result  of  territorial  orders  estab- 
lishing I'ate  floors.  Large  membership  affords  an  in- 
creased opportunity  to  secure  uniformity  of  rates  and 
to  avoid  individual  rate  cutting. 

The  dependence  of  organized  groups  in  the  motor 
freight  business  upon  the  Conmiission  in  making  col- 
lective action  effective  is  indicated  by  the  Commission's 
own  comment  in  New  England  Motor  Carrier  Rates: 

It  is  clear  that  the  motor  common  carriers  in  New  England 
have  labored  valiantly  *  *  *  to  bring  about  some  stability 
of  rates,  through  a  process  of  mganization  and  joint  effort  intelli- 
gently conceived  and  faithfully  carried  on  over  a  period  of  many 
months.  JIuch  of  value  has  been  accomplished,  but  the  desired 
stability  is  still  elusive,  principally  because  the  deyree  of  cooper- 
ation *  *  *  has  not  been  sufficiently  complete.  Disaster 
threatens,  and  the  only  remaining  recourse  is  to  the  power  of 
the  Government.'     [Italics  supplied.] 

The  Commission  responded  in  this  and  other  territorial 
cases  bv  invokinof  the  force  of  law  to  establish  a  firm 
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'  Hull  observed  that  the  smaU  operator  not  only  does  not  participate 
as  a  member  of  appeal  committees  composed  of  truck  operators  but 
that  he  confronts  difficulties  in  getting  his  rate  proposals  approved.  He 
writes :  "This  justification  would  be  strengthened  were  there  not  inade- 
quate representation  for  the  small  operator.  Committee  members  pay 
tlieir  own  expenses  and  come  long  distances,  so  that  the  larger  operators 
are  the  only  ones  able  to  accept  membership.  Naturally,  proposals  bene- 
fiting small  operators — usually  lowering  a  rate — are  hard  to  put 
through."  Federal  and  State  Control  Over  Freight  Rates  in  the 
Trucking  Industry,  rp.  cit..  p.  67. 

*  According  to  Commissioner  Eastman  "  •  •  •  in  practical  effect 
these  minimun?-rate  orders  have  come  to  be  regarded  as  maximum-rate 
orders  as  well  •  •  •  We  have  ordinarily  thought  of  a  zone  of 
reasonableness  marked  by  a  minimum  at  one  end  and  a  maximum  at 
the  other.  Here  what  is  being  done,  so  far  as  practical  results  are 
concerned,  is  the  fixing  of  exact  rates  •  *  *"  Trunk  Line  Territory 
Motor  Carrier  Rates.  24  M.  C.  C.  .iOl.  628  (19401. 

'S  M.  C.  C.  2S7,  319-320  (1938).  Cf.  also  comment  in  Trunk  Line 
Territory  Motor  Carrier  Rates.  24  M.  C.  C.  501,  504.  515-16  (1940),  and 
Central  Territory  Motor  Carrier  Rates,  10th  Supplenjv-ntal  Report,  21 
M.  C.  C.  473,  474-475  (1940). 


foundation  for  the  rate  floors  agreed  upon  by  the  ma- 
jority of  carriers.  It  has  also  made  use  of  its  suspen- 
sion power  to  block  rate  reductions  by  individual 
carriers.^ 

Concerted  action  upon  rates  is  apparently  develop- 
ing to  some  extent  in  the  case  of  motor-rail  competition, 
too.  Tacit  understanding  or  express  agreement  be- 
tween organized  motor  carriers,  freight  forwarders,  and 
rail  carriers  seems  to  have  beeen  involved  in  simulta- 
neous increases  in  certain  keypoint  class  rates  in  Central 
Territory  which  were  sanctioned  by  the  Commission  in 
1940." 

It  is  interesting  to  note  that  the  entire  plan  to  in- 
crease rates  in  this  instance  depended  upon  the  coopera- 
tion of  the  Commission  in  raising  the  already  estab- 
lished floor  under  motor  rates  for  common  carriers.* 

One  of  the  early  motor  rate  cases  provides  an  inter- 
esting example  of  the  control  of  motor-rail  competition 
that  can  emerge  from  group  activity  in  the  motor 
carrier  industry  encouraged  by  minimum  rate  regula- 
tion.^ Increased  competition  from  motor  carriers  in 
the  southwest  after  1928  stimulated  the  railroads  to 
introduce  a  system  of  flat  rates  and  to  reduce  both  their 
less-than-carload  and  carload  rates  from  Los  Angeles 
to  Phoenix.  Soon  after  the  Motor  Carrier  Act  was 
passed  the  Interstate  Freight  Carriers  Conference,  a 
group  of  motor  carriers  organized  in  1932,'°  and  the 
railroads  held  conferences  to  consider  mutual  rate  prob- 
lems. The  result  was  an  miderstanding  to  revise  rail 
and  motor  rates  upward  and  to  place  them  on  a  uni- 
form classified  basis."    With  competition  restricted  in 


"  For  example  in  referring  to  prior  actions  by  itself  to  bolster  rate 
stabilization  in  the  New  England  territory,  the  Commission  said ;  "In 
Xetc  England  Territory  Commodity  Rates,  supra,  we  referred  to  the 
critical  condition  of  the  motor-carrier  industry  In  the  territory  herein, 
attributable  to  competitive  rate  cutting.  A  further  lowering  of  the 
rate  level  was  prevented  in  the  fall  of  1937  by  our  action  in  suspending 
numerous  reductions  In  rates,  which  were  found  unlawful  •  •  •" 
8  M.  C.  C.  287.  289  (193S). 

•  C^.  Central  Territory  Motor  Carrier  Rates,  10th  supplemental  report, 
21  M.  C.  C.  473,  487  (1940). 

=>  This  was  recognized  by  the  Commission ;  "It  Is  admitted,  of  course, 
that  there  is  nothing  to  prevent  any  of  the  motor  carriers  from  increas- 
ing their  class  rates  to  the  rail  level,  but  the  bureau  contends  that  the 
carriers  will  not  take  unlfii?^  action  In  this  respect  and  that  such  action 
would  be  impossible  of  achievement  unless  all  carriers  are  required  to 
establish  the  proposed  rates  as  minima.  That  the  carriers  will  not 
act  in  unity  voluntarily  is  borne  out  by  the  fact  that  the  petition  Is 
opposed  by  some  of  the  carriers,  both  members  and  non-members  of  the 
bureau."    Ihid.,  pp.  474—475. 

"Rates  Bettceen  Arizona,  California,  Xeto  Mexico  and  Texas,  3 
M.  C.  C.  505  (1937). 

■"  The  Commission  noted  the  progress  of  this  bureau  as  follows :  "In 
spite  of  repeated  efforts,  beginning  in  1934,  no  substantial  progress  was 
made  in  bringing  other  motor  carriers  Into  the  Conference.  When  the 
new  law  was  enacted,  the  prospect  was  more  hopeful  and  the  Conference 
renewed  its  efforts  to  induce  all  of  the  carriers  to  join  it  in  the 
movement  to  stabilize   the  truck  industry     •     *     *"     Jbid.,  p.   509. 

"  This  agreement  was  recounted  by  the  Commission  as  follows  :  "At 
about  that  time  a  conference  of  representatives  of  the  rail  carriers  and 
certain  truck  operators  in  this  territory  was  arranged  so  that  they 
might  consider  their  mutual  problems  with  a  view  to  eliminating  de- 
structive competition  and   checking  a   rate  war  which  was  already  In 
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this  manner,  it  was  possible  foi-  the  railroads  to  restore, 
and  motor  carriers  to  introduce,  a  rate  structure  dif- 
ferentiated according  to  the  value  of  service  principle. 
Although  this  restoration  of  monopolistic  pricing 
evoked  vigorous  shipper  protests,^-  the  Commission 
found  the  agreed  rates  "not  unreasonable." 

The  restriction  of  independent  action  in  the  pricing 
of  motor  freight  services  signifies  that  a  marked  change 
in  the  character  of  comiaetition  in  transjDort  markets 
has  taken  placed  under  the  present  scheme  of  control. 
Fewer  and  larger  firms  and  the  high  degree  of  organi- 
zation stimulated  by  regulation  have  facilitated  group- 
ist  domination  of  the  pricing  of  motor-carrier  services. 
Competitive  forces  continue  to  operate,  but  their  func- 
tioning is  now  interfered  with  by  industry  groups  and 
regulatory  bodies  to  a  far  greater  extent  than  before 
the  recent  extensions  of  regulation.  The  restricted 
freedom  of  the  individual  firm  to  effect  rate  reductions 
at  will  or  at  the  desired  time  obviously  tends  to  impair 
price  competition.  The  force  of  potential  competition 
is  lessened  when  authority  to  begin  or  to  extend  ojsera- 
tions  is  denied  or  made  costly  to  obtain  and  when  pri- 
vate carriers  are  not  permitted  to  accept  traffic  for 
compensation  on  the  back  haul.  To  the  extent  that 
these  competitive  forces  are  restricted,  rates  tend  to 
diverge  in  an  upward  direction  from  competitive  levels. 
Since  the  ability  to  manipulate  price  arbitrarily  is  the 
essence  of  monopoly  power,  monopoly  elements  in 
transport  markets  have  been  increased  by  tlie  subordi- 
nation of  individual  to  group  action  that  has  taken 
place.  Moreover,  service  competition  is  replacing  price 
competition,  where  minimum  rates  prescribed  are  the 
effective  ones  and  to  the  extent  that  motor  cai'riers  and 
water  and  rail  carriers  agree  on  rates.  How  far  these 
changes  in  the  character  and  degree  of  competition  will 
proceed  in  the  future  cannot  be  foretold. 

Some  restriction  of  competitive  forces  in  markets  for 
motor-freight  service  was  anticipated.  Prevention  of 
"excessive"  or  "destructive"  competition  by  minimum- 
rate  control  implies  interference  with  the  right  of  the 
individual  firm  to  make  rate  reductions  at  will.  En- 
couragement to  the  growth  of  large  firms  was  foreseen 
and  transport  regulation  has  traditionally  stimulated 
rate-bureau  activity.     These  anticipated  clianges  were 


progress.  At  this  conference,  general  principles  were  ilisiussetl  liy  the 
carriers  and  a  basic  understanding  reached  that  tlic  rates  wmilii  be 
revised  and  placed  on  a  uniform  basis  for  mil  and  iiiutur  carriers. 
SulJsequently,  at  various  informal  conferences  of  the  two  f-'roups.  the 
motor  carriers  informed  the  rail  carriers  of  tlie  prosircss  made  in  the 
determination  of  the  revised  rates  and  the  dates  on  wliidi  tlie.v  would 
become  effective."    Ihitl.,  p.  511. 

"Of.  Oiicninrr  Brief  in  Behalf  of  J'riit<:staiit.i,  .luly  10,  1037.  and 
Hcplij  Brief  vn  Behalf  of  Protestants,  .\ug.  9.  1937.  filed  iu  Rates  Be- 
tween Arizona,  California,  Krw  Mexico,  and  Texas,  by  Calvin  L.  Blaine 
and  Charles  E.  Blaine,  Pboenix,  Ariz.,  for  the  Arizona  Corp.. ration 
Commi-ssion,   American  National    Livpstodt   A.ssocial  imi,    ci    .il. 


believed  essential  both  to  a  financially  healthy  industry 
and  greater  economy  in  the  allocation  and  use  of  re- 
sources in  transport.  If  the  latter  objective,  the  one 
of  greatest  interest  to  the  users,  is  being  realized  under 
controlled  competition,  indications  of  lower  costs  and 
rates  or  improved  service,  or  both,  should  reveal  them- 
selves. Thus  the  question  suggests  itself:  Wliat  has 
been  happening  to  rates,  services,  and  efficiency  in  the 
past  6  years  of  expanded  control?  The  discussion  to 
follow  will  treat  this  subject  as  fully  as  readily 
available  information  permits. 

Effects  of  Regulation  Upon  Rates  " 

It  should  not  be  surj^rising  to  find  that  motor  freight 
rates  tend  to  be  higher  under  present  regulation  than 
under  free  competition.  A  stated  objective  of  public 
control  is  to  curb  "destructive"  rate  cutting,  and  it  must 
be  difficult,  indeed,  to  draw  the  line  between  such  rate 
reductions  and  those  to  be  regarded  as  beneficial.  Re- 
strictions placed  upon  new  entries  must  lessen  the  force 
of  potential  competition  and  probably  the  actual  strug- 
gle for  traffic.  Concerted  action  to  prevent  rates  from 
falling  or  to  raise  them  has  been  stimulated  and  sup- 
ported by  Federal  regulation.  Only  if  the  larger 
firms  encouraged  by  this  regulation  proved  to  be  more 
efficient  and  economies  achieved  were  passed  on  to  users 
could  this  effect  be  avoided.  Even  so,  it  would  take 
time  for  very  large  firms  to  develop  and  to  realize  any 
economies  from  large-scale  operations. 

There  is  little  evidence  that  regulation  has  had  the 
effect  of  lowering  rates  for  motor-carrier  service  as  a 
general  tendency.  The  Commission  has  not  prescribed 
lower  motor-freight  rates  for  a  large  territory,  al- 
though at  times  it  has  permitted  individual  carriers  to 
lower  their  rates  upon  j^roof  that  reductions  desired 
are  compensatoiy  or  otherwise  lawful  or  when  not 
opposed  by  other  carriers.  The  tendency  for  rates  to 
fall  when  tariffs  were  first  filed  in  1936  ^*  was  tem- 
porary. The  frecjuent  reductions  in  motor-freight 
rates  to  meet  lower  rates  made  effective  by  railroads 
may  be  attributed  to  a  more  aggressive  attitude  by 
the  railroads  rather  than  to  regulatory  pressure  exerted 
upon  truckers  or  to  operating  economies  traceable  to 
regulation.     The  recent  upward  modifications  of  many 


^^  It  sliould  be  reiterated  that  all  comments  on  the  economic  impli- 
cations of  developments  attributable  to  the  present  regulatory  policy 
are  sub.iect  to  the  qualification  that  reference  is  primarily  in  terms  of 
the  diri  ction  of  the  particular  effect.  Measurement  is  beyond  the  scope 
of  this  study. 

"  Tliis  was  reported  by  the  Commission  as  follows  :  "Our  information 
is  that  the  first  result  of  compelling  the  motor  carriers  of  property 
to  publish  and  file  their  rates  was  to  precipitate  a  downward  move- 
ment in  such  rates.  Competing  motor  carriers,  of  which  there  are  a 
very  large  number,  were  by  the  publication  given  definite  advice  of 
what  each  was  charging,  and  the  natural  tendency  was  for  the  rates 
to  gravitate  to  the  lowest  level."  50th  Annual  Report,  Nov.  1,  1936. 
pp.  7.3-74. 
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motor  rates  to  or  above  the  rail  levels  point  to  a  gradual 
lessening  of  such  price  competition. 

Sufficient  evidence  exists  to  make  it  clear  that  motor 
rates  on   regulated  traffic   are  generally  being  main- 
tained at  levels  higher  than  those  that  could  prevail 
under  free  competition.     The  general  effect  of  the  Com- 
mission's territorial  minimum-rate  orders  has  been  to 
increase  the  motor-freight  rates  prescribed.     But  only 
rough  indications  of  the  extent  of  such  increases  can 
be  given,  since  refinement  would  require  an,  exhaustive 
study  of  tariffs  before  and  after  such  orders  went  into 
effect.     Substantial  increases  were  noted  as  one  result 
of  motor-carrier  regulation  in  a  recent  study  made  in 
the  Bureau  of  Agricultural  Economics.'"'     Some  addi- 
tional information  can  be  gleaned  from  the  Commis- 
sion's decisions.     A  traffic  test  was  cited  in  the  Central 
Territory  case  as  indicating  that  the  minimum  rates 
therein  prescribed   would   be  3V.   percent   above  the 
rates  in  effect  previously,  the  latter  having  just  been 
increased  about  8.5  percent  on  the  average  by  voluntary 
action  after  the  1938  rail  increases  of  10  percent  on 
industrial  commodities.^"     Subsequently,  increases  were 
sanctioned  in  class  rates  between  so-called  key  points 
(industrial  centers)  in  this  territory,  although  the  per- 
centage of  increase  was  not  stated.^'     Apparently,  in- 


"  In  Barriers  to  Inttrnal  Trade  in  Farm  Products,  op.  cit.,  p.  53,  it  is 
stated:  "Wherever  Interstate  Commene  Commission  control  over  inter- 
state truciting  rates  has  been  made  efloctive,  the  tendency  has  been 
to  raise  the  rates  substantially  and  in  many  cases  to  make  them 
roughly  diuivalent  to  railroad  rates.  Increased  tnicking  costs  during 
the  last  few  years  have  been  urged  as  one  justification  for  this  action." 
Vt.  also  Karl  ,T.  Zoll,  Jr.  "The  Regulation  o(  Motor  Carrier  Rates  by 
the  Interstate  Commerce  Commission."  I.  C,  C.  Practitioners'  Journal, 
Vol.  VIII,  Nos.  6  and  7,  March  1941,  pp.  451-470  and  April  1941, 
pp.  579-598.  Zoll  states :  "To  secure  a  general  rise  in  rates  the 
Commission  made  use  of  its  power  over  the  carriers'  minimtim  rates 
and,  as  a  result  of  several  comprehensive  territorial  investigations 
into  motor  carrier  rates,  has  issued  minimum-rate  orders  fixing  rates 
below  which  the  carriers  may  not  go."  p.  453. 

18  The  Commission  reviewed  ibis  effect  as  follows:  "The  proposed 
area  tariffs  were  the  result  of  these  meetings  and  are  revisions  of 
the  present  area  tariffs  designed  to  eliminate  further  inequalities  and 
inconsistencies  as  far  as  it  was  deemed  practical  to  do  so,  and  further 
to  increase  commodity  rates  10  percent  over  present  rates  on  quantities 
of  lo,tJOU  pounds.  .  .  .  Such  incr-eases.  however,  were  not  made  in 
all  the  rates,  as  in  a  large  number  of  instances  reductions  in  the 
present  rates  are  proposed  to  meet  competitive  conditions.  A  check 
was  made  of  938  rates  provided  in  the  first  100  items  of  one  of  the 
proposed  area  tariffs  to  ascertain  the  extent  that  present  rates  are 
proposed  to  be  changed  therein.  It  was  found  that  20  percent  thereof 
would  be  unchanged,  25  percent  would  be  reduced,  and  55  percent 
increased.  About  84  percent  of  all  the  increases  were  on  less-than- 
truckload  quantities  of  less  than  10,000  pounds.  It  was  the  testimony 
of  a  witness  for  the  Bureau  that  tests  made  by  application  of  the 
commodity  rates  to  traffic  handled  by  certain  respondents  indicates 
[sic]  that  the  increases  resulting  therefrom  would  approximate  3.5 
percent.  Petitioner  estimates  that  rates  in  the  proposed  area  tariffs, 
on  the  whole,  would  increase  the  present  rates  about  3.5  percent. 
This,  together  with  the  general  increases  made,  in  accordance  with 
those  allowed  rail  lines  in  the  Fifteen  Percent  case,  supra,  will  lesult 
in  a  total  increase  of  approximately  12  penent  in  the  rates  in  effect 
prior  to  March  28,  1938."    8  M.  C.  C.  233.  240-24 1  (1!)3,S ) . 

1'  These  increases  were  described  as  follows :  ".\lthough  the  rates 
proposed  by  the  bureau  would  cause  some  slight  reductions  in  sorae 
instances,  increases  would  predominate.  The  principal  effect  of  the 
projMised  adjustment  would  be  to  increase  the  key-point  rates  applicable 
on  articles  rated   third  class  or  higher.     These  increases  range  from  1 
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creases  in  commodity  and  class  rates  in  New  England 
have  taken  place,  too."  It  has  been  estimated  by  a 
rate-bureau  official  that  rate  increases  of  about  10  per- 
cent and  of  from  5  to  10  percent  respectively  were 
effected  in  Eastern  Territory  by  minimum-rate  deci- 
sions in  the  Middle  Atlantic  and  Trunk  Line  cases." 
Some  of  these  increases  have  been  wiped  out  by  re- 
ductions to  meet  rail  competition  in  important  items  of 
traffic,  such  as  paper  and  candy,  but  it  is  doubtful  that 
all  have  been  cancelled.  Even  where  territorial  mini- 
mum-rate orders  are  not  in  existence,  as  in  the  South- 
ern, Mountain-Pacific,  a;nd  Pacific  territories,  the 
chances  are  that  rates  are  frequently  higher  than  they 
otherwise  would  be  because  of  rate-bureau  procedure 
and  sustained  suspensions. 

The  Commission  also  prevents  many  rate  re(hictH)u.s 
filed  by  individual  carriers  from  becoming  effective. 
A  tabulation ""  of  193  investigation  and  suspension  cases 
decided  by  the  Commission  between  January  1,  1937, 
and  Xovember  12,  1940,  shows  that  of  the  145  filings 
lowering  rates,  where  a  direction  of  rates  was  noted, 
95,  or  approximately  two-thirds,  were  denied  by  the 
Commission.  Only  38  of  these  filings,  or  26.2  percent, 
were  granted  in  whole  and  12,  or  8.2  percent,  were 
granted  in  part.  On  the  other  hand,  of  13  suspended 
filings  to  increase  motor  rates,  8  were  granted,  3  were 
denied,  and  in  2  instances  some  increases  were  allowed 
and  others  were  denied.'^  In  a  large  majority  of  these 
cases  truck-  and  rail-rate  bureaus  were  the  chief  prot- 
estants,  while  shippers  played  the  role  of  sole  prot- 
estant  in  only  3  cases.  The  obvious  effect  of  official 
rejection  of  proposed  rate  reductions  is  to  hold  rates 
above  the  level  that  would  have  prevailed  had  the  in- 
dividual carrier  lieen  free  to  make  his  reduction  effec- 
tive at  will  or  on  statutorv  notice.--    The  fact  that  the 


to  9  cents  on  first  ilass  and  from  1  to  8  cents  on  second  and  third 
class,  but  the  majority  of  the  increases  are  3  cents  on  first  class,  2  cents 
on  second  class,  and  1  cent  on  third  class."  Tenth  Supplemental 
Report,  21  M.  C.  C.  473,  473  (1940).  Opposition  of  certain  motor  car- 
riers on  the  ground  that  no  need  existed  for  such  rate  increases  in 
view  of  lower  costs  of  handliug  traffic  between  key  points  was  noted 
by  the  Commission. 

">«  According  to  Traffl  Morld.  Vol.  LXII,  No.  8.  .\ug.  20.  1H3S,  p. 
332,  "Commission  officials  said  the  increases  in  the  commodity  rates 
authorized  in  the  New  England  decision  could  not  he  stated  definitely. 
There  was  testimony  that  the  proposed  rates  represented  increa.ses  of 
from  11/.  percent  to  3  or  4  percent.  These  percentages  do  not  include 
increases  which  may  be  made  to  align  the  rates  with  the  Ex  Parte 
123  rail  rates."  Cf.  also  New  England  Motor  Carrier  Rates,  Seventh 
Supplemental  Report.  IG  M.  C.  C.  499    (1939). 

M4  M.  C.  C.  68  (19:!7)  and  24  M.  C.  C.  501  (1940),  respectively. 
Estimates  were  given  the  writer  on  an  informal  basis. 

™Made  by  Hunter  Morrison,  Division  of  Marketing  and  Transportation 
Research,  Bureau  of  .Agricultural  Economics,  as  part  of  a  study  of  motor- 
rate  policies  of  the  Interstate  Commerce  Commission   (unpublished). 

-'  Six  cases  involved  applications  for  both  decreased  and  increased 
rates  and  in  29  cases  no  direction  was  noted. 

"'  Even  so,  the  Commission's  .\nnual  Reports  show  that  52,979 
tariff  i)ublications  were  filed  by  common  carriers  of  property  and 
passengers  by  motor  in  the  year  ended  October  31,  1936 ;  63,516,  1937 ; 
72,795,  1938  ;  63.573,  1939 ;  and  65.411,  1940.  For  the  same  periods 
both    retiuests    for    suspension    of    proposed    changes    in    nKilorfreight 
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Commission  acts  pursuant  to  statute  does  not  mitigate 
the  effect  of  suspension  procedure  and  sustained  sus- 
pensions upon  competitive  pricing.  The  rejection  by 
rate  bureaus  of  many  rate  reductions  proposed  by 
individual  carriers  after  discussion  of  their  competitive 
impact  -^  also  tends  to  hold  rates  above  the  competitive 

level. 

Another,  perhaps  the  primary,  effect  ='  of  mininuan- 
rate  regulation  is  greater  stability  of  rates  than  other- 
wise would  have  been  the  case."  Even  if  all  rate  pro- 
posals by  individual  carriers  ultimately  went  into 
effect,  rates  would  be  changed  less  frequently  under 
rate  bureau  and  regulatory  procedure.  Hull  found 
that  delay  in  alteration  of  rates  was  a  primary  conse- 
quence of  bureau  procedure,  and  that  where  necessary 
for  the  individual  carrier  to  appeal  and  exercise  his 
individual    rights    of   filing,    the    time    required    was 


rates  and  fares  and  the  proportion  of  the  total  suspended  increased. 
The  number  of  such  requests  were  217.  682,  787,  1.144,  and  1,380 
for  each  of  these  years,  respectively.  The  percentage  of  the  total 
requests  for  suspension  of  rates  actually  suspended  rose  from  a  low 
of  18.1  percent  in  19.S6  to  32.2  percent  in  1040,  with  a  tigh  of 
38.1  percent  in  1938.  Except  for  1940,  the  percentage  of  requests 
which  the  Commission  refused  to  suspend  varied  within  a  much 
narrower  range,  from  17.3  percent  to  23.4  percent.  The  Commission 
appears  not  to  grant  liberally  special  permission  to  motor  carriers  to 
make  rate  ehaages  upon  less-tban-statutory  notice.  Though  onlj 
18.6  percent  of  the  22,823  applications  for  such  permission  in  the 
period  1936  to  1940  were  denied,  most  applications  granted  were  for 
the  purpose  of  correcting  teihnical  errors  in  tariffs,  complying  with 
rate,  orders,  or  making  changes  of  minor  importance.  It  is  difficult 
to  evaluate  data  showing  tariff  filings,  since  there  is  no  breakdown 
as  to  persons  filing,  direction  of  rate  change,  or  other  essential 
information.  In  any  case  it  is  likely  that  the  more  significant  rate 
reductions  filed  in  terms  of  traffic  and  revenues  are  contested.  More- 
over, as  territorial  minimum  rate  orders  spread,  the  ability  of  indi- 
vidual carriers  to  file  changes  in  rates  lower  than  those  fixed  as 
minima  will  be  lessened.  In  such  cases  carriers  must  first  petition 
for  the  right  to  file  such  changes,  as  revisions  must  be  made  in  out- 
standing orders  if  reductions  are  involved.  It  is  understood  that  ap- 
proximately 5,500  proposals  for  modification  of  outstanding  minimum 
rate  orders  have  been  filed,  most  of  which  changes  in  rates  would  have 
become  effective  had  those  orders  not  been   in  existence. 

^  The  following  comment  by  the  A.  T.  A.  indicates  the  scrutiny  given 
rate  proposals  and  implies  that  rate-bureau  procedure  is  effective 
in  controlling  individual  action :  "Before  hearing  on  any  docket,  the 
proposals  are  carefully  investigated  by  the  bureau  staff.  This  investi- 
gation covers  a  careful  check  showing  a  comparison  of  the  rail-rates 
and  rates  of  other  competing  modes  of  transportation  and  the  present 
and  propo.sed  naotor  carrier  rates.  Consideration  is  also  given  to  the 
rates  from  and  to  points  not  covered  in  the  appliiation.  Every  effort 
is  made  to  make  this  investigation  as  comprehensive  as  possible  be- 
cause no  change  in  rate  should  be  made  until  all  information  has  been 
secured  as  to  its  reasonableness  and  effect  it  will  have  on  other 
movements.  By  this  procedure  needless  suspensions  are  avoided  and 
expenses  kept  to  a  minimum."  [Italics  supplied.]  Motor  Bureau  Rate 
Proeedure.  op.  cit.,  n.  2. 

=' According  to  Zoll,  '"The  effect  of  the.se  minimni  rate  orders,  in 
short,  has  been  not  to  freeze  the  rate  structure,  but  rather  to  discourage 
rate  cutting  and  to  put  reductions  under  a  supervision  by  the  Commis- 
sion which  is  nnich  closer  than  is  practicable  in  the  ordinary  procedure 
under  which  changes  in  rates  may  be  suspended  for  investigation." 
Op.  cit.,  p.  455. 

"The  Commission  observed  in  its  52nd  Annual  Report,  Nov.  1,  1938, 
p.  83,  that  "A  promising  beginning  has  been  made  in  the  accomplish- 
ment of  one  of  the  prime  purposes  of  regulation,  that  is  the  establish- 
ment of  stable  and  reasonable  rates  *  ♦  *  "We  believe  that  they 
[early  territorial  minimunjrate  orders]  will  furnish  the  foundation  for 
the  establishment  of  stable  and  consistently  adjusted  rate  structures." 


usually  8  months.-''  The  above-mentioned  tabulation 
of  193  investigation  and  suspension  cases  involving 
motor-freight  rates  decided  in  the  period  January  1, 
1937,  to  November  12,  1940,  showed  long  delays  where 
filed  rate  changes  were  contested  before  the  Commission. 
For  example,  48.3  percent  of  176  of  these  decisions,  for 
which  definite  dates  were  available,  required  a  period 
of  over  6  months  between  the  effective  date  of  the 
proposed  tariff  and  the  end  of  the  suspension  period. 
The  delays  involved  in  securing  modifications  in  areas 
where  territorial  minima  have  been  prescribed  are  not 
known,  but  they  must  be  significant.-'  Obviously, 
under  such  conditions  rates  must  become  more  inflexi- 
ble, un]e.ss  carriers  risk  large  penalties  for  violating 
the  law  by  departures  from  field  tariffs  and  prescribed 
minima.  Rate  changes  would  certainly  be  more  fre- 
quent in  an  industry  such  as  trucking,  if  managerial 
judgment  were  unrestricted  by  rate  bureaus  and  regu- 
latory action. 

A  third-rate  tendency  under  minimum-rate  regula- 
tion is  greater  uniformity  as  between  carriers  offering 
different  services  which  nevertheless  are  substitutable 
when  proper  price  differentials  exist.  The  logical 
effect  of  citing  the  rates  in  the  tariffs  of  the  bureaus 
dominated  by  the  largest  carriers  as  reasonable  minima 
for  large  traffic  territories  is  to  produce  rate  uniform- 
ity. The  only  significant  escape  from  this  result  would 
lie  in  action  by  individual  carriers  to  cut  below  pre- 
scribed rates,^^   for   minimum   rates   tend   to   become 


-"  He  concludiMl  :  "The  effect  of  the  bureaus  on  the  rate  structure, 
therefore,  is  primarily  to  introduce  delay  in  the  procedure  of  alteration." 
This  effect  was  found  particularly  true  where  the  proposal  of  an  indi- 
vidual carrier  is  disapproved  through  each  step  of  bureau  procedure 
before  filing  upon  the  basis  of  individual  action  is  permitted.  In  the 
case  of  the  .Southern  Motor  C.arriers  Rate  Conference,  Mr.  Hull  found  : 
"When  publication  is  finally  mar'e  on  the  completion  of  the  circuit 
described,  it  has  usually  been  8  months  since  the  proposal  appeared. 
The  shortest  possible  time  before  taking  eff(  ct  Is  approximately  94  days, 
for  according  to  rules  of  most  con?nussions  a  rate  must  be  filed  for  30 
days  before  becoming  effective."  Federal  and  State  Control  Over  Freight 
Bates  in  the  Trucking  Industry,  op.  cit.,  pp.  70  and  69-70,  respectively. 

=•  The  Commission  has  made  it  clear  that  it  does  not  wish  to  freeze 
rates :  "It  is  not  intended  to  freeze  the  classification,  rates,  ratings, 
rules,  or  practices  within  the  territory  embraced  by  our  findings 
herein  •  »  *  all  parties  should  be  afforded  opportunity  at  any 
time  to  petition  for  amendment  or  modification  of  the  order  whenever 
necessar  yand  propi'r  *  *  *"  Midu^estern  Motor  Carrier  Rates,  27 
M.  C.  C.  297.  319  (1941).  Despite  such  expectations,  the  delays  in- 
herent in  present  rigulatory  procedure  cannot  avoid  a  considerable 
amount  of  freezing  of  established  or  existing  rates.  According  to 
Conmiiasioner  Eastman  "under  the  orders  *  *  *  no  such  change 
[in  rates]  can  be  initiated  by  a  carrier,  unless  the  order  is  modified. 
Hence,  whenever  such  a  change  is  desired,  a  formal  petition  must  be 
filed,  and  we  must  take  formal  action  granting  or  denying  the  modi- 
fication sought  *  »  •  the  practical  effect  has  largely  been  to 
eliminate  the  statutory  procedure  even  when  increases  in  rates  are 
desired,  for  carriers  are  apparently  seldom  willing  to  risk  such  an 
increa.se  without  protection  of  a  corresponding  change  in  the  prescribed 
minimum."     24  M.  C.  C.  501,  627-28  (1940). 

=-  In  this  case  such  reduced  rates  would  have  to  be  defended  before  the 
Comiraission.  or  the  risk  of  violating  filed  tariffs  by  secret  rate  cutting 
would  have  to  he  accepted.  In  at  least  one  case  the  Commission  has 
held  that  a  proposed  rate  is  not  unlawful  merely  because  lower  than  a 
prescribed  rate.  McCormiek  Transfer,  Commodities  in  Massachu.^^etts 
and  New  Hampshire,  22  M.  C.  C.  385  (1940). 
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actual  rates.  Where  minima  do  not  become  maxima, 
some  variation  according  to  service  differentials  might 
appear.  To  achieve  rate  uniformity,  it  probably  has 
been  necessary  to  raise  the  rates  of  the  smaller  carriers 
higher  than  the  quality  of  their  service  or  their  costs 
would  justif}'.''  The  encouragement  to  go  along  with 
the  majority  and  the  discouragement  to  individual  ac- 
tion on  rates  under  present  regulatory  procedure  also 
tend  to  promote  uniform  rates. 

The  tendency  toward  greater  rate  uniformity  seems 
to  be  working  itself  out  substantially  on  the  basis  of 
rail  rates.  A  widespread  movement  to  adjust  motor- 
freight  rates  to  rail  levels  and  in  accordance  with  rail 
structures  is  under  way.^"  Organized  motor  carriers 
liave  shown  a  strong  disposition  to  adopt  rail  classifica- 
tions as  a  basis  for  their  rates,  except  in  New  England. 
AVhen  rails  and  motors  are  competing  keenly,  it  is  to  be 
expected  that  the  two  agencies  will  tend  to  charge  the 
same  rates  for  similar  services.  However,  large-scale 
efforts  to  stabilize  motor  rates  on  the  rail  basis  and  to 
return  to  a  value-of-service  rate  structure  could  hardly 
be  successful  without  some  substitution  of  monopoly 
power  for  the  vigorous  competitive  strife  prevailing 
prior  to  the  Motor  Carrier  Act. 

A  Critique  of  Rate  Tendencies 
Under  Present  Control 

The  attempt  so  far  has  been  to  describe  the  rate  tend- 
encies taking  place  under  regulated  markets  for  motor- 
freight  service.  It  is  for  the  public  to  decide  whether 
these  tendencies  are  desirable  ones  for  public  policy  to 
stimulate.  However,  some  critical  comment  of  a  sug- 
gestive and  exploratory  nature  directed  to  the  more  im- 


-f*  Coninij.ssioner  Eastman  has  raised  a  question  in  Trunk  Line  Terri- 
tiiry  Motor  Currier  Rates,  24  M.  C.  C.  501,  601  (ItMO),  regarding  the 
tendency  to  standardize  rates  despite  service  variations  between  large 
and  small  carriers  :  "*  *  •  I  aro  not  wbolly  satisfied  that  a  uniform 
rate  structure  for  all  the  motor  common  carriers  in  this  territory  is 
desiralile  and  in  the  public  interest.  There  are  many  S7nall  carriers 
operating  under  peculiar  or  special  conditions  uhich  man  uirll  justify 
snhxtantial  departures  from  a  uniform  b<isis."      [Italics  supflplied.l 

*'This  is  described  on  p.  4  in  the  Petition  6y  the  National  Industrial 
Trafio  League  for  Suspension  and  Itivestigation  of  supplements  filed 
by  the  Central  States  Motor  Freight  Bureau,  Inc.,  effective  April  20, 
1^)41,  as  follows:  "By  concerted  action,  the  oiganizrd  motor  common 
carriers  in  the  entire  territory  north  of  the  Mason  and  Dixon  Line  and 
east  of  the  Rocky  Mountains  are  flaunting  these  statutory  principles 
aiui  requirements  by  seeking  to  establish  as  the  tariff  rates  of  each 
and  eveiy  motor  common  carrier  throughout  that  territory,  arbitrarily, 
the  full  rate  basis  currently  maintained  by  the  railroads  •  *  • 
Such  concerted  program  was  initiatfd  in  conferences  and  m'^etings  of 
the  American  Trucking  Assoiation,  Central  States  Motor  Freight  Bureau, 
Middle  Atlantic  States  Motor  Carrier  Conference,  Mid-Western  Motor 
Freig^it  Bureau  and  other  organizations,  not  as  a  bona  fide  movement 
in  the  direction  of  increasing  rates  *  *  *  as  a  revenue  njeasure, 
designed  to  produce  needed  earnings  to  meet  alleged  increased  operating 
expenses,  but  for  the  avowed  purpose  of  placing  the  trucking  industry 
in  a  better  position  to  get  the  Commission  to  suspend  and  eventually 
condemn  widespread  reductions  in  rati  s  which  it  was  anticipated  the 
railroads  •  •  •  would  publish  in  the  early  future  •  •  *" 
Cf.  also  Tralfio  World,  vol.  LXVII.  No.  17,  April  26.  1941.  pp.  1053-1055, 
.jnd  Transport  Topics,  issues  for  April  7,  2,S,  and  May  5,  12,  1941. 


portant  tests  applied  by  the  Commission  in  prescribing 
or  testing  reasonable  minimum  rates  is  justified." 

In  its  teri'itorial  minimum-rate  orders  the  Commis- 
sion has  generally  approved  the  rate  proposals  of  the 
dominant  rate  bureaus  as  reasonable  minima  for  all 
carriers.  The  question  is  whether  the  Commission 
has  been  sufficiently  critical  of  the  claims  made  by  the 
carriers  for  stabilized  rates  on  higher  levels.  Since 
carrier  motivation  is  clearly  dominant  in  recent  exten- 
sions of  regulation,  it  seems  reasonable  to  expect  the 
Commission  to  proceed  to  invoke  the  minimum-rate 
power  on  this  basis  only  wlien  a  clear  case  has  been 
made  that  the  whole  public  interest  will  suffer  unless 
rates  are  stabilized  at  existing  levels  or  raised.  Other- 
wise official  response  to  appeals  for  the  use  of  this 
power  would  seem  too  favorable  to  the  welfare  of  the 
carriers  working  concertedly  and  actively  toward 
higher  and  more  stable  rates  and  too  unfavorable  to 
shippers  and  to  carriers  not  wishing  to  go  along  with 
the  majority  or  the  large  carriers.^^ 

The  Commission  has  held  that  the  drastic  use  "  of 
its  minimum-rate  power  involved  in  its  early  terri- 
torial minimum-rate  orders  was  justified  by  the  emer- 
genej'  financial  situations  confronting  the  motor  car- 
riers petitioning  for  such  governmental  action.  The 
rationale  of  the  emergency  condition  offered  as  a  basis 
for  public  action  was  simple.  Rate  cutting  and  in- 
creased costs  had  wiped  out  profits  or  even  brought 
losses  for  most  firms,  a  situation  destructive  to  "sound 
economic  conditions"  in  the  industry.  In  time  service 
would  be  impaired  or  become  inadequate  for  public 
needs.  Since  the  efforts  of  the  larger  carriers  to  con- 
trol the  situation  had  failed,  the  powers  of  government 
must  be  exercised  against  recalcitrant  carrieji-s  and 
shippers  seeking  rate  advantages  by  putting  pressure 
on  individual  carriers. 

Though  a  full  examination  of  trends  in  traffic  and 
operating  expenses  and  of  other  facts  of  record  in  lead- 
ing cases  would  be  necessary  to  reveal  fully  the  wisdom 
of  the  Commission's  interpretation  of  such  emergency 
situations,  some  comment  can  be  made  on  tlie  basis  of 
facts  from  case  records  summarized  in  the  Commis- 


"  Cf.  Tart  I,  Section  III,  1,  this  report,  for  a  review  of  the  declared 
bases  of  the  Commission's  policies  in  regard  to  minimum-rate  regulation 
for  motor  carriers. 

"  It  is  unlikely  that  the  carriers  active  in  controlling  the  market 
^^ould  be  primarily  concerned  with  the  larger  public  interest.  They 
would,  however,  be  limited  in  exerting  pressure  upon  the  Commission 
for  governmental  support  of  Iiigher  rates  by  fear  of  private  carrier, 
unregulated  carrier,  or  rail  competition  and  by  the  ability  of  the  traffic 
to  hear  higher  rates. 

'''  Commissioner  Eastman  stressed  this  characterization  in  his  partial 
dissent  in  the  Trunk  Line  case  as  follows:  "This  is,  it  is  unnecessary 
to  say,  very  drastic  action,  and  quite  unpreccdentt  d  so  far  :is  our  reg- 
ulation of  railroad  rates  is  concerned."  24  M.  C.  C.  501,  626  (1940). 
This  note  of  caution  is  noteworthy,  since  it  comes  fron?  one  of  the  most 
infitiential  advocates  of  the  theory  of  nearly  uniform  regulation  by 
one  body. 
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sion's  decisions.  First,  emergency  conditions  of  finan- 
cial demoralization  and  rate  cutting  seem  to  have  been 
continuous  since  the  1937-38  depression,  in  spite  of 
improved  traffic  levels,  higher  rates,  and  improved  earn- 
ings in  the  motor  freight  field.  Thus  a  question  sug- 
gests itself  as  to  whether  the  Commission  has  given 
sufficient  attention  to  the  changed  economic  conditions 
of  the  last  3  j'ears.  Commissioner  Eastman,  a  leading 
advocate  of  present  policy,  has  raised  the  question 
whether  an  emergency  still  existed  in  1940  in  view  of 
the  improved  earnings  in  1939  and  the  winter  months 
of  1940  as  compared  with  similar  periods  in  1938.'' 
Moreover,  although  the  Commission  said  that  cost  data 
of  record  in  Midwestern  Motor  Carrier  Rates  were  too 
limited  to  permit  drawing  conclusions  on  tliis  basis, 
it  nevertheless  prescribed  minimum  rates  for  the  Mid- 
western Territory  within  the  last  year.^°  Second,  the 
emei'gency  situation  found  in  the  early  territorial  cases 
described  conditions  during  a  very  sharp  business  re- 
cession. For  example,  in  the  Central  Territory  case 
the  Commission  based  its  findings  upon  data  for  1937 
and  the  first  2  months  of  1938.  The  last  6  months  of 
1937  and  the  first  2  months  of  1938  were  recession 
months.  Motor  carriers  naturally  experienced  a  de- 
cline of  volume  and  revenues  along  with  other  busi- 
nesses in  this  recession.     Low  profits  or  losses  in  such 


« /6id.,  625-631  ;  also  footnote  38.  p.  200,  sufira.  It  may  be  noted, 
however,  that  the  Commis.sion  recentl.v  denied  petitions  for  a  minimum 
rate  order  to  increase  numerous  eommodit.v  rates  in  New  Kn^land  terri- 
tory. It  said  :  "We  can  take  official  notice  of  the  fact  that  the  tonnnge 
transported  by  motor  carriers  in  New  England  has  increased  substan- 
tially in  recent  months  because  of  the  activity  in  di-fiMise  industries." 
NcK  England  Motor  Carrier  Rates,  30th  Supplemental  Report  (Sept.  S, 
1941),  MimeoKraph  decision,  p.  5.  Welcome,  though  belated  recog- 
nition of  changed  conditions  is  to  be  seen  in  the  Commission's  orders 
of  March  26,  1942,  requiring  parties  to  the  blanket  minimum  motor  rate 
proceedings  in  Trunk  Line,  Centra!,  New  England,  and  Midwestern  Ter- 
ritories "to  show  cause  in  writing  on  or  before  .\pril  27,  1942,  why  the 
effectiveness  of  the  orders  heretofore  entered  in  *  *  *  [Ex  Parte 
Nos.  MC-20,  -21,  -22,  --23]  «  •  «  prescribing  minimum  rates 
should  not  be  suspended." 

"''  In  this  case  the  Commission  prescribed  minimum  rates  for  a  large 
area  in  Illinois,  Indiana,  Iowa,  northeastern  Kansas,  nortbern  Missouri, 
and  eastern  Nebraska.  As  to  the  reliability  of  the  cost  data  it  said : 
"The  respondents,  with  minor  exceptions,  offered  no  evidence  of  costs 
of  operation.  Certain  shippers  presented  cost  studies  based  on  their 
own  operations  as  private  carriers.  Reports  prepared  by  the  accounting 
section  of  the  Bureau  of  Motor  Carriers,  ba.sed  on  *  *  *  revenues, 
expenses,  and  income  for  1937  and  the  first  nine  months  of  1938  of  84 
Class  I  carriers  •  •  •  were  received  in  evidence.  No  conclusions 
can  be  predicated  on  the  limited  cost  data  available.  27  M.  C.  C.  297,  301 
(1941).  This  order  apparently  did  not  raise  rates,  though  it  serves  to 
prevent  them  from  falling  in  part  on  the  theory  of  financial  denjiraliza- 
tion.  On  p.  316  the  Commission  said :  "The  level  of  the  rates  herein 
proposed  is  in  the  aggregate  on  a  lower  basis  than  that  prevailing  prior 
to  the  hearing-i.  If  no  remedial  action  is  taken  by  us,  the  rate  war  will 
continue,  the  financial  condition  of  the  carriers  will  become  v>orse,  and 
the  preference  and  prejudice  between  shippers  and  localities  will  be 
extended  *  •  *  The  cvitlence  is  conclusive  that  in  order  to  improve 
the  financial  condition  of  common  carriers  by  motor  vehicle  in  the  terri- 
tory under  consideration  *  *  *  an  order  *  *  *  is  essential." 
[Italics  supplied.]  For  referenci  s  to  lack  of  cost  and  financial  data 
in  other  territorial  cases,  cf.  New  Ennland  Motor  Carrier  Rates,  8 
M.  C.  C.  287,  301  (1038)  :  and  Rates  Over  Freight  Forwarders,  Inc- 
corporafed,  4  M.  C.  C.  68,  75  (1937). 


a  period  were  to  be  expected  and  in  any  case  seem  an 
insecure  basis  for  continuance  of  minimum  rates  estab- 
lished with  reference  to  depression  conditions  long  after 
they  have  been  replaced  by  recovery  and  prosperity. 

The  further  comment  may  be  made  that  the  Com- 
mission apparently  has  relied  very  heavily  upon  state- 
ments of  revenues,  expenses,  and  earnings  of  the  class  I 
carriers  (annual  revenues  above  $100,000)  in  deter- 
mining whether  to  prescribe  minimum  rates  in  territo- 
rial cases.  In  the  Central  Territory  case,  questionnaire 
returns  from  :^()()  class  I  carriers  for  1937  and  the 
first  two  months  of  1938  were  considered.  These 
showed  that  this  group  suffered  an  operating  loss  of 
$434,832.94  in  1937  and  $607,616.64  for  the  first  2 
months  of  1938  (normally  slack  months).  No  data  as 
to  the  operating  results  of  the  more  numerous  and 
smaller  class  II  and  III  carriers  (revenues  from  $25,000 
to  $100,000  and  less  than  $2.5,000  respectively)  were 
cited  in  the  report.  Thus,  unless  the  record  contained 
data  relative  to  class  II  and  III  carriers  not  cited  in 
the  report,  it  is  questionable  whether  the  unprofitable 
situation  portrayed  is  closely  representative  of  the  con- 
dition of  the  entire  industry  in  this  territory.'^  Hence 
in  prescribing  the  minimum  rates  for  both  large  and 
small  carriers,  it  would  appear  that  the  financial  con- 
dition of  the  large  carriers  may  have  received  too  much 
weight  by  the  Commission. 

The  industry  average  cost  standard  for  fixing  mini- 
mum rates  is  particularly  defective  as  an  economic 
guide  when  the  average  used  is  based  upon  the  costs 
of  the  high-cost  firms.  For  then  an  umbrella  is  held 
over  the  inefficient  carriers.  Competitive  pressure  from 
the  more  efficient  concerns  eager  to  expand  their  market 
by  reducing  prices  is  lessened,  and  other  devices,  such 
as  dressing  uj^  the  service  and  traffic  solicitation,  tend 
to  be  substituted.  Such  outlets  for  competitive  activity 
frequently  lead  to  increased  rather  than  lower  costs 


^*  The  relative  importance  of  class  I  property  carriers  as  com- 
pared with  the  other  two  classes  combined  is  shown  for  the  country 
as  a  whole  by  the  following  quotation  from  a  recent  report  by  the 
Commission  ;  "In  1939,  (lass  I  property  carriers  represented  4.5  percent 
of  the  total  number  of  intercity  carriers  subject  to  the  Commission's 
general  jurisdiction,  operated  32  percent  of  the  total  power  units, 
accounted  for  44  percent  of  the  total  vehicle-miles,  and  carried  48 
percent  of  the  total  tons.  Conversely,  class  II  and  III  carriers  ac- 
counted for  95.5,  08,  56,  and  52  percent,  respectively."  Federal  Regu- 
lation of  the  Si:cs  and  Weight  of  Motor  Tehieles,  op.  cit.,  p.  612. 
Moreover,  on  the  basis  of  facts  cited  in  the  report  in  Central  Terri- 
tory Motor  Carrier  Rates,  8  M.  C.  C,  233,  238-239  (1938),  it  is  clear 
that  great  weight  was  given  the  condition  of  very  large  concerns. 
A  group  of  13  of  the  200  class  I  carriers  was  regarded  typical,  yet 
this  group  sustained  a  loss  of  $668,064.40  in  1937  as  compared  with 
an  operating  loss  for  all  200  carriers,  including  the  selected  13,  of 
only  $434,832.94.  Moreover,  the  average  revenues  of  the  200  carriers 
were  $440,245  in  1937  but  $1,464,086  for  the  smaller  group  of  13 
carriers  selected  as  typical  in  part  because  "*  *  *  they  transport 
general  commodities  and  have  operations  in  substantially  every  part 
of  the  territory,  some  being  large  and  other  small."  If  small  carriers 
were  included  to  any  extent,  the  larger  carriers  must  have  been  very 
large. 
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in  the  long  run.  The  Commission  has  held  that  it 
must  base  its  findings  in  territorial  minimum-rate  cases 
upon  average  costs  of  all  carriers  rather  than  upon 
the  costs  of  individual  carriers,'*^  and,  as  illustrated 
above,  it  seems  generally  to  have  relied  iipon  the  aver- 
age costs  and  financial  condition  of  class  I  carriers  or 
selected  carriers  of  this  group.  As  slight  evidence  is 
available  that  these  larger  carriers  are  usually  to  be 
found  in  the  low-cost  group  and  some  exists  suggesting 
that  frequently  they  are  not,  the  question  suggests  itself 
whether  the  Commission  has  not  based  prescribed  mini- 
miun  rates  in  ^^  territorial  orders  on  a  rather  high 
industry  average  cost.  In  this  connection  it  is  note- 
worthy that  it  iias  usually  been  the  larger  carriers  who 
have  pressed  for  minimum  rate  orders  and  uniform 
rates.  The  smaller  carriers  have  generally  been  less 
enthusiastic  and  frequently  are  the  ones  that  actively 
seek  downward  modifications  of  the  minimum  rate 
orders.  Though  in  part  this  interest  in  lower  rates 
may  be  due  to  ignorance  of  costs,  it  probably  reflects 
lower  costs  or  that  small  carriers  give  lower  quality 
services  costing  less  to  produce.  In  view  of  the  lack 
of  data  for  small  carriers,  it  would  seem  judicious  for 
the  Commission  to  refrain  from  invoking  the  minimum 
rate  power  with  respect  to  the  traffic  of  large  territories 
until  the  needed  data  are  at  hand  or  at  least  to  do  so 
only  when  the  emergency  is  very  obvious  as  in  times 
of  general  business  depression. 

It  is  not  possible  to  say  definitely  whether  the  motor 
freight  rate  increases  effected  by  the  minimum  rate  or- 
ders would  otherwise  have  taken  place  to  the  same  ex- 
tent. Aggregate  expenses  of  operation,  other  than 
those  traceable  to  regulation,  have  increased  since  1938, 
but  revenues  have  also  increased  in  response  to  the 
higher  levels  of  traffic.  Whether  unit  costs  have  in- 
creased generally  is  not  known,  although  the  better-load 
factors  after  recovery  set  in  must  tend  to  some  extent  to 
offset  factors  contributing  to  increases.  If  unit  costs 
have  increased,  the  chances  are  that  the  rate  level  would 


''  In  Central  Territory  Motor  Carrier  Rates,  it  said :  "It  is  im- 
practicable to  prf»scribe  rates  based  upon  the  costs  of  individual  car- 
rier or  groups  of  carriers.  To  do  so  would  only  perpetuate  the  de- 
structive competitive  practices  which  now  prevail.  Necessarily,  the 
rates  which  we  prescribe  are  affected  by  cost  and  they  must  be  based 
upon  the  average  cost  of  all  carriers  handling  the  various  kinds  of 
traffic."  Apparently  doubting  the  adequacy  of  its  cost  sample,  the  Com- 
mission said  in  the  next  sentence :  "We  are  of  the  opinion,  however,  that 
in  this  territory,  at  least  for  the  time  being,  considerations  other  than 
cost  must  influence  the  Ie%-el  of  rates  which  is  to  be  charged  by  respon- 
dents."    8  JI.  C.  C.  233,  256    (inSS). 

^  Herbert  F.  Taggart  found  that  industry-average  cost  worked  out 
too  high  as  a  basis  for  minimum  prices  under  the  NR.-V.  "All  of 
the  NRA  experiences  point  to  this  conclusion.  In  every  case,  if 
the  prices  were  fixed  upon  averages  at  the  time  they  were  adopted, 
they  were  substantially  reduced  as  time  went  on.  The  reason  is 
not  hard  to  find.  The  average  was  too  high.  The  minimum  price 
immediately  became  the  maximum',  quite  contrary  to  the  only  justifiable 
theory  of  a  minimum."  Minimum  Prices  under  the  N.  R.  A.,  University 
of  Michigan  Tress,  193G,  p.  388. 


have  tended  upward  without  prescription  of  minimum 
rates.  However,  the  fact  that  organized  groups  of  car- 
riers have  exerted  vigorous  pressui-e  upon  the  Commis- 
sion for  minimum-rate  orders  indicates  that  it  is  un- 
likely that  rates  would  have  risen  as  rapidly  or  as  far 
as  when  supported  by  Government  power. 

Attention  should  also  be  given  to  the  bases  cited 
by  the  Commission  in  finding  particular  proposed 
rates  unlawful.  Perhaps  the  chief  test  of  reasonable- 
ness employed  has  been  whether  truck-mile  revenues 
from  a  proposed  rate  would  be  sufficient  to  cover  aver- 
age costs  of  some  type,  often  the  carrier's  truck-mile 
costs.  For  our  purposes  it  is  sufficient  to  note  that 
the  historical  average  cost  of  the  proposing  carrier  is 
commonly,  though  not  universallj'^^,  regarded  as  a  sig- 
nificant test  of  whether  a  proposed  rate  is  compensatory. 

Such  an  average-cost  basis  is  sometimes  defended  as 
an  instrument  to  make  competition  work  more  effec- 
tively by  reducing  extreme  rate  fluctuations.  But  the 
Commission's  rejection  in  numerous  cases  of  contested 
rates  that  do  not  cover  fully  allocated  costs  does  not 
necessarily  achieve  this  end;  downward  rate  fluctua- 
tions may  be  quite  essential  to  proper  adjustment  in 
supply  and  demand.  For  example,  the  case  of  joint 
cost  may  be  mentioned.  The  Commission  has  infre- 
quently distinguished  between  situations  involving 
joint  costs,  such  as  unbalanced  hauls,  and  other  situ- 
ations when  it  applies  the  average-cost  test  A  ran- 
dom sample  of  21  I.  &  S.  motor  freight  rate  cases  in- 
volving the  question  of  lawfuhiess  of  proposed  rates 
based  upon  marginal  costs  plus  something  toward  joint 
cost  on  the  back-haul,  reveals  that  the  Commission  re- 
jected the  proposed  rates  in  20  instances  wholly  or 
partially  because  the  proposed  reduced  rates  would 
fail  to  cover  full  unit  cost,  though  the  rejected  rates 
apparently  would  adequately  cover  out-of-pocket  cost." 
Some  of  the  reports  in  these  cases  contained  traffic 
data  showing  clearly  that  traffic  tends  normally  to  be 
unbalanced.  Economic  pricing  in  such  joint-cost  situ- 
ations requires  that  primary  consideration  be  given  to 
demand  factors,  not  to  cost.  So  long  as  a  rate  covers 
out-of-pocket  costs  and  is  as  far  above  such  costs  as 
market  demand  justifies,  it  is  economic  and  in  accord- 
ance with  competitive  pricing  under  the  circumstances. 
Such  pricing  would  have  the  advantage  of  reducing 
excess  capacity  on  the  back-haul  and  of  reflecting  lower 
unit  costs. 


»sCf.  Lindley  Trunk  Co.,  Commodities  in  Midwestern  States,  23 
M.  C.  C.  705  (1940),  and  Barbour  Transp.  Co.,  Inc.,  Commodities,  Cof- 
feyville,  Kans..  22  M.  C.  C.  251,  25.S  (19-10). 

"The  leading  case  is  Refrigerator  Material  From  Memphis,  Tenn.,  to 
Dayton,  Ohio,  4  M.  C.  C.  187  (1938).  The  principle  here  laid  down 
has  been  referred  to  in  many  subsequent  decisions.  Cf.  4  M.  C.  C. 
589  (1938),  12  M.  C.  C.  447  (1939),  17  M.  C.  C.  447  (1939),  18 
M.  C.  C.  265    (1939),  21  M.  C.  C.  86   (1939),  22  M.  C.  C.  529    (1940). 
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Similarly,  a  rate  no  lower  than  fully  allocated  costs 
is  not  an  ideal  competitive  rate  in  situations  where 
excess  capacity  from  under-utilization  of  a  motor-car- 
rier's facilities  has  developed  from  a  shift  in  demand 
or  over-expansion.  Though  differing  from  a  back- 
haul situation  in  being  a  more  temporary  condition, 
the  use  of  the  average  cost  standard  in  this  case  would 
require  minimum  rates  to  be  raised.  Under-utiliza- 
tion  increases  the  firm's  average  unit  costs,  but  the 
higher  rates  required  to  cover  fully  allocated  costs 
would  only  discourage  market  demand  and  add  to 
under-utilization.  It  would  be  more  economic  pricing 
to  disregard  overhead  elements  temporarily  by  quoting 
lower  rates,  so  long  as  they  returned  some  contribu- 
tion toward  overhead  by  exceeding  the  firm's  mar- 
ginal costs.  Thus,  the  firm's  profits  would  be  maxi- 
mized or  its  losses  minimized,  and  the  rate  would  be 
permitted  to  have  its  fullest  effect  in  stimulating  de- 
mand and  discouraging  supply. 

The  great  dangers  of  the  program  of  minimum-rate 
control  are  that  the  minimum  rates  selected  will  be  so 
high  as  to  protect  the  inefficient  motor-carrier  firms 
and  the  railroads;  and  that  stabilization  will  make 
rates  too  inflexible  on  the  down-side  when  lower  rates 
are  necessarj'  to  pass  on  the  benefits  of  new  techniques, 
to  adjust  over-extended  facilities,  and  to  reduce  excess 
capacity  from  unbalanced  traffic.  A  prime  defect  of 
attempting  to  adjust  supply  and  demand  by  rate  con- 
trols is  that  rates  based  upon  the  requirements  of  a 
fair  return  do  not  disclose  the  condition  of  invest- 
ment.*^ If  the  industry  is  overbuilt,  such  controls 
tend  to  hold  an  umbrella  over  all  invested  capital.  In 
this  case  rates  should  be  allowed  to  fall,  even  if  the 
rate  cutting  may  seem  destructive  at  the  time.  How- 
ever, where  carrier  motivation  is  dominant  in  public 
control,  as  it  clearly  is  under  present  policies,  the 
pressure  exerted  by  industry  groups  for  more  stable 
and  higher  rates  by  minimum  rate  orders  is  likely 
to  win  out  over  consumer  criteria.  This  is  shown  by 
the  action  of  Division  5  of  the  Commission  in  placing 
the  burden  of  proof  upon  the  carrier  proposing  a  re- 
duced rate,  even  before  this  standard  was  clearly  pro- 
vided in  the  Transportation  Act  of  1940.*=  Thus, 
under  this  interpretation  many  proposed  reduced  rates 
were  found  unlawful  where  the  carrier  proposing  the 
rate  reductions  failed  to  support  them  with  satisfac- 
tory cost  information,  even  though  protestants  appar- 
ently liad  not  proved  them  noncompensatory.*^     The 


tj'pes  of  rate  effects  now  taking  place  do  not  appear  to 
bring  advantages  to  shippers  and  consumers,  except  for 
the  possibility  of  lower  costs  by  lessening  business  risk 
from  more  stable  rates  and  improved  service  in  the 
long  run.  With  direct  user  benefits  so  difficult  to 
trace  and  data  on  profits  and  carrier  financial  condi- 
tion so  incomplete,  it  would  seem  wise  for  the  regula- 
tory body  to  proceed  cautiously  in  recognizing  the 
claims  of  the  large  carriers  for  Government  imple- 
mentation. 

Effects  of  Regulation  on  Service 

An  attempt  to  state  the  practical  implications  of 
present  regulation  upon  motor-carrier  service  is  consid- 
erably frustrated  by  the  lack  of  data  and  thorough 
studies  of  the  problem.  Thousands  of  certificate  and 
permit  cases  would  have  to  be  analyzed,  or  a  reliable 
sampling  procedure  developed.  However,  a  few 
suggestive  comments  can  be  made. 

First,  some  strait-jacketing  of  service  into  rigid 
molds  is  apparently  resulting  from  limitations  on 
routes,  services,  and  commodities  placed  on  particular 
carriers.  This  was  illustrated  when  the  Commission 
required  that  separation  of  regular  and  irregular-route 
operations  be  maintained  even  after  two  carriers  were 
combined.  This  condition  was  referred  to  by  Commis- 
sioner Porter  as  "regulation  gone  mad.""  The  limi- 
tation placed  by  the  Commission  in  many  certificates 
and  permits  that  no  back-haul  traffic  for  compensation 
may  be  accepted  by  a  carrier  not  having  such  traffic  on 
the  1935  "grandfather  date''  and  subsequently  is  an- 
other example  of  rigidities  introduced  by  regulation.*^ 
Carriers  securing  "grandfather"  rights  to  operate  are 
also  not  permitted  to  haul  commodities  which  they  had 
been  hauling  subsequent  to  the  effective  date  of  the 


*'  Cf.  Harry  L.  Purdy,  "The  Regulation  of  Transportation  Rates," 
The  Annals..  American  .\fa(ieniy  of  Political  and  Social  Science.  Vol. 
187,  September  1936.  pp.  .IT-fiT. 

*=  Cf.  Part  I,  Section  III,  1,  this  report. 

"For  example,  cf.  Rates  of  Lambert  Transjer,  3  M.  C.  C.  651  (1937), 
Rates  Over  Carpet  City  Trucking,  4  M.  C.  C.  589  (1938)  and  Con- 
jectioncru  ana  Shoes   Orer  Reliabte   Transfer,   11   M.   C.    C.    71    (1939). 


Later  a  m.ijority  of  the  whole  Commi.'sSion  found  that  the  Motor 
Carrier  Act  had  not  placed  the  burden  of  proof  upon  the  carrier 
proposing  reduced  rates.  Consolidated  Freight  Company,  Commodities 
from  Flint.  Mieh.,  21  M.  C.  C.  329  (1940).  Following  this  decision 
reduced  rates  w^ere  more  frequently  approved  in  I.  and  S.  decisions, 
for  the  Protestant  now  had  to  put  forward  a  real  ease  against  such 
managerial  action. 

^^  B.  d-  E.  Transpnrtat'-on  Co.,  Inc. — Ptirehase — Merchants  Transpoi-1a- 
tian.  Inc.,  36  M.  C.  C.  561.  561  (1941).  Conjmissioner  Porter  said: 
"The  distinction,  however,  which  the  B.  &  E.  is  required  to  observe 
forever  and  a  day  between  the  recrular-route  operations  now  owned  and 
the  irregular-route  operations  purchased  is  regulation  gone  mad.  If, 
06  a  regular  manner  of  hauling,  the  purchaser  saves  time  and  money 
and  wasteful  transportation  by  avoiding  the  congested  city  of  New 
York,  that  is  bad  and  is  hero  condemned,  but  if  he  does  so  only  oc- 
casionally 80  as  to  preserve  the  superfine  distinction  between  regular 
and  irrefjular  operatio7ts,   that  is  good."      [Italics  supplied.] 

«  For  examples,  cf.  Martin  Adamek  Common  Carrier  Application,  16 
M.  C.  C.  641  (1939),  and  W.  R.  ItoUand  and  S.  R.  Holland  Common 
Carrier  Application,  29  M.  C.  C.  50  (1941 K  In  United  States  et  al. 
V.  Carolina  Freight  Carriers  Corp.,  decided  March  2.  1942,  the  Su- 
preme Court,  through  Mr.  ,Tustiee  Douglas,  found  invalid  severe 
limitations  upon  specified  points  served,  commodities  hauled,  and 
return-haul  traffic  placed  upon  the  "grandfather"  operating  authority  of 
an  irregular  route  common  carrier.  Though  upholding  action  by  the 
Commission  to  limit  the  territory  served,  this  decision  reflects  increas- 
ing public  criticism  of  publicly-created   rigidities   in   transport  markets. 
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Act  but  were  not  hauling  previously.  To  obtain  relief 
in  such  "grandfather  cases,"  public  convenience  and 
necessity  must  be  proved  in  further  proceedings. 
Many  examples  of  limitations  upon  points  served,  com- 
modities handled,  and  types  of  service  offered  that  woi-k 
against  the  inherent  flexibility  of  trucking  operations 
can  be  found  in  outstanding  certificates  and  permits. 
Though  such  restrictions  may  be  required  by  the  Motor 
Carrier  Act,  they  nevertheless  seem  incongruous. 

Secondly,  regulation  is  having  the  effect  of  re- 
stricting opportunities  for  shippers  to  provide  their 
own  private-carrier  service.  Foi-merly,  private  car- 
riers having  full  loads  one  way  but  empty  trucks  in 
the  reverse  direction  were  free  to  take  traffic  for  com- 
pensation to  build  up  their  load  factor  and  reduce  unit 
costs.  Except  where  back-hauls  in  "exempt  commod- 
ities" can  be  secured  to  substitute  for  regulated  traffic, 
private  carriers  cannot  so  easily  continue  this  prac- 
tice.*'' They  now  have  to  secure  operating  authority 
to  carry  for  compensation.  But  the  Commission  has 
frequently  denied  certificates  or  pennits  to  applicants 
who  wished  to  engage  in  new  or  "late-grandfather" 
operations,  if  they  intended  to  engage  in  private  car- 
riage also.*'  This  policy  is  justified  as  necessary  for 
the  protection  of  essential  common-carrier  service. 
Where  impairment  of  common-carrier  service  is  not 
found  to  be  threatened  significantly,  dual  operations 
involving  private  carriage  have  been  permitted.*' 

Third,  the  number  of  carrier  alternatives  available 
to  shippers  on  given  routes  must  frequently  be  less 
than  when  new  operations  could  be  freely  established. 
Many  applications  for  authority  to  operate  are  denied 
under  a  system  requiring  the  applicant  to  accept  the 
burden  of  proof  that  existing  services  do  not  satisfy 
the  public  convenience  and  necessity.*"  Curiously, 
the  promise  of  lower  rates  from  a  new  operation  has 
been  held  not  to  be  a  factor  in  determining  the  ade- 
quacy of  existing  service.^"     This  suggests  that  legal 


**  Reduction  of  tlie  radius  of  operation  of  tlie  strictly  private  carrier, 
except  wiiere  be  can  carry  liis  own  products  out  and  bring  bacls  raw 
or  semifinished  products  or  other  supplies  for  bis  own  use,  was 
recognized  by  the  Federal  Coordinator  of  Transportation  as  one  of 
the  probable  effects  of  motor  carrier  regulation.  "Such  a  restriction 
is  justified  for  the  protection  of  the  common  carrier  upon  whom  the 
Ceneral  public  must  depend."  Regulation  of  Transportation  Agencies, 
op.  cit.,  p.  33. 

*'  For  example,  cf.  Charles  F.  Qcraci  Contract  Carrier  Application, 
7  M.  C.  C.  369  (1938).  It  is  Commissioner  Eastman's  view  that 
combined  private  and  common  carrier  operations  should  not  be 
permitted  except  in  very  exceptional  circumstances.  See  his  dissent 
in  Brooks-Gillespie  Motors,  Incorporated,  Common  Carrier  Application, 
14  M.  C.  C.  031,  633   (1939). 

"  Ibid. 

">  For  example,  cf.  Lloyd  Coffman  Common  Carrier  Application,  3 
M.  C.  C.  93,  94  (1937),  and  Wirt  Lee  Spencer  Extension  of  Operations — 
Common  Carriage,  29  M.  C.  C.  73  (1941). 

™  In  A.  D.  Pnddison  E.tten.sion  of  Operations — The  Dalles.  Oreg. 
21  M.  C.  C.  324,  327  (1940),  the  Commission  said:  "Although  applicant 
was  unable  to  state  the  rates  proposed  to  bo  charged  by  him  in  the 
event    authority    is    granted    herein,    it    is    clear   that    the   only    benefit 


concepts  tend  to  be  substituted  for  economic  ones  in 
authoritative  decisions  on  entries,  for  the  price  at 
which  service  is  offered  is  certainly  a  factor  in  demand. 
Ordinarily,  buyers  prefer  to  have  as  many  sellers  as 
possible  from  which  to  choose. 

Improvements  in  motor-carrier  service  could  be  a 
possible  offset  to  higher  rates  under  regulation.  This 
would  follow  if  all  shippers  prefer  such  improved 
service  at  the  higher  rates  to  lower-quality  service  at 
lower  rates.  Some  shippers  undoubtedly  do  display 
such  preference.  Others  probably  do  not.  Under 
unrestricted  competition  in  the  trucking  industry  some 
carriers  would  specialize  in  catering  to  shippers  de- 
siring a  specially  high-quality  service  and  willing  to 
pay  for  it.  Other  carriers  would  give  a  more  stand- 
ardized service  to  shippers  preferring  a  lower-cost 
service.  Both  types  of  service  would  be  available  in 
the  market  to  shippers.  If  the  rate  differences  for 
the  different  grades  of  service  should  become  out  of 
line,  substitution  would  occur  to  correct  the  relation- 
ships. On  the  other  hand,  where  minimum  rates  are 
established  and  the  freedom  of  individual  carriers  to 
offer  special  rates  is  restricted,  great  market  pressure 
will  probably  be  exerted  upon  carriers  formerly  offer- 
ing the  inferior  grades  of  service  to  match  the  higher- 
quality  service  of  the  carriers  best  fitted  to  give,  or 
specializing  in,  quality  service.  Thus  with  uniform 
rates  a  tendency  toward  a  more  uniform  service  will 
set  in,  with  the  result  that  the  I'ange  of  service-rate 
alternatives  open  to  shippers  will  be  narrowed  as  com- 
pared to  uncontrolled  competition.  Moreover,  if 
greater  effort  were  expended  to  sell  service  on  a  so- 
called  cpialitj'  basis,  costs  of  all  carriers  might  rise 
without  significant  improvement  in  quality. 

Upon  the  basis  of  available  data,  it  is  not  possible 
to  state  to  what  extent  regulation  has  restricted  the 
supply  of  truck  service  or  to  measure  the  effects  of 
the  resti'ictions  placed  upon  back  hauls,  territories 
served,  dual  operations,  or  commodities  and  class  of 
service.  However,  it  is  clear  that  the  truck's  in- 
herent advantage  of  flexibility  of  service  has  been  im- 
paired in  some  degree  by  limitations  placed  upon  certifi- 
cates and  permits.''^     In  many  instances  such  limita- 


which  might  he  derived  by  the  shipping  imbJie  from  the  proposed 
operation  uould  be  that  of  lower  rates. 

On  this  record  we  are  unable  to  conclude  that  there  is  any  inade- 
quacy in  available  rail-carrier  and  motor-carrier  service.  The  difficul- 
ties confronting  those  who  support  the  application  lie  in  their  inability 
to  obtain  coordinated  service  to  interior  points  beyond  The  Dalles. 
Prevailing  motor-carrier  rates  •  •  •  are  said  to  be  too  high. 
Obviousltf,  in  deciding  lehether  public  convenietice  OMd  necessity  require 
the  proposed  operation,  the  (lue.^tion  of  rates  is  not  in  issue  *  •  • 
adequate  remedy  (for  excessive  rates]  is  provided  in  the  Motor  Carrier 
Act,   193S."      [  Ualics  supplied.  ] 

f*'  The  Commission  itself  has  recognized  that  the  quality  of  service  of 
a  group  of  livestock  haulers  operating  between  Omaha  and  western 
lima    has   been    lessened   by    limitations  placed   on   operating   authority  ■ 


232 


National  Resources  Planning  Board 


tions  must  also  increase  the  costs  of  motor-freight 
service.  The  gains  to  be  derived  by  shippers  from 
limitations  upon  operating  authority  are  anything  but 
apparent;  they  may  be  those  associated  with  the  con- 
cept of  greater  stability.  However,  information  in 
regard  to  the  character  and  significance  of  any  im- 
provements in  service  offsetting  increased  cost  to  the 
shipper  is  so  scant  that  the  entire  subject  should  be 
studied  thoroughly. 

In  conclusion,  less  is  known  about  the  transport  tend- 
encies and  economic  effects  of  present  regulatory  policy 
than  is  desirable.  Nevertheless,  information  on  this 
subject  at  hand  today  is  vastly  superior  to  that  avail- 
able to  Congress  and  the  public  in  1935  when  the  first 
important  step  toward  regulation  of  the  entire  market 
according  to  the  railroad  pattern  was  taken.  Expe- 
rience since  then  has  revealed  that  fundamental  changes 
in  the  structure  of  the  motor-carrier  industry  and  in 
the  character  of  competition  in  transport  markets  are 
being  stimulated.  The  direction  of  these  changes  has 
been  stated  as  well  as  possible  with  available  informa- 
tion. These  structural  changes  and  regulation  itself 
have  produced  as  immediate  effects  higher  rates  than 
otherwise  would  have  prevailed  and  certain  rigidities 
in  service  not  to  be  found  under  free  markets.  Ship- 
pers and  consumers  can  only  regard  such  tendencies 
as  being  of  questionable  benefit,  unless  the  regulatory 
process  eventually  brings  lower  costs  or  improved  serv- 
ice, or  both.  The  uncertainty  of  definite  gains  of  this 
kind  after  several  years  of  trial  suggests  that  the  cen- 
tral issues  should  be  reopened  for  public  discussion. 

Alternative  Regulatory  Policies  for  the  Future 

The  analysis  and  findings  herein  suggest  considera- 
tion of  the  jjossibility  that  Congress  may  have  taken 
the  wrong  direction  in  extending  minimum  rate  and 
entry  controls  to  motor  and  water  carriers.  The  eco- 
nomic case  for  this  policy  falls  short  of  a  satisfactory 
degree  of  positiveness  in  overcoming  the  basic  pre- 
sumption that  less,  rather  than  more,  Government  con- 
trol is  in  the  public  interest.  The  principal  effects  of 
these  key  controls  upon  the  transport  structure  and 
rates  and  services  revealed  so  far  give  cause  for  public 
concern.  Accordingly,  if  an  alternative  exists  to  con- 
tinuation of  these  innovations  in  present  policy,  it 
should  be  given  serious  consideration.  A  mere  search 
for  measures  to  improve  administration  of  existing 
regulation  will  fall  short  of  the  mark. 

The  paramount  i^roblem  is  to  determine  which  of 


"In  general,  these  carriers  are  limited  in  their  operating  authority  to 
the  transportation  of  specific  commodities,  and  such  authority  is 
generally  defined  as  being  within  a  radius  of  a  certain  point,  usually 
Omaha.  Tlie  service  which  they  offer  is  less  desirable  than  that  of 
the  gener.il-merchandise  carriers  because  of  the  territorial  limitations." 
Midtceslern  Motor  Carrier  Rates,  27  M.  C.  C.  297,  306  (19-11). 


two  basic  directions  of  policy  should  guide  regulatory 
standards  for  transport  in  the  future.  On  the  one 
hand,  the  Nation  could  continue  in  effect  the  main  fea- 
tures of  the  present  scheme  of  regulation,  with  minor 
changes  in  detail  and  perhaps  in  administrative  cri- 
teria. Such  a  course  would  imply  that  continued  re- 
striction of  competition  and  free  enterprise  in  transport 
is  desirable  and  that  only  regulation  of  the  entire 
market  according  to  the  same  pattern  is  workable. 
On  the  other  hand.  Congress  could  adopt  a  policy  of 
repealing  specific  controls  which  were  designed  to 
restrict  competitive  forces  rather  than  to  safeguard 
competition.  Such  a  reversal  in  the  recent  trend  would 
recognize  that  the  transformation  experienced  in  the 
character  and  extent  of  competition  in  transport  has 
provided  many  markets  where  relatively  free  competi- 
tion can  serve  as  a  dependable  regulator  and  that  in 
these  cases  only  regulation  for  purposes  other  than  to 
lessen  price  competition  should  be  continued. 

Criteria  for  Evaluation 

It  is  universally  agreed  that  transport  regulation 
should  promote  and  protect  the  public  interest.  Con- 
troversy arises,  however,  over  the  method  by  which 
this  can  best  be  accomplished.  In  part  disagreement 
over  method  reflects  different  philosophies  as  to  the 
groups  who  should  receive  the  primary  benefits  of  pub- 
lic regulation.  But  more  frequently  such  difference 
in  opinion  reflects  varying  conceptions  of  the  under- 
lying facts  of  transport  organization  and  the  results 
obtained  from  operation  of  the  system.  Thus  we  may 
assume  that  the  same  final  economic  ends  are  usually 
held  in  mind.  It  follows  that  a  uniform  set  of  criteria 
for  evaluation  can  be  applied  in  appraising  alternative 
methods. 

Adequate  service  at  the  lowest  necessary  cost  has 
usually  been  the  primary  economic  objective  of  trans- 
jDort  regulation.  The  accomplishments  and  potenti- 
alities of  alternative  regulatory  policies  should  there- 
fore be  subjected  to  this  test,  which  obviously  implies 
that  consumer  rather  than  carrier  welfare  should  be 
made  the  ruling  consideration.  The  course  jDromising 
the  greatest  achievement  in  practice  toward  realization 
of  this  end  should  be  adopted.  Perfection  should  not 
be  expected  of  either  alternative,  nor  should  emergency 
needs  be  permitted  to  confuse  the  issue.  Special  prob- 
lems of  this  kind  should  receive  separate  consideration 
as  they  arise  in  order  to  preserve  a  maximum  degree  of 
flexibility  for  public  action. 

The  Direction  for  Future 
Regulatory  Policy 

The  history  of  the  important  recent  innovations  in 
the  regulatory  structure  and  the  economic  tendencies 
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now  working  out  under  present  2Dolicy  explain  the  para- 
dox of  the  increase  of  reguhitioii  at  the  very  time  that 
competitive  elements  in  transport  markets  were  becom- 
ing stronger  and  more  pervasive.  Active  and  success- 
ful carrier  agitation  has  fostered  a  governmental  policy 
which,  by  closing  free  entry  and  setting  minimum 
rates,  is  placing  restraints  upon  the  vigorous  competi- 
tive elements  in  modern  transport  markets.  But  should 
the  Nation  sponsor,  as  it  is  doing  now,  the  welfare  of 
carriers  as  the  most  secure  and  inexpensive  method  of 
promoting  and  safeguarding  the  public  interest  in 
transportation  ? 

On  the  basis  of  the  foregoing  analj'sis  and  the 
criteria  here  selected,  relaxation  of  regulation  at  certain 
focal  points,  in  combination  with  a  greater  reliance 
upon  competition,  seems  a  better  direction  for  public 
policy  than  to  continue  in  efiect  the  present  scheme  of 
regulation.  The  results  of  a  freer  competitive  func- 
tioning will  fall  short  of  perfection,  but,  on  the  basis 
of  past  experience,  they  appear  to  be  distinctly  superior 
to  those  now  occurring  under  present  policy.  Continu- 
ance of  current  regulatory  standards  may  provide  cer- 
tain values  of  "stability"  in  transpoit  conditions,  but 
the  cost  in  higher  rates,  restricted  flexibility,  and  va- 
riety of  service,  and  loss  of  the  stimulus  of  free  enter- 
prise to  efficiency  is  too  great.  The  practical  appeal  of 
retaining  what  has  so  recently  been  provided  should 
not  act  as  a  blinder  to  the  advantages  of  a  policy  of 
modification. 

The  benefits  that  will  flow  from  greater  reliance  upon 
competition  as  a  regulator  are  well  known  in  view  of 
the  recency  of  experience  under  active  competition. 
The  gains  realized  by  the  public  when  the  free  play  of 
competitive  forces  was  not  conditioned  by  comprehen- 
sive regulation  were  widely  acclaimed  by  users. 
Though  significant  strides  have  been  made  toward  im- 
provement in  service  and  reduction  of  costs  and  rates, 
many  shippers  believe  that  the  positive  stimulus  of 
active  competition  should  continue  unhampered. 

Some  of  the  more  striking  gains  in  the  competitive 
era  before  1935  may  be  recalled  with  profit.  Adequate 
quantities  of  service,  including  many  new  and  im- 
proved types,  seem  to  have  been  supplied,  especially  in 
the  motor-freight  field.  In  particular,  motor-freight 
service  had  attained  a  welcome  flexibility  of  adaptation 
to  the  differentiated  rieeds  of  shippers.  The  vast  im- 
provement in  rail  service  and  the  numerous  rail  rate 
reductions  stimulated  by  the  tremendous  development 
of  inter-agency  competition  under  comparatively  free 
enterprise  have  been  regarded  by  shippers  as  most 
satisfactory  tests  of  the  effectiveness  of  competition. 
Growing  competitive  elements  proved  indisputably 
more  effective  than  government  control  in  inducing 
the  railroads  to  recognize  changed  general  economic 
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and  transportation  conditions.  Greater  and  more 
numerous  rate  increases  would  undoubtedly  have  been 
placed  into  effect  by  the  railroads  during  the  depres- 
sion had  it  not  been  for  truck  competition,  though  it 
must  be  recognized  that  regulation  was  also  effective 
in  this  respect  in  some  cases.  The  active  competitive 
forces  of  this  period  exerted  strong  pressure  upon  car- 
riers of  all  types  to  increase  their  efficiency.  Railroads 
had  to  find  ways  to  control  their  costs  closely  with  de- 
clining revenues.  In  displaying  remarkable  success  in 
this  direction  and  in  adjusting  many  I'ates  downward, 
the  railroads  moved  forward  toward  strengthening 
their  long-run  position.  The  high  turnover  in  truck- 
ing attests  to  the  effectiveness  of  competition  in  elim- 
inating inefficient  firms.  The  progressive  decline  in 
truck  rates  to  meet  retaliatory  reductions  in  rail  rates 
and  the  continued  expansion  in  the  range  of  truck  oper- 
ations reveal  the  forcefulness  of  competition  in  press- 
ing for  introduction  of  new  techniques  and  improved 
management  and  organization.  Moreover,  the  motor- 
carrier  industry  was  sufficiently  profitable  to  expand 
at  a  rapid  rate  in  face  of  severe  competition  and 
depression  conditions. 

Some  of  these  gains  will  undoubtedly  continue  to 
bo  realized  under  present  policy,  for  though  competi- 
tion is  being  restricted  it  has  not  lost  all  its  force.  It 
is  largely  a  matter  of  degree,  with  the  balance  of 
advantage  in  a  policy  of  freer  competition.  The  dif- 
ferential economic  benefits  which  may  be  expected  to 
accrue  if  certain  key  controls  are  relaxed  to  permit 
a  more  active  competition  may  be  summed  up:  (1) 
lower  rates;  (2)  the  maxinuuu  in  flexibility  and  adapt- 
ability of  service,  particularly  in  trucking;  (3)  main- 
tenance in  full  force  of  the  pressures  which  motor  and 
water  'carriers  have  exerted  upon  the  railroads  to 
improve  their  services,  reduce  their  costs,  and  revise 
their  rates  downward;  (4)  the  maximum  incentive  for 
efficient  operations  and  respect  for  shipper  needs 
throughout  the  transport  system;  (5)  the  maximum 
stimulus  to  experiment  with  new  ideas  and  inventions, 
including  the  pricing  of  service.  Moreover,  full  op- 
portunities for  the  small  business  man  will  be  safe- 
guarded in  the  trucking  industry,  a  field  where  small- 
scale  business  has  persisted  in  competition  with  large 
firms,  despite  the  "chaos"  attributed  to  uncontrolled 
markets. 

Certain  vexing  pi-oblems  would  remain  to  be  solved 
under  modified  regulation,  some  of  which  would  be 
intensified  by  the  shift  in  policy.  The  problem  of 
amelioration  of  the  groups  hit  especially  hard  b}'  revo- 
lutionarj'  changes  in  the  transport  structure  may  be 
intensified.  However,  the  rising  volume  of  rail  em- 
ployment and  the  great  improvement  in  rail  profits 
in   the   present  war  boom   period   show   that   higher 
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levels  of  traffic  from  expanded  production  provide  a 
far  more  secure  aid  to  labor  and  investors  than  regu- 
lation of  competing  agencies.  Even  though  the  ex- 
panded demand  may  not  continue,  direct  forms  of 
amelioration  of  the  social-security  type  will  doubtless 
prove  less  expensive  to  the  public  than  the  indirect 
means  of  restriction  of  competition.  The  problem  of 
the  long-haul  shipper  by  railroad,  who  may  have  to 
absorb  a  relative  increase  in  transport  costs  as  rail- 
roads hold  rates  on  long  hauls  stable  while  reducing 
short-haul  rates,  may  also  be  intensified.  This  diffi- 
culty, too,  might  better  be  overcome  by  more  direct 
means,  such  as  subsidy,  reorganization  of  rail  plant  to 
eliminate  wastes  and  reduce  costs,  and  still  further 
resort  to  highway  and  water  facilities.  The  problem 
of  securing  a  closer  adjustment  of  demand  and  supply 
for  transportation  facilities  will  also  remain,  but  it 
will  not  be  intensified.  That  demand  is  fickle,  with 
wide  variations  in  level,  is  all  too  obvious.  A  large 
part  of  transport  capital  is  not  very  divisible  or  ad- 
justable in  close  relation  with  demand  changes.  Trans- 
port facilities  provided  by  government  are  developed 
by  complicated  legislative  criteria,  not  always  designed 
to  produce  a  close  adjustment  of  supply  to  demand. 
Finally,  the  problem  of  cartelized  control  of  the  market 
by  carriers  would  be  intensified  as  compared  with  the 
period  prior  to  1935,  though  less  difficult  than  under 
present  government  encouragement  to  cartelization  in 
the  trucking  industry.  Regulation  of  maximum  rates 
and  control  of  unifications,  not  control  of  minimum 
rates  and  entry,  would  be  required  to  handle  this 
situation.  Revitalized  anti-trust  law  enforcement,  of 
which  there  are  now  definite  signs,  would  also  be 
helpful. 

The  Requirements  of  Equal  Treatment 

The  alternative  of  continuing  to  rely  upon  compara- 
tively free  competition  was  given  inadequate  considera- 
tion in  discussions  of  the  need  for  extending  control  to 
motor  and  water  carriers."     It  was  generally  assumed 


'=The  railroads  advanced  the  set  of  relaxation  proposals  to  receive 
greatest  oflicial  attention,  but  their  suegestions  seem  to  have  been 
made  for  tactical  reasons.  Their  program  was  to  secure  legislation 
extending  comparable  regulation  to  motor  and  water  carriers  rather 
than  to  seek  means  of  implementinc:  comiwtition  .is  a  regulator. 
Memorandum  Containing  Suggestionfi  as  to  Needed  Federal  Legislation, 
August  4,  193.3,  submitted  by  the  Association  of  Railway  Executives 
to  the  Federal  Coordinator  of  Transportation.  The  Federal  Coordinator 
discussed  the  rail  proposals  and  the  results  of  a  questionnaire  sent  to 
interested  parties  on  the  subject  in  Regulation  of  Transportation 
Agencies,  op.  cit.,  pp.  59-91.  Though  the  Coordinator  opposed  relaxa- 
tion as  "in  the  teeth  of  experience."  his  discussion  of  the  questionnaire 
r<'sponses  revealed  a  very  considerable  receptivity,  although  no  una- 
nimity of  opinion  on  specific  items  of  relaxation,  by  shipper  groups 
toward  taking  the  alternative  of  leaving  motor  and  water  carriers 
unregulated  and  relaxing  rail  regulation  where  necessary  to  enable 
railroads  to  compete  effectively.  In  its  reply  to  the  Coordinator's 
questionnaire  the  National  Industrial  Traffic  League  definitely  recom- 
mended lessening  of  rail  regulation  and  a  policy  of  continuing  to  rely 


that  this  direction  for  policy  would  require  relaxation 
of  rail  regulation  to  permit  the  railroads  to  meet  their 
competition  without  handicaps.  The  concept  of  equal 
treatment  or  equality  of  competitive  opportunity  came 
to  imply  either  the  same  character  of  regulation  for 
all  agencies  or  the  same  freedom  from  control.  This 
interpretation  of  the  requirements  for  competitive  op- 
portunity was  unfortunate,  for  its  illusion  of  fairness 
had  much  popular  appeal.  Moreover,  its  implication 
that  our  50  years  of  railroad  regulation  would  have 
to  be  abandoned  unless  other  agencies  were  equally 
regulated  contributed  to  focusing  attention  upon  the 
extension-of-regulation  program  rather  than  upon  the 
advantages  of  active  competition  and  the  significant 
possibilities  of  relieving  the  railroads  of  any  competi- 
tive burdens  by  administrative  relaxation. 

It  seems  strange  that  such  wide  recognition  has  been 
given  the  principle  that  equal  regulatory  treatment 
requires  application  of  the  same  controls  to  all  trans- 
port agencies.  This  theory  overlooks  the  fact  that  the 
economic  characteristics  of  each  agency  are  unique  in 
important  respects,  which  in  large  measure  accounts 
for  the  presence  in  varying  degrees  of  the  specific 
conditions  requiring  regulation  to  protect  the  public 
interest  in  each  agency.  The  obvious  fact  that  not  all 
the  services  rendered  by  each  agency  are  closely  com- 
petitive with  other  agencies  is  also  slighted. 

To  a  large  degree  the  validity  of  this  interpretation 
of  equal  treatment  depends  upon  the  objectives  and 
tasks  selected  for  public  control.  If  regulation  is  de- 
signed to  prevent  undue  discriminations  in  rates  and 
services  and  unreasonably  high  rates,  the  powers  to 
control  specific  forms  of  discrimination  and  to  pre- 
scribe maximum  rates  need  be  applicable  only  to  the 
agencies  having  the  economic  characteristics  enabling 
them  to  employ  monopoly  power  significantly.  Rail- 
roads and  pipe  lines  clearly  possess  marked  monopoly 
power.  Much  of  the  present  regulation  of  these  agen- 
cies is  therefore  appropriate  to  their  economic  char- 
acteristics. The  complaints  against  motor  and  water 
carriers  were  not  importantly  directed  either  to  their 
power  to  discriminate  or  to  charge  excessive  rates,  but 
rather  to  the  destructiveness  of  unregulated  competi- 
tion to  desired  rates  of  return.  If  rails,  motors,  and 
water  lines  had  displayed  a  disturbing  tendency  to  act 
in  concert  on  rate  and  service  policies  in  the  period 
before  1935,  then  uniform  maximum  rate  and  discrim- 
ination controls  would  have  been  essential  to  curb 
monopoly  abuses. 


upon  competition.  The  League,  stressing  the  different  economic  char- 
acteristics of  transport  agencies,  re.jected  the  interpretation  that 
equality  of  competitive  opportunity  requires  "the  same  character  of 
statutory  provisions."  Federal  Transportation  Legislation,  reply  of  the 
National  Industrial  Traffic  League  to  questionnaire,  dated  November  4, 
1933,  from  the  Federal  Coordinator  of  Transportation,  Nov.  20,  1933. 
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Uniform  application  of  minimum  rate  and  entry  con- 
trols is  necessary  for  protection  of  the  public  interest 
under  two  conditions,  neither  of  which  ai'e  to  be  found 
in  sufficient  degree  to  require  this  standard  todaj'.  In 
the  first  place,  it  must  be  clear  that  restriction  of  com- 
petition to  mitigate  its  effects  upon  carrier  earnings  is 
essential  to  maintenance  of  adequate  service.  It  would 
be  placing  the  cart  before  the  horse  to  find  a  need  exists 
for  uniform  minimum  rate  and  entry  controls  because 
railroad  control  would  be  ineffective  otherwise,  until 
on  other  grounds  it  has  been  found  that  the  public  in- 
terest requires  the  restriction  of  competition.  With- 
out evidence  of  such  a  public  need,  it  would  be  a  matter 
of  little  concern  that  rail  control  tends  to  break  down 
administratively.  Where,  however,  this  condition  is 
found,  the  argument  that  regulation  must  embrace  the 
whole  competitive  field  to  be  effective  has  substance. 
But  then  no  reason,  other  than  impracticability  or  ex- 
pediency, would  exist  for  drawing  a  line  between  for- 
hire  and  private  carriers  in  application  of  such  controls. 
The  competition  of  private  carriers  would  tend  to  im- 
pair control  of  comj^etition  in  much  the  same  way  as 
luiregulated  contract-carrier  competition  is  said  to  im- 
pair regulation  of  common  carriers  or  that  of  unreg- 
ulated motor  and  water  carriers  impair  the  control  of 
the  market  by  the  railroads,  with  or  without  the  aid 
of  Government  regulation.  In  fact,  this  point  has  been 
recognized  in  current  policy,  for  some  restrictions  have 
already  been  placed  upon  private  carriers  for  the  pro- 
tection of  the  common-carrier  system.  If  present 
l>olicy  is  to  be  implemented  more  vigorously  in  the 
future,  the  strong  possibility  that  further  restriction 
of  this  kind  would  be  sponsored  to  make  regulation 
effective  should  be  faced. ^^ 

In  the  second  place,  where  objectives  other  than  re- 
striction of  competition  to  protect  carrier  earnings  pre- 
vail, it  must  be  found  that  a  specific  need  in  each  of  the 
agencies  exists  for  such  other  employment  of  the  min- 
imum rate  and  entry  controls  as  may  be  warranted. 
Let  us  suppose  that  regulation  seeks  only  to  preserve 
the  vitality  and  free  play  of  competition  as  a  market 
regulator,  without  heed  to  its  general  destructive  effect 
upon  inefficient  carriers  or  agencies.  Then  only  the 
carrier  groups  having  the  financial  strength,  cost  con- 
ditions, and  monopoly  power  conducive  to  their  engag- 
ing successfully  in  competitive  activities  specifically 
designed  to  impair  or  desti'oy  competition  by  driving 


^  Cf.  The  letter  of  April  3,  19.i9,  from  Commissioner  Joseph  B.  East- 
man to  Representative  Clarence  F.  Lea,  Chairman,  House  Committee 
on  Interstate  and  Foreign  Commerce,  giving  the  Commission's  views 
"on  the  extent  to  which  control  over  interstate  transportation  of  prop- 
erty other  than  by  common  or  contract  carriers  would  be  practicable 
and  desirable."  This  expression  of  views  was  requested  by  Chairman 
Lea  during  discussions  on  bills  introduced  with  reference  to  the 
Transportation  .\ct  of  1940. 


out  all  competitors,  by  inducing  them  to  merge  prop- 
erties, or  by  pressing  them  into  concerted  action  would 
need  to  be  regulated  as  to  minimum  rates.  Since  rail- 
roads still  have  much  power  to  destroy  competition,  in 
their  case  either  the  minimum-rate  power  or  some  other 
safeguard,  such  as  a  provision  that  rates  could  not  be 
raised  if  it  appears  that  they  were  lowered  to  destroy 
the  sources  of  competition,  would  have  to  be  retained. 
Such  limited  use  of  the  minimum-rate  power  should  be 
insured  by  divorcing  it  from  any  objective  to  increase 
carrier  earnings  or  to  insure  carriers  a  "fair  return." 
Since  individual  motor  and  water  carriers  do  not  pos- 
sess power  to  destroy  their  competition  to  a  significant 
degree,  the  application  of  the  minimum-rate  power 
would  not  be  essential  in  these  fields.  Nor  would  the 
failure  to  control  the  minimum  rates  of  motor  and 
water  carriers  while  those  of  railroads  were  subject  to 
limited  control  necessarily  create  untenable  competitive 
conditions  for  the  regulated  carriers.  It  may  be  re- 
iterated that  during  most  of  our  regulatory  history 
railroads  were  regulated  differentially  as  compared 
with  their  water  competitors.  If  this  handicapped  the 
railroads,  such  handicaps  were  regarded  as  minor  and 
outweighed  by  the  advantages  of  preserving  the  vital- 
ity of  water-rail  competition.  In  most  cases  railroads 
could  be  left  free  to  meet  their  competition,  as  the  Com- 
mission has  generally  permitted  them  to  do  in  the  past. 
In  such  competition  they  could  not  properly  be  per- 
mitted to  go  below  their  true  marginal  costs;  rates 
would  then  tend  to  fluctuate  around  the  full  costs  of 
their  competitors,  except  where  railroads  definitely 
have  a  clear  superiority  from  a  cost  standpoint.  In 
such  cases  railroads  would  be  free  to  take  all  the  traffic, 
if  their  facilities  were  adequate.  The  high  ratios  of 
variable  cost  of  the  motor  carriers  and  the  knowledge 
that  it  would  be  unprofitable  for  the  railroads  gen- 
erally to  force  rates  too  low  are  factors  that  would  tend 
to  keep  rates  on  a  generally  profitable  level,  except  in 
periods  of  recession  when  low  levels  of  traffic  prevail 
temporarily. 

Entry  control  as  to  the  rails  is  largely  academic,  since 
all  important  routes  were  long  ago  located  and  estab- 
lished. Because  the  public  provides  the  highways  and 
waterways,  the  significant  items  of  investment  in  these 
fields,  government  already  has  the  main  investment 
problem  well  within  its  power  to  control.  With  ade- 
quate safety,  financial  responsibility,  and  highway  reg- 
ulations in  force,  there  would  be  little  real  waste  of 
misguided  investment  from  entrepreneurial  sources  in 
a  policy  of  allowing  free  entry  in  the  provision  of 
motor-  and  water-carrier  services. 

The  point  may  be  made  that  a  residual  regulatory 
burden  might  still  fall  upon  the  railroads  under  the 
suggested  change  to  a  policy  of  greater  reliance  upon 
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competition.  Rails  would  -have  to  file  rates  according 
to  statutory  form  and  notice,  adhere  to  file  rates,  avoid 
undue  discrimination  in  changing  rates,  and  at  times 
would  be  prevented  by  minimum  rate  orders  from  low- 
ering certain  rates  to  meet  competition.  Admittedly, 
certain  regulatory  handicaps  might  accrue,  but  they 
can  easily  be  exaggerated.  In  any  case  complete  relief 
fi'om  regulation  is  not  necessary  to  overcome  them. 

It  is  probable  that  the  regulatory  handicaps  of  the 
railroads  in  meeting  com^Jetition  of  unregulated  motor 
and  water  carriers  have  been  overemphasized.  The 
voluminous  literature  in  which  such  burdens  are  men- 
tioned reveals  few  facts  on  the  subject.  Of  more  sig- 
nificance are  the  evidences  and  further  jDossibilities  of 
administrative  relaxation.  It  should  be  observed  that 
the  Federal  Coordinator  of  Transportation  has  stressed 
the  point  that  the  Commission  did  grant  the  railroads 
considerable  opportunity  to  meet  the  competition  of 
unregulated  carriers.^*  This  was  accomplished  by  a 
liberal  jjolicy  ^^  in  granting  rate  changes  on  less  than 
30  days'  notice,  in  allowing  many  rate  reductions  with- 
out hindrance  from  the  discrimination  prohibitions, 
and  in  acting  upon  requests  of  motor  carriers  for 
suspension  (by  suspending  proposed  reduced  rail  rates 
less  frequently).  However,  whei-e  rails  would  be  pre- 
vented from  quoting  rates  designed  to  drive  comiieting 
truck  or  water  lines  out  of  business  by  absorbing  losses 
under  marginal  costs  and  securing  undue  relief  from 
discrimination  prohibitions,  any  regulatory  handicaps 
involved  would  seem  fully  justified.  Even  so,  they 
should  be  kept  to  a  minimum.  If  it  were  to  appear 
that  the  Commission  had  been  overly  restrictive  of  the 
competitive  opportunity  of  railroads  by  such  regula- 
tion, permission  to  lower  rates  can  always  be  granted 
to  alleviate  the  situation.  This  solution  would  hold 
to  a  minimum  the  difficult  and  more  or  less  arbitrary 
judgments  of  how  far  to  allow  competitive  rate  cutting 
to  go  as  compared  to  the  cost  standards  now  being 
applied  in  regulating  minimum  rates  of  all  carriers. 

The  same  requirements  for  filing  and  adherence  to 
jDublished  rates  could  be  applied  to  motor  and  water 
cai-riers,  if  sole  application  of  these  standards  to  the 
railroads  would  still  handicap  them  under  a  liberal 
notice-of-change  and  suspension  policy.     Such  stand- 


"  Of.  Regulation  of  Transportation  Agencies,  op.  cit.,  pp.  60-62,  64, 
69-70,  aud  Long-and-Short-Huul  Charges,  Hearings  before  Senate  Com- 
mittpp  on  Interstate  Commerce,  S.  1356  and  H.  R.  1668,  Feb.  24-April 
12.  1038,  pp.  781-83. 

^Cf.  Ibe  Commission's  annual  reports  for  evidence  of  administrative 
relaxation  during  tbe  period  wben  motor  competition  was  becoming 
intense.  For  example,  tbe  Cnmmi.^sion  granted  an  annual  averng:>  of 
87.5  percent  of  the  less  tban  sMtntory-notice  rate  changes  applied  for 
by  railroads  and  pipe  lines  during  the  period  l!):;0-34  as  compared  with 
83.0  percent  for  the  period  1025-29.  The  yearly  average  numb  r  of 
such  applications  increased  from  5.748  in  the  earlier  p  riod  to  9,923 
in  the  later  period,  the  one  of  most  intensive  interagency  competition. 


ards  would  not  be  inconsistent  with  the  new  direction 
of  policy.  They  might  be  useful  in  providing  the  basis 
for  an  informed  competition  and  for  the  control  of 
such  personal  discrimination  as  may  be  practiced. 
Any  disturbing  control  of  the  market  by  rate  bureaus 
and  industry  groups  that  would  remain  after  removal 
of  the  supporting  minimum  rate  powei",  could  be  pre- 
vented by  application  of  the  maximum  rate  and  dis- 
crimination controls  and  active  enforcement  of  the 
anti-trust  laws. 

Steps  toward  Modification 
of  Present  Policy 

The  scope  of  this  study  has  been  limited  to  a  re- 
examination of  some  of  the  principal  new  features  in 
public  control  of  transport  and  the  economic  factors 
that  should  determine  the  proper  direction  for  policy 
in  the  future.  The  leading  revisions  in  the  present 
regulatory  structure  indicated  by  the  analysis  will  be 
stated  to  add  concreteness  to  the  conclusion  that  Con- 
gress should  move  in  the  direction  of  relaxing  regula- 
tion in  order  to  give  competitive  elements  in  transport 
markets  freedom  to  have  their  full  force  and  effect. 
This  should  stimulate  public  discussion  of  the  problem 
and  a  more  thorough  investigation  of  the  facts  than 
was  possible  in  this  treatment. 

If  the  change  in  the  direction  of  transport  regulatory 
policy  suggested  is  adopted  by  Congress,  some  of  the 
principal  revisions  that  should  be  made  in  present 
regulatory  policy  are  as  follows: 

1.  Minimum  rate  regulation  as  now  jjrovided  for 
motor  and  water  '^  carriei-s  should  be  repealed  and 
should  be  used  sparingly  for  railroads  to  prevent  im- 
pairment of  competition. 

2.  Control  of  entry  into  the  motor  and  water  carrier 
Melds  by  means  of  certificates  of  public  convenience 
and  necessity  based  upon  the  adequacy  of  existing  fa- 
cilities or  the  effect  of  new  operations  upon  the  profits 
of  existing  carriers  should  be  repealed.  Any  certifica- 
tion retained  should  serve  as  a  device  to  enforce  more 
easily  desirable  standards  of  financial  responsibility 
for  injuries  and  property  damage  and  necessary  equip- 
ment, driver,  and  maintenance  standards  to  insure 
safety  upon  the  public  highways. 

3.  The  powers  of  the  Interstate  Commerce  Commis- 
sion should  be  restricted  to  the  control  of  rate  and 
service  discrimination  and  maximum  rates;  to  the  se- 
curing of  joint  rate  and  security  arrangements  to  pro- 
mote coordination  where  voluntary  action  by  carriers 


™  Because  regulation  of  water  carriers  as  provided  in  the  Trans- 
portation .Act  of  lO'O  has  only  reeentl.y  been  established,  experience 
is  too  short  for  discussion  of  regnlntory  trends  in  this  sphere.  There 
is  little  reason  to  believe  that  regulatory  trends  and  competitive  results 
in  water  transport  wou'd  bo  dift'ei-ent  in  general  effect,  altlioui^h  differ- 
ences in  degree  are  possible. 
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fails  to  meet  reasonable  standards  of  efficiency  in  this 
area;  the  control  of  integration  and  securities  in  ac- 
cordance with  definite  standards  designed  to  prevent 
impairment  of  competition  and  investor  injury;  and 
the  maintenance  of  a  plane  of  competition  which  will 
l^revent  the  railroads  from  engaging  in  competitive 
activities  designed  to  destroy  competition  of  other 
agencies. 

4.  Legislative  notice  should  be  given  the  transport 
industries  that  the  tacit  acceptance  of  rate  bureau  and 
other  association  activity  for  the  purpose  of  fixing 
rates  by  dominant  groups  and  carriers  has  been  aban- 
doned in  favor  of  active  enforcement  of  the  antitrust 
laws.  The  recent  attention  given  conspiracies  and 
restraints  upon  competition  in  the  transport  field  by 
the  Antitrust  Division  of  the  Department  of  Justice 
is  a  step  in  this  direction. 

Modification  of  the  regulatory  structure  along  these 
lines  would  free  competitive  forces  and  press  manage- 
ment to  rely  more  upon  itself  and  less  upon  the  govern- 
ment. The  primarj'  task  of  regulation  would  revert  to 
prevention  of  abuses  of  private  monopoly  power  and 
impairment  of  competition.  The  allocation  of  i-e- 
sources  in  transportation  and  the  relative  development 
of  the  various  agencies  would  be  left  to  the  collective 
choice  of  shippers  on  the  basis  of  relative  rates  and 
service.  This  plan  of  control  would  necessitate  finding 
some  solution  to  the  subsidy  problem,  either  by  remov- 
ing subsidies  to  the  competitors  of  the  railroads,  com- 
pensatory subsidies,  or  government  provision  of 
railroad  right-of-way.  With  this  problem  solved,  a 
competitively  determined  allocation  of  resources  would 
be  a  tolerably  close  approximation  of  a  truly  economic 
one. 

The  present  burdens  upon  Congress  in  handling  the 
war  program  and  i^ressing  international  problems 
may  not  make  it  possible  to  attend  immediately  to  re- 
vision of  transport  regulation.  Nevertheless,  the 
minimum  that  should  be  done  is  to  call  a  halt  to 
further  extension  of  regulation  of  the  type  provided 
by  the  principal  controls  and  standards  in  the  Motor 


Carrier  Act  of  1935  and  the  Transportation  Act  of 
1940.  Now  that  transport  agencies  are  enjoying 
boom  levels  of  traffic  and  considerable  prosperity, 
immediate  action  should  be  taken  to  suspend  the 
minimiun  rate  power  to  prevent  its  further  use  as 
a  device  to  raise  the  rate  level  on  the  theory  that 
emergency  situations  of  financial  demoralization  still 
exist.  Action  could  profitably  be  taken  also  to  sus- 
pend limitations  as  to  commodities  handled,  points  and 
routes  served,  and  types  of  service  offered  in  the  cer- 
tificates and  permits  of  motor  carriers  in  order  to 
remove  these  regulatory  obstacles  to  maximum  use 
of  existing  facilities  in  a  time  when  the  need  for 
transport  supply  is  great. 

Adoption  of  the  modifications  here  recommended 
would  not  mean  the  complete  abandonment  of  long- 
tested  regulation  in  favor  of  unfettered  competition  as 
frequently  assumed.  Most  of  current  railroad  regula- 
tion would  be  maintained,  but  the  Commission  would 
be  directed  to  administer  its  powers  liberally  in  order 
to  hold  to  the  minimum  any  regulatory  hanclicaps  upon 
railroads  in  meeting  competition  of  other  agencies. 
The  Commission  intelligently  adopted  such  adminis- 
trative relaxation  prior  to  1935.  Motor  and  water  car- 
riers would  not  be  relieved  of  all  regulation.  States 
and  the  federal  government  would  still  retain  control 
of  the  use  made  of  the  highways  for  protection  of  the 
public  investment,  promotion  of  the  public  safety  and 
of  the  maximum  use  of  the  highway  plant,  and  for  the 
purpose  of  insuring  third  parties  financial  protection 
in  case  of  mjuries  and  property  damage  sustained  in 
highway  accidents.  Any  motor  carrier  whose  opera- 
tions were  not  sufficiently  profitable  to  enable  it  to  com- 
ply with  reasonable  safety  and  insurance  standards 
could  not  continue  in  business.  Motor  and  water  car- 
riers would  be  subjected  to  the  same  requirements  of 
filing  and  adherence  to  rates  as  apply  to  the  railroads. 
The  maximum  rate  power  and  controls  over  discrimina- 
tion would  also  be  retained,  though,  except  in  cases  of  a 
very  strong  demand,  it  is  doubtful  that  these  controls 
would  need  to  be  invoked  very_  frequently. 


PART  I  — SECTION  VI 
THE  NATURE  AND  CONTROL  OF  THE  TRANSPORT 

MARKET 

By  Burton  N.  Behling ' 


The  purpose  of  this  chapter  is  to  describe  and  analyze 
briefly  the  nature  of  the  transport  market  and  to  con- 
sider the  larger  issues  of  public  policy  with  respect  to 
tliis  market.  The  precept  underlying  this  treatment  is 
that  public  policy  regarding  the  control  or  noncontrol 
of  the  complex  transportation  system  should  depend 
upon  the  characteristics  of  the  market  for  its  services. - 
Market  situations  usually  have  been  referred  to  as 
either  monopolistic  or  competitive,  although  it  has  been 
customary  to  make  some  incidental  qualifications  for 
the  presence  of  the  opposite  market  force.  Thus,  it 
frequently  has  been  said  that  the  railroads  once  had 
a  monopoly,  by  which  characterization  apparently  it 
was  meant  that  the  railroads  collectively,  and  especially 
in  view  of  their  group  actions,  had  the  transportation 
field  largely  to  themselves.  More  recently,  evidences  of 
competition  have  been  more  impressive,  and  conse- 
quently competition  now  is  widely  regarded  as  the 
controlling,  if  not  sole,  force  in  the  transport  market. 
The  fault  in  this  contrast  is  not  that  it  is  entirely 
witliout  foundation,  but  that  it  is  only  partially  true 
and  therefore  misleading. 

The  transport  market  can  be  treated  here  only  in 
its  broader  aspects.  Detailed  analysis  of  particular 
problems  in  regard  to  rates,  services,  entrance  and  with- 
drawal of  enterprises,  costs,  finance,  obsolescence,  and 
their  regulation  is  impossible  in  a  brief  chapter.  These 
fields  are  discussed  in  other  sections  of  this  study  of  the 
transportation  problem. 

Monopolistic  Competition 
in  the  Transport  Market 

The  present-day  market  for  transportation  service 
has  many  of  the  attributes  of  monopolistic  or  imperfect 
competition.^  Conception  of  the  transport  market  as 
either  competitive  or  monopolistic  is  too  simple;  it 
overlooks  the  subtle  nuances  and  shadings  of  these  two 


'  Director  of  Research — Public  Aids,  Board  of  Investigation  and  Re- 
search. Formerly.  Economic  and  Statistical  Analyst.  Bureau  of  Statis- 
tics, Interstate  Commerce  Commission. 

"  While  a  market  must  be  composed  of  both  buyers  and  sellers,  issues 
of  public  policy  and  control  are  concerned  principally  with  the  seller's 
side.  It  is  the  latter  aspect  of  the  transport  market  that  is  considered 
here. 

'  For  a  detailed  discussion  of  this  point  the  reader  is  referred  to  the 
data  at  the  end  of  this  chapter. 
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primary  market  forces  and  results  in  confusion.*  For 
this  reason,  a  greater  emphasis  on  the  complex  inter- 
twining of  monopolistic  and  competitive  forces  in  the 
transport  market  should  contribute  to  a  better  under- 
standing of  the  problems  of  transportation  policy. 

In  order  to  avoid  possible  misunderstanding,  it  may 
be  desirable  at  this  point  to  note  that  an  abandonment 
of  faith  in  competition  is  not  indicated  because  its 
limitations  are  recognized.  Competition,  even  though 
not  "pure"  and  "perfect"  in  the  technical  economic 
sense,  still  may  yield  or  can  be  made  to  yield  a  large 
measure  of  constructive  results.  Society  cannot  afford 
to  discard  economic  tools  and  suppress  forces  simply 
because  they  are  imperfect.  Recognition  of  its  defici- 
encies does  suggest,  however,  that  competition  be  re- 
garded as  a  servant  of  limited  qualifications;  as  a 
means,  not  an  end  in  itself. 

The  mixtures  of  competition  and  monopoly  which 
occur  in  transport  markets  cannot  be  expressed  very 
exactly  or  satisfactorily  in  comprehensive  terms.  The 
conjuncture  of  forces  varies  not  only  with  time  but 
from  one  place  or  region  to  another,  from  one  mode  of 
transportation  to  another,  and  with  respect  to  the 
movement  of  various  commodities  over  varying  dis- 
tances. The  most  obvious  and  widely  recognized 
generalization  is  that  competition  in  transportation 
has  become  more  pervasive  and  vigorous  with  the  de- 
velopment of  modes  of  transportation  which  rival  the 
railroads.  By  some  persons  this  seems  to  have  been 
interpreted  loosely  to  mean  that  the  transport  market 
in  its  entirety  has  become  unqualifiedly  competitive. 
Wliile  space  limitations  will  not  permit  a  detailed 
examination,  it  may  be  hel^jful  to  note  some  of  the  more 
significant  economic  characteristics  of  the  several 
principal  modes  of  transportation. 


*  An  example  is  the  reference  to  the  reluctance  of  rail  carriers  to  estab- 
lish open  terminals  as  "selfish  competition."  Passing  over  the  question 
as  to  whether  such  restrictive  practices  should  be  permitted,  nothing  but 
confusion  of  thought  and  policy  can  result  from  considering  such  prac- 
tices as  evidence  of  competition  ;  beyond  any  doubt,  they  are  monopo- 
listic in  nature  and  intent  and  as  -to  result  insofar  as  their  purpose  can 
be  made  effective.  A  similar  error  is  found  in  the  explanation  of  ar- 
rangements for  the  interchange  of  traffic  between  two  carriers,  and  exclud- 
ing others,  as  motivated  by  the  desire  of  the  participating  carriers  "to 
compete  more  effectively  for  traffic."  Can  there  be  any  doubt  that  such 
devices  are  really  directed  toward  a  monopolistic  advantage — an  inter-  ' 
ference  with  free  competition?  Monopolistic  arrangements  as  well  as 
open  or  "free"  competition  are  weapons  of  rivalry. 


Transportation  and  National  Policy 


239 


■  Insofar  as  the  railroads  considered  alone  are  con- 
cerned, the  nature  of  the  market  for  their  services, 
apart  from  the  influence  of  regulation,'^  has  not 
changed  fundamentally  since  the  original  Act  to  Regu- 
late Commerce  was  adopted  more  than  50  years  ago. 
The  outstanding  economic  characteristics  are  well 
known  and  need  not  be  elaborated  here.  They  include 
a  high  degree  of  competition  at  major  centers;  ex- 
clusive rail  service  at  many  local  points;  large  aggre- 
gates of  capital  and  considerable  economies  of  size; 
very  slow  processes  of  attrition  preceding  abandon- 
ment; large  common  costs  which  are  not  strictly 
allocable  to  specific  units  or  classes  of  traffic;  recurring, 
if  not  chronic,  underutilization  of  capacity  in  some  or 
all  facilities;  a  strong  urge  to  attract  traffic  on  almost 
nny  terms  that  are  necessary ;  a  differential  rate  struc- 
ture which  has  received  a  large  measure  of  sanction  in 
the  public  interest;  and  concerted  action  through  rate 
and  traffic  agreements.  To  state  it  bluntly,  the  market 
for  railroad  service  is  not  purely  or  evenly  competitive, 
it  never  has  been,  and  consideration  of  the  physical 
and  economic  characteristics  of  the  industry  reveals 
clearly  that  it  would  be  impossible,  without  gross 
waste  and  duplication  of  resources,  to  make  it  even 
approximately  so. 

Carriers  by  water,  in  contrast  with  the  railroads,  do 
not  bear  the  burden  of  maintaining  rights-of-way. 
Their  investment  is  devoted  largely  to  floating  equip- 
ment and  usually  in  lesser  measure  to  terminal  facili- 
ties. The  amounts  involved  vary  greatly  depending 
upon  the  size,  age,  and  other  characteristics  of  the 
equipment  used  and  upon  the  services  offered.  Broadly 
speaking,  costs  are  somewhat  more  variable  in  relation 
to  traffic  than  for  the  railroads.  Another  important 
factor  is  that  large  shippers  can  and  frequently  do 
provide  their  own  transportation  by  water.  Govern- 
mental activities  in  the  provision  of  rights-of-way, 
terminal  facilities,  and  aids  to  navigation,  as  well  as 
in  the  construction  of  vessels,  have  significantly 
affected  this  method  of  transportation.  Because  of 
the  kinds  of  commodities  which  account  for  much  of 
the  tonnage  carried  by  water,  the  volume  of  traffic  is 
sensitive  to  fluctuations  in  general  business,  a  circum- 
stance which  causes  considerable  instability  and  keen 
rivalry  for  tonnage,  esjjecially  during  periods  of  de- 
pressed traffic.  Finally,  although  water  transportation 
importantly  influences  transport  rates  and  markets,  fre- 
quently in  areas  far  removed  from  the  waterways,  the 
competitive  impact  of  this  mode  of  transpoi'tation  is 
nevertheless  uneven  and  limited  by  physical  and 
geographical  conditions. 


^  In  this  section,  tbe  economic  cliaracteristics  of  tlie  several  modes  of 
transportation  which  affect  the  forces  in  the  transport  market  are  con- 
sidered, aside  from  the  import  of  regulation. 


The  highway  operators  are  not  obliged  directly  to 
provide  their  own  rights-of-way,  and  their  tax  contri- 
butions for  this  purpose  are  largely  on  a  use  basis. 
Trucking  concerns  of  varying  sizes  are  numerous  in 
most  areas  and  they  offer  services  of  varying  scope. 
The  alternative  of  private  self-service  by  shippers  and 
travelers  is  a  strong  influence  on  the  market  in  both 
the  freight  and  passenger  fields.  It  should  be  noted 
that,  in  the  paragraphs  which  follow,  the  purpose  is  to 
indicate  the  economic  characteristics  of  motor  trans- 
port, especially  of  freight,  apart  from  the  effects  of 
regulation. 

Operators  for  hire  in  freight  service  are  still 
typically  small,  and  it  has  not  yet  been  clearly  estab- 
lished whether  there  are  appreciable  over-all  economies 
with  increasing  size  beyond  perhaps  50  or  100  trucks, 
although  some  rather  large  trucking  organizations  have 
developed  successfully  in  recent  years.  Since  invest- 
ment and  experience  requirements  are  not  especially 
great,  there  are  no  serious  economic,  as  distinguished 
from  legal,  obstacles  to  entrance  into  the  industry,  at 
least  on  a  modest  scale.  Likewise,  the  withdrawal 
from  or  the  geographical  shifting  of  operations  is  not 
fundamentally  difficult,  although  lack  of  attractive 
alternative  economic  pursuits  during  periods  of  general 
depression  impels  operators  to  ""stick  it  out"  if  they 
can  in  the  hope  for  better  days.  Costs  of  operation 
are  mostly,  but  by  no  means  entirely,  variable  with 
volume.  Lacking  immediate  economic  alternatives, 
for  example,  many  operators  apparently  are  inclined  to 
regard  the  commitment  of  their  own  services,  in  addi- 
tion to  their  investments,  as  a  "sunk"  or  constant  cost 
element  for  considerable  periods  of  time,  and  they 
seem  disposed  to  act  accordingly  in  their  bidding  for 
traffic. 

To  a  considerable  degree,  the  economic  character- 
istics of  highway  transport,  with  reference  to  the  oper- 
ators rather  than  the  roadway,  are  such  as  to  make  the 
industry  somewhat  more  closely  approximate  the 
conditions  necessary  for  the  constructive  functioning 
of  competition,  as  usually  conceived  in  tei'ms  of  flexibil- 
ity of  supply  and  of  numbers  of  operators  acting 
independently,  than  is  the  case  with  respect  to  any  of 
the  other  principal  modes  of  transportation.  It  may 
also  be  said  that  motor  carrier  operations,  more  par- 
ticularly for  comparatively  short  hauls,  blanket  the 
country  as  a  whole  and  permeate  local  areas  more 
completely  and  evenly  than  do  other  modes  of 
transportation. 

On  the  other  hand,  the  very  fact  that  capital  and 
experience  requirements  are  limited,  again  disregard- 
ing the  imposition  of  legal  control  over  the  right  to 
operate,  acts  as  a  powerful  attraction  to  potential  truck 
operators,  both  when  immediate  traffic  prospects  are 
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bright  and  when  other  business  and  employment  op- 
portunities are  scarce.  Once  begun,  efforts  to  continue 
operations,  often  under  unfavorable  circumstances,  fre- 
quently lead  to  desperate  rate  and  other  practices.^ 
Many  operators  nevertheless  have  found  it  necessary  to 
withdraw.  The  high  rate  of  turn-over  I'esulting  from 
these  conditions  contributed,  in  the  preregulation  era, 
to  an  instability  within  the  trucking  industry  itself, 
and  as  to  tlie  transportation  system  as  a  whole,  which 
makes  it  difficult  to  regard  the  unrestrained  competi- 
tive force  of  this  mode  of  transport  as  entirely  benefi- 
cent in  its  results.  An  additional  complicating  factor 
in  the  attempt  to  reconcile  private  and  public  interests 
in  this  field  continues  to  be  the  problem  of  controlling 
the  use  of  the  highways  with  regard  to  congestion  and 
safety. 

As  to  transportation  by  pipe  lines,  it  may  be  noted 
that  their  control  is  concentrated  in  the  hands  of  a 
relatively  few  companies  concerned  with  the  produc- 
tion, refining,  and  distribution  of  petroleum  or  with 
the  transmission  of  natural  gas.  Thus,  it  has  been 
seriously  questioned,  and  vigorously  denied  by  the 
smaller  oil-producing  and  refining  companies,  that  the 
pipe  lines  ai^e  common  carriers  in  fact  as  they  are  at 
law.  The  large  investments  of  capital  required,  the 
risks  of  uncertain  useful  life,  and  the  obvious  wastes 
which  would  attend  unnecessary  duplication  are  among 
the  fundamental  economic  factors,  apart  from  the  insti- 
tutional, which  limit  competition  within  the  industry. 
Moreover,  where  pipe-line  transportation  has  proved 
to  be  definitely  cheaper  than  movement  by  any  other 
available  methods,  it  is  misleading  to  regard  the  losses 
suffered  by  former  methods  of  transporting  this  group 
of  commodities  as  evidence  of  effective  competition. 
'When  one  method  has  demonstrated  definite  superiority 
over  another  on  a  substantial  scale,  it  is  a  case  of 
technological  displacement  rather  than  competition, 
even  though  the  struggle  may  have  been  extremely  keen 
during  the  transitional  phase.  The  same  tendency  to- 
ward a  differentiation  of  function  is  discernible,  though 
in  a  somewhat  shadowy  way,  with  respect  to  other 
modes  of  transportation.  Thus,  it  is  generally  accepted 
that  motortrucks  have  the  greatest  and  clearest  ad- 
vantage in  cost  and  service  for  relatively  short  hauls 
and  that  the  railroads  can  better  handle  the  long-haul 
traffic,  especially  where  large  volume  and  great  bulk 
are  concerned.  Eate  practices  of  the  several  types  of 
carriers  will  largely  determine,  of  course,  how  far  this 
separative  process  will  go  and  to  what  extent  it  will 
reflect  economic  differences  in  services  and  costs.  But 
of  all  modes  of  transport,  it  will  probably  be  agreed 


°  For  example,  disregnrd  for  condition  of  equipment.  long  periods  of 
driving,  and  other  practices  wliich  increase  highway  hazards. 


that  pipe-line  transportation  is  subject  to  a  higher 
degree  of  monopoly  than  any  other,  within  the  limited 
field  in  which  it  has  been  found  to  be  suitable.  On  the 
other  hand,  in  some  circumstances  the  transportation  of 
petroleum  and  its  products  by  tanker  vessel  is  so  much 
cheaper  than  it  is  even  by  pipe  line  that  substantial 
competition  by  the  latter  normally  is  precluded. 

Air  transport  is  not  only  the  newest  method  of  trans- 
portation, but  its  potentialities  are  only  dimly  realized 
at  the  present  time.  As  is  usually  the  case  when  an 
industry  is  young  and  dynamic,  indications  of  competi- 
tion are  especially  strong,  particularly  since  it  must 
carry  the  challenge  to  other  established  tji^es  of  enter- 
prise in  the  same  general  field.  Few  will  assert,  how- 
ever, that  the  development  of  air  transportation  could 
be  left  solely  to  unfettered  enterprise  with  the  expecta- 
tion that  the  results  would  be  satisfactory.  If  for  no 
other  reason,  the  requirement  of  safety  and  hence  of 
fineness  of  organization  in  this  naturally  hazardous 
field  makes  it  altogether  unlikely  that  unrestrained  com- 
petition would  be  an  adequate  controlling  force  in  the 
public  interest.  It  is  not  without  significance  that  the 
air  carriers  strongly  urged  that  regulation  be  imposed, 
and  it  is  not  indicated  that  their  advocacy  of  Govern- 
mental control  was  motivated  by  objectives  inimical  to 
the  public  interest. 

Air  transport  is  headed  toward  great  expansion.  But 
it  seems  likely,  nevertheless,  to  continue  as  a  compara- 
tively high-cost  and  limited  service,  that  is,  relative  to 
other  modes  of  transportation.  And  the  number  of 
commercial  air  lines  which  will  operate  in  the  same 
market  or  over  the  same  routes  will  probably  be  rather 
narrowly  limited  also.  For  the  latter  reason,  the  in- 
dustry may  more  appropriately  be  characterized  as  one 
of  oligopoly  or  few  sellers  rather  than  of  "free"  com- 
petition; and  the  operators  may  be  expected  to  act 
as  oligopolists,  that  is,  more  nearly  like  the  traditional 
monopolist,  rather  than  as  competitors  in  the  absolute 
sense.  The  actual  course  which  the  development  and 
organization  of  the  air-transport  industry  takes  in  the 
future  will,  of  course,  depend  importantly  on  policies 
with  respect  to  the  award  of  mail  contracts,  the  issuance 
of  certificates  to  operate,  and  the  use  that  is  made  after 
the  emergency  of  the  greatly  expanded  capacity  for 
plane  production  and  of  airports  likely  to  be  provided 
and  enlarged  for  defense. 

As  noted  previously,  it  is  impossible  to  express  the 
precise  mixture  of  competitive  and  monopolistic  forces 
existent  in  the  transport  market  as  a  whole.  The  force 
of  interagency  rivalry  for  traffic  is  particularly  com- 
]jlex  and  variable.  Although  it  undoubtedly  is  true 
that  competition  has  become  both  stronger  and  more 
widespread  with  the  development  of  agencies  rival  to 
the  railroads,  the  extent  and  consequences  of  the  compe- 
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tition  must  be  analyzed  in  the  lio-ht  of  the  circumstances 
involved  in  each  market  situation  that  develops  an 
issue  or  issues  which  are  of  public  concern.  Determi- 
nation of  the  public  interest  with  respect  thereto  must 
be  sought  accordingly. 

The  Transport  Market 
and  Public  Policy 

Recognition  of  the  increased  pervasiveness  of  com- 
petitive elements  in  the  transport  market,  resulting 
from  the  development  of  alternative  modes  of  trans- 
portation, has  led  some  observers  to  conclude  that  com- 
petition is  so  strong  and  effective  that  it  can  be  relied 
upon  to  control  the  complex  transport  market  in  the 
public  interest.  Others  have  suggested  that  certain 
agencies,  notably  the  railroads,  require  regulation  but 
the  rest  do  not.  The  latter  conclusion  is  premised  on 
the  different  economic  characteristics  of  the  several 
modes  of  transportation,  some  of  whose  distinctive 
features  were  outlined  above.  But  tliis  approach  ex- 
aggerates the  significance  of  the  differences  which  do 
exist.  It  fails  to  recognize  that  the  transport  market 
is  a  complex,  interwoven  structure,  with  elements  of 
monopoly  and  competition  intermingled  throughout  the 
transportation  system,  and  hence  that  a  strictly  cate- 
gorical analj'Sis  is  inappropriate.  Most  important,  it 
overlooks  the  fact  that  the  public  interest  lies  in  the 
functioning  of  the  transport  market  as  an  interrelated 
whole. 

As  the  transportation  market  has  become  more  com- 
plex, it  has  Ijecome  more  evident,  even  though  the  rea- 
sons therefor  niaj'  not  always  or  in  all  respects  have 
been  fully  articulated,  that  public  policy  with  regard 
to  a  portion  of  the  transport  mai-ket  may  be  thwarted 
or  rendered  largeh'  ineffective  if  other  segments  of  the 
market  are  ignored.  This  concept  of  indivisibility  of 
the  transport  market  problem  has  had  to  be  applied  to 
changing  conditions  in  transportation,  and  there  fre- 
quently has  been  considerable  lag  in  meeting  new 
conditions  with  altered  public  policy.  But  a  literal 
reading  of  successive  transportation  acts  is  likely  to 
give  an  impression  of  greater  changes  in  basic  trans- 
port policy  than  reallj'  have  occurred. 

This  may  well  be  illustrated  b^'  noting  that  regula- 
tion of  transportation  never  has  been  directed  solely 
to  the  control  of  either  com^jetition  or  monopoly  per  se. 
It  seems  to  have  been  sensed,  albeit  somewhat  indis- 
tinctly perhaps,  that  a  policy  based  on  such  a  choice 
would  not  have  been  attuned  to  the  characteristics  of 
the  transport  market,  which  is  and  has  been  a  complex 
mixture  of  monopoly  and  competition.  In  this  respect, 
there  has  been  no  really  fundamental  change  in  jiolicy 
since  1S87,  altliough,  to  be  sure,  in  evolutionary  fashion, 
new  tools  have  been  forged  and  others  sharpened  both 


by  legislation  and  its  administration  in  response  to 
changing  conditions.  The  intermixture  of  competition 
and  monopoly  in  transportation  does  vary  with  time, 
place,  and  circumstance;  but  conclusions  derived  from 
a  concept  of  isolated  and  sharply  separable  spheres 
and  eras  of  competition  and  monopoly  are  distorted. 
Elements  of  competition  and  monopoly  are  the  Siamese 
twins  of  the  transport  market.  Conseqtiently,  recom- 
mendations for  and  against  regulation  based  on  the 
identification  of  the  market  with  one  or  the  other  and 
statements  that  regulation  is  or  was  intended  or  should 
be  directed  to  the  control  of  either  competition  or 
monopoly  alone  conftise  rather  than  clarify  the 
problem. 

This  avenue  of  approach  indicates  that  a  fimda- 
mental  purpose  of  regulation  should  be  to  promote  a 
market  better  adjusted  to  the  public  interest  through 
influence  upon  the  complex  and  dynamic  mixture  of 
competitive  and  monopolistic  elements  which  is  a 
normal  feature  of  the  transport  market.  Thus  re- 
garded, the  pronouncement  that  the  result  of  regu- 
latory controls  has  been  or  must  be  to  "limit"  or 
"restrain"  competition  seems  likelj^  to  convey  a  mis- 
conception both  as  to  the  nature  of  the  market  for 
transport  and  as  to  the  objectives  of  regulation.  It , 
seems  more  appropriate  to  say  that  regidation  is  in- 
tended to  supplement  rather  than  supplant  competition 
as  a  constructive  force  and  to  foster  a  more  workable 
competition."  This  point  of  view  recognizes  that  the 
attributes  of  an  uncontrolled  transport  market  would 
not  be  such  as  to  safeguard  the  public  interest,  but 
would  produce  extreme  instability,  gross  discrimina- 
tions, inadequate  regard  for  safety,  waste  of  resources, 
and  ruthless  competition  interspersed  with  agreements, 
both  outright  and  tacit,  to  live  and  let  live.  The 
motivation  for  the  latter  type  of  market  conduct,  it 
may  be  noted,  would  be  the  interests  of  those  directly 
involved. 

Governmental  intervention  by  no  means  implies  a 
disregard  for  the  virtues  of  enterprise  and  controlled 
competition.  The  competitive  principle  still  is  a  pri- 
mary bulwark  for  a  progressive  economy  and  demo- 
cratic society,  and  tliis  is  applicable  to  transportation 
as  well  as  to  other  economic  spheres.  There  continues 
to  be  an  important  place  for  freedom  of  action,  even 
though  its  exercise  must  be  conditioned  by  the  nature 
of  the  market  in  relation  to  public  objectives.  The 
choice  in  any  event  is  not  between  wholly  beneficent 
competition  and  rigid  control  by  a  regulating  authority 
blessed  with  supreme  intelligence  in  the  wise  direction 
of  every  detail  of  the  organization  and  operation  of 


'  See  Clark,  J.  M.,  "Toward  a  Concept  of  Workable  ConipetiUon,"  The 
American  Ecotiomic  Revieic,  June  1940,  p.  241 
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tlie  transportation  system.  Given  two  instrumentalities 
eacli  of  which  has  limitations,  it  would  seem  the  part 
of  wisdom  to  continue  to  rely  on  the  eclectic  principle 
that  their  combination  may  be  expected  to  give  better 
results  than  either  a  "free  market"'  or  governmental 
direction  could  produce  separately. 

Regard  for  the  transport  market  as  a  whole  is  im- 
plicit in  the  objective  of  present  policy  to  promote  co- 
ordinated and  economical  use  of  transportation 
resources,  and  it  is  likewise  expressed  in  the  policy 
to  develop  and  strengthen  a  national  transportation 
S3'stem.  Because  of  the  reluctance  of  carriers  of  one 
type  to  cooperate  with  those  of  another  in  the  inter- 
change of  traffic,  carrier  rivalry  cannot  be  depended 
upon  alone  to  yield  the  maximum  potentialities  of  the 
facilities  comprising  the  transportation  system. 

It  is,  furthermore,  increasingly  recognized  that  rate 
practices  of  the  carriers  are  of  fundamental  importance 
in  determining  the  spheres  of  operation  of  the  various 
transport  media.  Thus,  from  the  point  of  view  of  the 
individual  carrier,  freedom  to  employ  a  discriminating 
rate  policy,  adjusted  to  mixed  competitive  and  monop- 
olistic situations  and  designed  to  utilize  facilities  more 
completely,  to  decrease  unit  costs,  and  to  yield  addi- 
tional revenues,  can  easily  be  shown  to  be  desirable. 
]5ut  as  a  generalized  policy  followed  by  many  carriers, 
subject  to  no  limits  other  than  the  immediate  interests 
of  each  carrier  or  type  of  carrier,  it  may  lead  to  chaotic 
market  relationships  and  wasteful  duplication  of  fa- 
cilities and  operations,  the  over-all  burden  of  which 
must  be  borne  by  the  public  in  one  way  or  another. 
If  transportation  facilities  are  excessive,  the  problem 
of  confining  the  application  of  discriminating  rates 
within  reasonable  bounds  becomes  especially  difficult 
and  the  resulting  excesses  of  both  facilities  and  prac- 
tices may  not  easily  be  corrected.  It  should  be  noted 
that  more  is  involved  in  this  problem  than  "fairness" 
and  '"equity"  among  the  carriers ;  the  more  fundamental 
issue  is  economy  in  the  use  of  resources  for  transporta- 
tion, i.  e.,  the  rendering  of  a  maximum  of  service  to  the 
l)ublic  with  a  minimum  of  facilities  and  attendant  costs. 
There  will  probably  continue  to  be  a  legitimate  sphere 
for  the  application  in  the  public  interest  of  a  discrimi- 
nating or  differential  rate  policy;  but  it  does  not  follow 
that  the  use  of  this  device  can  be  ti'usted  uncondition- 
ally to  private  operators  in  the  belief  that  their  re- 
spective interests  and  practices  will  coincide  with  public 
welfare. 

The  proposition  that  the  public  interest  extends  over 
the  transport  market  as  a  whole  probably  requires  clari- 
fication if  it  is  not  to  be  misunderstood.  It  does  not 
mean  literally  that  the  transport  market  of  the  nation 
nnist  be  regarded  as  a  single  indivisible  entity  in  the 
analysis  of  most  market  situations  and  in  the  applica- 


tion of  policies  with  respect  thereto.  There  are  many 
limited  market  situations ;  the  market  as  a  whole  breaks 
down  into  a  large  number  of  more  or  less  distinguish- 
able submarkets  that  are  essentially  local  in  character. 
In  other  cases,  large  areas  are  involved;  and  occa- 
sionall3'  issues  areNof  national  scope.  Conditions  will 
not  be  the  same  in  all  of  these  situations,  broad  and 
restricted. 

This  fact  is  of  great  significance  in  regard  to  policy, 
for  it  precludes  the  easy  and  uniform  application  of 
a  few  standardized  maxims.  Market  situations  vary 
with  respect  to  mixtures  of  monopolistic  and  competi- 
tive elements  therein,  and  discriminative  policy  should 
take  account  of  such  variations.  As  a  general  rule, 
each  operator  competes  most  strongly  in  each  distin- 
guishable market  situation  with  a  comparatively  few 
rivals  of  the  intra-  and  inter-agency  types.  This  cir- 
cumstance is  reflected  in  the  common  reference  by  car- 
riers, as  well  as  by  business  men  generally,  to  "our 
strongest  competitor."  Even  where  services  are  highly 
standardized  and  the  total  number  of  sellers  or  opera- 
tors is  rather  large,  the  most  influential  market  rela- 
tionships in  many  cases  are  confined  to  rivals  closest 
( in  the  economic  but  not  necessarily  in  the  geographical 
sense)  to  each  other.  There  may  be,  of  course,  a  chain- 
linking  of  markets  with  a  spreading  of  competition 
through  a  series  of  groups,  as  with  motor  carrier  "rate 
wars"  and  with  what  is  commonly  referred  to  as 
"market  competition,"  most  frequently  with  reference 
to  the  railroads.  Perhaps  the  most  significant  obser- 
vation of  all  is  that  generalizations  as  to  the  scope  and 
effects  of  ct)mpetition  are  unsafe.  Each  market  situation 
requires  careful  analysis  of  its  make-up.  In  transpor- 
tation, however,  it  may  especially  be  observed  that  the 
force  of  chain  or  wave  relationships  among  individual 
carriers  or  carrier  groups  may  be  lessened  substantially 
by  selective  discriminatory  practices,  either  by  locali- 
ties, tj'pes  of  customer,  or  kinds  and  quantities  of 
commodities. 

Moreover,  the  entire  market  of  each  operator  is 
usually  divisible  into  parts,  some  of  which  are  rather 
strongly  monopolistic  and  others  of  which  are  pre- 
dominantly competitive.  The  applicability  of  this 
proposition  to  railroad  transportation,  with  reference 
to  places,  commodities,  and  lengths  of  haul,  is  evident. 
In  highwaj'  and  water  transportation  as  well,  competi- 
tive forces  are  not  evenly  blanketed  everywhere  or  as 
to  all  types  of  commodities.  If  it  were,  there  would  not 
be  such  frequent  references,  for  example,  to  the  "pick- 
and-choose"  practices  of  operators  in  the  trucking  field 
with  respect  to  "fill-out"  and  "back-haul"  traffic,  al- 
though it  may  properly  be  noted  that  the  differential 
rail  rate  structure  provides  a  favorable  environment 
for  these- selective  forays.     In  general,  the  number  of 
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intra-  and  intei'- agency  competitors  tends  to  be  greatest 
where  the  total  vohniie  of  traffic  is  large  and  dense. 

The  idea  that  competition  and  monopoly  are  entirely 
separable  and  mutually  exclusive  foi'ces  in  transporta- 
tion markets  is  reflected  also  in  the  recommendation 
that  public  policy  might  be  directed  to  the  establish- 
ment of  competition  and  monopoly  each  in  those 
splieres  where  it  apparently  would  be  most  effective.' 
Although  public  policy,  to  be  sure,  is  certain  to  affect 
the  proportioning  of  these  two  forces,  i.  e.,  the  nature 
of  monopolistic  competition,  in  transportation  markets, 
this  view  assumes  that  market  forces  can  and  should 
generally  be  made  pure  and  absolute,  all  or  nothing. 
It  is  a  misunderstanding  of  the  nature  of  transport 
markets  to  believe  that  these  problems  can  be  solved 
materially  or  generally  or  the  public  interest  assured 
by  some  pi-ocess  of  complete  distillation  of  mixed  and 
complex  market  forces. 

A  significant  feature  of  public  policy  with  respect 
to  the  transportation  market  merits  attention  at  this 
point.  Among  other  aims,  the  preservation  of  a  rea- 
sonable degree  of  stability  and  orderliness  has  been  an 
important  aspect  of  public  transportation  policy  at 
least  since  1920,  and  more  particularly  during  the 
extraordinary  stresses  which  accompanied  the  depres- 
sion after  1929.  This  desire  for  stability  in  trans- 
portation, based  on  a  recognition  of  its  key  importance 
in  the  whole  economy,  must  be  given  appropriate  con- 
sideration in  a  well-rounded  interpretation  and  ap- 
praisal of  public  policy  and  its  administration  in  this 
field.  Actions  which  may  be  taken  amid  highly  dy- 
namic conditions  cannot  soundly  be  aj^praised  on  the 
basis  of  assumptions  relating  to  a  static  economy. 

It  is  a  commonplace  observation  that  the  transpor- 
tation system  in  recent  years  has  been  subjected  to 
severe  dislocations  incident  to  a  combination  of  rapid 
technological  changes  and  depressed  demand  for  trans- 
portation service.  The  impact  of  these  forces  created 
a  very  chaotic  situation  whei-ein  the  struggle  for 
traffic  was  extremely  vigorous  and  likewise  disorderly. 
The  keenest  economic  struggles  occur  under  such  con- 
ditions, as  new  and  old  methods  and  agencies  struggle 
for  places  in  a  market  which,  temporarily  at  least,  is 
incapable  of  supporting  them  all  in  a  complete  sense. 
But  it  does  not  follow  that  the  kind  of  competitive 
rivalry  so  induced  will  serve  alone  as  a  desirable  con- 
trolling force  in  the  public  interest,  for  under  such  cir- 
cumstances economical  market  relationships  are  not 
only  rather  blurred  and  indistinct  but  largely  ignored 
by  all  concerned. 


^  This  view  seems  to  be  involved  especially  in  the  more  extreme  recom- 
mendations that  transportation  rates  should  be  based  strictly  on  some 
process  of  cost  calculation  which  would  reserve  each  market  for  the  most 
efBcient  carriers  or  types  of  carriers. 


It  is  obviously  very  difficult  to  preserve  a  semblance 
of  order  and  stability  in  the  structure  of  the  transpor- 
tation market  in  the  face  of  dynamic  technological 
changes  accompanied  by  great  cyclical  fluctuations  in 
the  demands  upon  the  transportation  system.  The 
combination  of  technological  advances,  depression,  re- 
sultant excess  capacity,  low  earnings,  and  widespread 
financial  impairment  have  focussed  unusual,  and  per- 
haps even  too  much,  attention  on  the  control  of 
minimum  rates.  But  however  this  device  may  be  re- 
garded as  an  instrument  of  long-run  policy,  it  should 
be  noted  that  the  recent  emphasis  upon  it  reflects  an 
attempt  to  reconcile  the  conditions  of  the  times  with 
a  significant  aspect  of  public  transportation  policy; 
and  minimum  rate  control  should  not  therefore  be 
assumed  necessarily  to  portend  or  to  require  an  ever- 
tightening  grip  upon  and  a  progressive  rigidity  of  the 
transjiort  market. 

It  is  well  to  recognize  also  that  there  are  limits  to 
what  can  and  should  be  done  to  preserve  order  and 
stability  in  a  dynamic  industry  which  is  a  related  part 
of  the  whole  economic  structure.  Probably  too  much 
has  been  expected  in  the  way  of  an  embracive  principle 
or  formula  which  would  govern  the  transportation  in- 
dustry. The  transport  market  and  competition  within 
it  undoubtedly  would  function  better  in  a  stable 
economy  not  subject  to  slumps  in  demand  and  fevered 
booms.  The  problem  is  how  to  maintain  a  transporta- 
tion system  that  is  reasonably  orderly  and  healthy 
amid  the  changes  of  a  fluctuating  and  dynamic  econ- 
omy. This  is  really  onlj-  one  way  of  saying  that  this 
major  and  complex  industry  requires,  if  it  is  to  be  con- 
tinuoush'  in  sound  condition,  a  large  and  rather  stable 
volume  of  traffic.  This  requirement  cannot  fully  be 
met  by  measures  directed  solely  to  the  transport  market 
and  system  considered  by  itself. 

Regulation  of  the  Transport  Market 

The  turegoing  sections  have  been  concerned  prinui- 
rily  with  analj'sis  of  the  nature  of  the  transport  market 
with  reference  to  the  public  interest,  rather  than  with 
the  establishment  of  specific  regulatory  standards  or 
with  the  presentation  of  a  critique  of  the  regulatory 
process  as  it  has  functioned  over  the  last  half  century.^ 
The  purpose  has  been  to  focus  attention  on  the  char- 
acteristics of  the  transport  market,  to  serve  as  a  basis 
for  the  formulation  and  appraisal  of  public  policy. 
Up  to  this  point,  therefore,  the  transport  market  has 
been  considered  with  only  casual  reference  to  the  ef- 
fects of  governmental  policy  in  shaping  to  an  important 
extent  the  character  of  that  market  in  both  the  spheres 
of  regulation  and  promotion.     But  inasmuch  as  this 


"*  The  latter  issues  are  considered  more  speciticaUy  in  another  part  or 
this  report. 


244 


National  Resources  Planning  Board 


analysis  of  the  transport  market  strongly  implies  inter- 
vention, especially  as  to  regulation,  it  is  appropriate  to 
make  some  general  observations  with  respect  to  the 
purpose  and  scope  of  and  the  general  criteria  for  regu- 
latory action. 

A  finding  that  the  transport  market  is  a  complex 
mixture  of  competitive  and  monopolistic  elements,  and 
the  resting  of  the  case  for  regulation  largely  on  that 
condition,  naturally  invites  the  inquiry  as  to  whether 
every  industry  whose  market  is  monopolistically 
competitive  requires  a  comprehensive  system  of  regu- 
lation to  safeguard  the  public  interest.  The  answer 
would  seem  to  depend  in  part  on  the  relative  proportion 
of  the  competitive  and  monopolistic  elements  and  tend- 
encies, or  stated  differently,  upon  the  effectiveness  for 
the  public  interest  of  that  degree  of  competition  which 
does  exist.  Competition  may  be  a  workable  principle 
or  controlling  force  even  though  it  may  exhibit  some 
deficiencies  and  limitations.  The  approach  to  this 
question  has  to  be  essentially  pragmatic.  Where  the 
shortcomings  of  the  competitive  process  are  pronounced, 
further  questions  for  consideration  are  whether  inter- 
vention seems  likely  to  do  more  good  than  harm  and 
whether  it  is  necessary  to  patrol  the  whole  market  in 
the  public  interest  or  only  certain  aspects  of  market 
action  or  only  certain  types  of  agencies  operating  in  it. 

These  criteria  applied  to  transportation  point  to  the 
conclusion  that  a  comprehensive  system  of  regulation 
of  the  whole  commercial  transport  market  is  necessary 
in  the  public  interest  if  it  is  to  fimction  satisfactorily 
in  providing  a  maximum  of  service  (cjualitative  as  well 
as  quantitative)  at  low  costs  and  charges  and  at  the 
same  time  in  maintaining  the  carriers  as  a  whole  in 
a  reasonably  sound  financial  condition.  This  view 
is  strongly  supported  by  the  special  importance  of 
transportation,  which  has  long  been  recognized  as  a 
key  element  in  the  interrelated  structure  of  the  whole 
economy  and  as  an  instrumentality  of  great  strategic 
importance  to  national  defense.  The  latter  considera- 
tions also  have  emphasized  in  the  public  mind  and 
among  students  of  transportation  the  desirability  of 
stability  or  oi'derly  change  in  the  transportation 
system.^" 


^^  Refprrin?  specifically  to  tlio  railronfl  consolidation  feature  of  the 
Transportation  Act  of  1920,  although  his  statement  has  a  broader  appli- 
cation. Shartman  said  nearly  two  decades  ago :  "This  purpose  is  to  re- 
move, as  far  as  possible,  the  chaotic  conditions  accompanying  railroad 
ownership  and  control  which  are  the  result  of  almost  a  century  of 
individualistic  develoitmcnt  ;  to  substitute,  therefore,  within  limits,  an 
orderly  transportation  system  ;  and  to  render  possible  thereby  a  fuller 
and  more  flexible  utilization  of  railroad  plant  and  equipment,  and  the 
provision  of  an  improved  transportation  service.  Concretely,  many  sig- 
nificant results  are  likely  to  follow.  Rate  regulation  will  doubtless  be 
facilitated ;  costs  of  operation  will  probably  be  reduced ;  progressive 
inroads  upon  the  domain  of  management  will  be  rendered  less  necessary  ; 
and  labor  relationships  may  be  improved,"  ,\merican  Economic  Review 
Supplement,  vol.  14,  No.  1   (1924),  p.  70, 


If  the  public  interest  is  considered  to  require  a  meas- 
ure of  stability  in  this  major  field,  it  is  evident  that 
this  feature  of  public  policy  cannot  be  entrusted  to 
private  hands.  In  fact,  the  preservation  of  relative 
stability,  or  controlled  change,  in  transportation  can 
be  given  sinister  implications,  with  respect  to  checking 
of  progress,  of  technological  innovations,  of  service 
improvements,  and  of  needed  revisions  of  rate  and 
financial  structures,  even  when  such  control  is  exercised 
by  a  public  agency.  For  example,  it  has  been  contended 
that  the  exercise  of  regulatory  powers  in  certain  in- 
stances has  not  been  wise  in  permitting  rail  rates  to 
be  maintained  or  even  increased  in  the  face  of  a  de- 
clining volume  of  traffic  incident  to  depression  and 
diversion  to  other  agencies.  It  should  be  noted,  how- 
ever, that  such  decisions  have  had  to  be  reached  on 
the  basis  of  incomplete  data  and  limited  knowledge  as 
to  the  effects  of  different  levels  of  rates ;  and  these  rul- 
ings have  had  to  be  made  with  due  regard  for  the  legal 
rights  of  carriers  under  private  management  to  some 
exercise  of  judgment  in  attempting  to  obtain  revenues 
to  cover  operating  and  capital  costs  as  fully  as  possible 
during  a  lean  period.  It  should  be  taken  into  account 
also  that,  in  the  absence  of  any  regulatory  control  at 
all,  the  carrier  managements  would  have  been  inclined, 
judging  from  the  positions  they  have  taken,  to  be  more 
extreme  in  their  application  of  rate  jiolicies  which  fre- 
quently have  been  criticized  as  short-sighted. 

It  caimot  be  denied,  of  course,  that  policies  too 
strongly  directed  toward  order  and  stability  may  un- 
duly delay  changes  which  would  be  desirable  in  the 
public  interest.  The  issue  involved  is  the  eternal  con- 
flict between  the  relative  social  values  of  order  and 
change,  i.  e.,  of  deliberate  and  precipitate  action  in  eco- 
nomic affairs.  Exactly  where  the  public  interest  lies 
in  this  matter  is  not  jDossible  of  generalization,  beyond 
the  proposition  that  in  a  progressive  society  the  burden 
of  justification  properly  may  rest  on  those  who  pro- 
pose or  impose  barriers  to  changes  which  seem  to  offer 
favorable  potentialities."  But  on  the  other  hand,  while 
critics  of  the  management  and  public  control  of  the 
transportation  system  properly  relate  improvements  in 
transportation  with  an  acceptance  of  and  adjustment 
to  changing  conditions,  they  go  too  far  when  they  over- 
look that  the  achievement  of  a  measure  of  order  out  of 
disorder  may  itself  be  regarded  as  a  mark  of  progress 
insofar  as  it  provides  a  more  favorable  environment 
for   enterprise   and   coinpetition,  the  commitment   of 


"  The  principle  of  orderly  change,  it  may  be  noted,  is  not  irrecon- 
cilable with  the  pronouncement  of  the  Interstate  Commerce  Commission 
in  a  recent  case  that  "we  believe  it  to  be  neither  the  policy  of  Congress 
nor  the  proper  function  of  this  Commission  to  retard  any  form  of  prog- 
ress in  transportation  which  u-ill  serve  the  public  interest."  [Italics 
supplied.]  Kansas  City  Southern  Transport  Co.,  Inc.,  Common  Carrier 
Application.  28  M.  C.  C.  5.  1941. 
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capital,  and  the  rendering  of  continuous  service  of 
high  quality.  To  illustrate,  the  introduction  of  tech- 
nological and  other  changes  depends  not  only  on  in- 
centives and  competitive  pressure  but  also  upon  the 
financial  capacity  to  make  them,  and  the  latter  would 
without  much  doubt  have  been  even  more  seriously  im- 
paired if  the  transport  market  had  been  uncontrolled 
in  the  recent  difficult  period. 

The  foregoing  observations  may  advantageously  be 
applied  to  the  matter  of  public  policy  in  recent  years 
with  respect  to  what  has  commonly  been  referred  to 
as  an  excess  of  transportation  facilities.  It  is  con- 
comitant to  far-reaching  transitions  in  transportation, 
as  well  as  in  other  economic  fields,  that  the  struggle 
between  new  and  old  methods  and  agencies  in  a  dy- 
namic economy  will  focus  attention  on  a  "transport 
surplus."  This  situation  has  been  intensified  by  the 
concurrence,  during  most  of  the  last  decade,  of  a  gen- 
eral depression,  which  in  turn  aggravated  the  rivalry 
for  available  traffic,  and  by  the  continued  promotional 
activities  of  governmental  agencies  in  stimulating  the 
development  of  new  techniques  and  facilities.  The 
competitive  struggle  also  has  been  sharpened  by  the 
reluctance  of  the  operators  of  possibly  obsolescent  fa- 
cilities to  give  in  and  to  adapt  their  facilities,  organi- 
zations, and  rate  structures  to  the  changed  conditions. 
"Wliile  such  resistance  may  create  bottlenecks  to  prog- 
ress and  prolong  dislocations,  it  also  may  be  noted  that 
such  tactics  constitute  a  strategy  of  delaj^ed  action, 
designed  to  gain  time  for  clearer  insight  as  to  the  best 
course  to  pursue.  Those  who  have  been  impatient 
for  a  final  solution  of  the  transport  problem,  a  doubtful 
expectation  at  best  in  an  economic  situation  that  is 
continuously  dynamic,  have  been  disposed  to  see  in 
tliis  resistance  only  a  delay  to  progress  and  not  a 
laboratory  period  in  which  the  next  steps  in  transport 
progress  were  being  worked  out  in  piecemeal  fashion. 

That  our  widely  extended  and  haphazard  trans- 
jjortation  plant  has  recently  been  too  large  relative  to 
the  commercially  effective  demands  upon  it  is  a  com- 
monplace observation.  But  how  much  too  large  and 
in  which  particular  directions  and  as  to  which  types 
of  transportation  service  is  by  no  means  wholly  clear 
yet.  Those  who  have  favored  or  do  favor  practically 
complete  and  unfettered  competition,  insofar  as  that 
is  possible  in  transportation,  may  well  consider  whei'e 
the  nation  now  might  be  in  relation  to  transportation 
needs  for  the  defense  effort  if  an  all-out  war  among 
transportation  agencies  or  other  drastic  actions  had 
been  decreed  through  public  policy  in,  say,  1932  or  1933 
or  1938.  Would  the  respective  victors  in  the  various 
sectors  of  the  transportation  market  have  established 
their    inherent    superiorities,   licked    their    wounds    of 


battle,  and  convalesced  sufficiently  to  assume  the  trans- 
portation burdens  now  placed  upon  them?  The  answer 
may  or  may  not  be  in  the  affirmative,  but  the  significant 
point  is  that  a  definite  answer  caiinot  be  given. 

The  same  question  may  be  raised  in  regard  to  the 
wisdom  of  forcing  or  encouraging  a  drastic  cui'tail- 
ment  of  transportation  facilities,  directly  or  indirectly 
through  regidations,  in  order  to  deal  with  the  problem 
of  a  "transport  surplus."  The  existence  of  such  a 
surplus  is  much  less  evident  than  it  seemed  to  be  just 
a  very  few  years  or  even  months  ago.  This  "surplus" 
phenomenon  is  likely  to  be  a  transitory  one,  since  it 
is  a  function  not  alone  of  the  amount  of  transporta- 
tion facilities  but  of  a  fluctuating  demand  for  them. 
Kecent  experience  suggests  that  it  may  be  sound  public 
policy,  if  not  carried  too  far,  to  temporize  with  some 
situations  for  a  clearer  light  ahead.  From  this  point 
of  view,  it  also  seems  to  be  a  more  reasonable  appraisal 
of  regulation  to  say  that  it  provides  a  cushion  for 
severe  shocks  rather  than  a  barrier  to  change.  If  the 
prevailing  transportation  policy  of  the  nation  has  been 
interpreted  correctly  as  emphasizing  considerably  the 
social  value  of  stability  and  orderly  change,  then  it 
follows  that  in  the  public  interest  the  regulating  agency 
may  consider  that  it  is  expected  to  temporize  somewhat 
in  dealing  with  pressing  issues  of  the  moment.  At 
precisely  what  point  such  tactics  become  detrimental 
to  the  public  interest  is  a  most  difficult  question.  There 
also  is  certain  to  be  sharp  disagreement  as  to  the  ap- 
plication of  such  a  policy  to  specific  situations  and 
issues.  The  danger,  of  course,  is  that  this  policy  may 
unwarrantably  be  used  as  an  excuse  for  inaction, 
extreme  timidity,  and  undue  resistance  to  change,  or 
that  it  may  have  the  effect  of  fosterhig  an  undesirable 
measure  of  concerted  action  among  private  operators 
engaged  in  transportation. 

It  has  been  stated  previously  that  the  public  interest 
relates  to  the  performance  of  the  whole  interrelated 
structure  of  the  transport  market  and  therefore  that 
public  policy  should  take  as  a  point  of  departure  the 
nature  and  functioning  of  that  market.  Obviously, 
governmental  intervention  itself  is  certain  to  affect  the 
character  and  functioning  of  the  market,  and  it  follows 
that  governmental  policies  and  decisions  should  be  as 
carefully  analyzed  and  as  critically  appraised  as  the 
conduct  of  private  agencies  in  the  market. 

The  importance  of  this  proposition  is  m  no  respect 
more  evident  than  in  the  conflict  between  the  regu- 
latory and  promotional  activities  of  Government 
agencies  i-egarding  the  transportation  system.  It  has 
frequently  been  observed  that  these  activities  have  not 
been  very  effectively  synchronized;  and  this  problem 
is  considered  in  other  chapters  of  this  I'eport.     But 
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while  there  is  strong  foundation  for  this  criticism  and 
while  more  attention  certainly  needs  to  be  given  the 
matter,  it  may  be  suggested  that  the  undesirability  of 
this  conflict  can  be  overemphasized.  Promotion  and 
regulation  are  both  of  necessity  experimental  in  some 
degree.  To  contend  that  they  should  be  perfectly  co- 
ordinated with  each  other  assumes  that  ultimate  ob- 
jectives and  eventual  results  are  known  in  a  rather  defi- 
nite sense  rather  tlian  being  sought,  and  it  presumes  a 
much  tighter  centralized  direction  of  transportation 
than  many  of  the  critics  of  governmental  policy  would 
be  willing  to  accept.  Noninterventionists  would 
object  to  a  Government  regulatory  agency  closely  con- 
trolling the  technological  innovations  of  private  enter- 
prise; and  it  may  be  argued  that  public  promotional 
activities  should  not  be  so  controlled  either.  While  the 
failure  closely  to  coordinate  the  two  is  logically  incon- 
sistent and  while  they  sometimes  work  at  cross  pur- 
poses, since  the  promotional  arm  may  hinder  the 
adjustments  sought  by  the  regulatory  hand,  this  may 
be  a  lesser  evil  than  the  rigidity  and  lack  of  venture 
which  might  be  associated  with  a  complete  centraliza- 
tion of  both  regulation  and  promotion.  Promotion  by 
nature  encourages  change  and  innovation;  a  primary 
function  of  regulation  is  to  establish  some  degree  of 
order  and  justice  in  existing  transport  relationships. 
In  this  as  in  other  conflicts  between  change  and  order, 
it  is  doubtful  whether  the  sacrifice  of  one  for  the  other 
should  be  risked  for  the  mere  sake  of  consistency. 
Nevertheless,  it  would  seem  advisable  that  those  re- 
sponsible for  governmental  promotion  of  transporta- 
tion facilities  have  more  consideration  of  the  effects  of 
their  activities  on  the  transportation  system  and  market 
as  a  whole ;  and  that  they  cooperate  to  a  greater  degree 
with  those  responsible  for  regulatory  measures. 

The  conclusion  presented  here  that  regulatory  powers 
over  the  complex  and  variable  transport  market  struc- 
_ture  need  to  be  comprehensive  enough  to  include  all 
activities  in  transportation  which  importantly  affect 
tiie  market  isin  accord  with  the  general  nature  of  the 
powers  prescribed  in  the  principal  acts  pertaining  to 
this  field  and  especially  with  the  recent  extension  of 
regulatory  jurisdiction  to  highway  and  water  carriers. 
The  trend  unquestionably  has  been  toward  acceptance 
of  the  proposition  that  the  public  interest  requires 
that  the  administrators  of  regulation  be  equipped  with 
a  full  kit  of  tools  and  further  that  the  exercise  of 
regulatory  controls  should  be  in  large  measure  cen- 
tralized. Even  the  most  casual  reference  to  the  various 
acts  to  regulate  transportation  reveals  that  they  are 
expressed  in  general  terms  of  policy  for  the  most  part, 
and  it  also  is  evident  that  no  one  of  the  various  policies 


or  mandates  can  singly  or  separately  be  pursued  where 
complex  and  multiple  issues  are  involved.^- 

Probably  the  greatest  misgivings  with  respect  to 
the  granting  of  such  general  and  broad  powers  spring 
from  the  assumption  that  comprehensive  regulation 
necessarily  is  synonymous  with  stringent  or  strait- 
jacket  control.  Consideration  only  of  the  evolution  and 
extension  of  legislation  pertaining  to  transportation, 
however,  may  give  rise  to  undue  fears  in  this  respect 
and  may  lead  to  exaggerated  inferences  as  to  the 
stringency  of  regulation.  The  results  of  regulation 
must  depend  less  on  laws  than  on  their  application  to 
specific  situations  and  changing  conditions.  The  law 
itself  can  only  provide  a  framework  within  which  the 
art  of  regulation  can  function.  It  is  therefore  es- 
sential to  distinguish  between  regulatory  jurisdiction 
to  delve  into  all  elements  of  the  transportation  struc- 
ture as  the  need  may  arise,  and  authoritative  and 
continuous  management  of  the  whole  transportation 
system  by  a  central  jDublic  agency.  It  is,  of  course, 
difficult  if  not  impossible  to  draw  the  line  exactly.  The 
revamping  of  the  rail  rate  structure  is  a  case  in  point. 
Criticisms  of  the  regulatory  process  range  from  the 
contention  that  the  effect  of  alleged  strait-jacket  regu- 
lation has  been  to  halter  and  enervate  management  to 
the  accusation  that  regulation  has  been  delinquent  in 
failing  to  require  the  railroads  to  adjust  drastically 
and  more  quickly  their  historically  developed  rate 
structures  in  accordance  with  changed  conditions. 

But  while  the  scope  of  regulation  should  be  compre- 
hensive, it  is  equally  or  even  more  important  that  the 
exercise  of  broad  regulatory  powers  be  circumspect 
and  discriminating.  The  delegation  of  broad  regula- 
tory powers  no  more  justifies  their  indiscriminate  and 
unsparing  use  than  the  equipping  of  policemen  with 
guns  or  billies  assumes  their  reckless  use  in  every  situ- 
ation. Hence,  it  may  be  emphasized  again  that  analy- 
sis as  to  the  effects  of  regulation  which  takes  into 
account  merely  the  terms  of  the  laws  to  regulate  trans- 


^  It  is  enlightening  to  consider  the  following  declaration  of  national 
transportation  policy  which  is  contained  in  the  Transportation  Act  of 
1940: 

"It  is  hereby  declared  to  be  the  national  transportation  policy  of  the 
Congress  to  provide  for  fair  and  impartial  regulation  of  all  modes  of 
transportation  subject  to  the  provisions  of  this  Act,  so  administered  as 
to  recognize  and  preserve  the  inherent  advantages  of  each  ;  to  promote 
safe,  adequate,  economical,  and  efficient  service  and  foster  sound  eco- 
nomic conditions  in  transportation  and  among  the  several  carriers ;  to 
encourage  the  establishment  and  maintenance  of  reasonable  charges  for 
transportation  services,  without  unjust  discriminations,  undue  prefer- 
ences or  advantages,  or  unfair  oc  destructive  competitive  practices :  to 
cooperate  with  the  several  States  and  the  duly  authorized  officials 
thereof  ;  and  to  encourage  fair  wages  and  equitable  working  conditions  ; 
all  to  the  end  of  developing,  coordinating,  and  preserving  a  national 
transportation  system  by  water,  highway,  and  rail,  as  well  as  other 
means,  adequate  to  meet  the  needs  of  the  commerce  of  the  United 
States,  of  the  Postal  Service,  and  of  the  national  defense.  All  of  the 
provisions  of  this  Act  shall  be  administered  and  enforced  with  a  view 
to  carrying  out  the  above  declaration  of  policy.' 
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portation  must  result  in  inadequate  conclusions.  This 
is  so  because  of  the  necessarily  general  nature  of  laws 
which  have  to  be  administered  under  varying  condi- 
tions and  because  of  the  fact  that  no  one  element  of 
expressed  public  policj'  can  be  followed  exclusively 
without  being  conditioned  by  others.  It  is  for  this 
reason  that  regulation  must  be  in  the  truest  sense  an 
art  which  attempts  to  apply  general  mandates  and 
principles  that  oftentimes  are  in  conflict  with  each 
other. 

It  is  precisely  on  this  account  that  it  can  very  easily 
be  made  to  appear  that  there  is  inconsistency  of  policy 
on  the  part  of  the  regulating  agency  over  a  period  of 
time  and  in  dealing  with  the  "same"  problem  in  dif- 
ferent regions  or  localities.  Close  examination  of  all 
the  facts  and  circumstances  in  each  case  may,  or  may 
not,  reveal  differences  which  justify  dissimilar  treat- 
ment or  different  weighing  of  the  factors  involved.  It 
needs  to  be  noted,  in  other  words,  that  regulatory 
action  in  the  complex  field  of  transportation  is  not 
necessarily  capricious  because  it  is  flexible,  within  the 
limits  of  the  law,  in  its  weighing  of  various  criteria  of 
the  public  welfare,  or  because  it  treads  now  lightly 
and  then  firmly  with  respect  to  one  or  another  consid- 
eration. Perhaps  a  greater  danger  is  that  the  regula- 
tor}' process  will  tend  to  cast  itself  in  too  rigid  a  mold. 

The  same  thought  may  pointedly  be  illustrated  by 
noting  that  the  transport  market  is  comprised  of  vari- 
ous types  of  agencies  the  characteristics  of  which  are  in 
important  respects  distinguishable  from  each  other. 
Recognition  of  this  fact  constituted  the  basis  for  the 
opposition  that  was  voiced  when  the  matter  of  appli- 
cation of  "miiform"  Federal  control  to  motor  carriers 
and  later  to  water  carriers  was  being  debated.  The 
argument  that  some  agencies  require  regulation  and 
others  not  overlooks  the  fact  that  the  public  interest 
attaches  to  the  performance  of  the  transport  market 
rather  than  to  methods  of  transportation  yer  se,  and 
that  effective  control  of  a  part  of  the  market  may  be 
hampered  in  important  respects  or  even  nullified  if 
the  rest  is  not  also  controlled.  Tliis  fact  does  not  re- 
quire, as  some  have  supposed  or  feared,  that  identical 
and  indiscriminate  control  of  all  types  of  carriers  be 
exercised  or,  for  example,  that  the  rates  of  other  modes 
of  transportation  must  be  equalized  with  rail  rates. 
But  a  rail  rate  structure  which  is  molded  in  part  by 
considerations  of  public  welfare,  and  which  seems  still 
to  require  some  application  of  the  differential  principle 
of  charging,  could  not  be  maintained  if  othei-s  were 
completely  free  to  follow  their  own  inclinations  and  in- 
terests. The  question  is  how  rigorously  the  whole 
transport  market  and  the  respective  segments  of  it 
shall  be  regulated,  and  the  answer  must  be  worked  out 


in  the  controlled  jnarket  for  transportation  services  by 
degrees.  It  must  be  evident  that  the  broadening  of 
regulatory  powers  to  provide  for  "fair"  and  "impar- 
tial" regulation  of  the  several  modes  of  transportation 
does  not  and  cannot  of  itself  yield  a  ready-made 
solution. 

It  maj'  be  noted  that  criticisms  frequently  are  made 
that  regulation  favoi-s  certain  special  interests  or 
agencies.  Thus  it  is  sometimes  asserted  that  regulatory 
law  and  its  application  to  transportation  have  shifted 
from  protection  of  consumers  to  guarding  the  welfare 
of  carriers.  While  tliis  contention  may  have  some 
justification,  the  contrast  is  apt  to  be  too  sharp  because 
it  has  regard  for  only  the  conflicting  interests  of  car- 
riers and  users.  Rather  than  leaning  too  strongly  to- 
ward any  particular  interest,  however,  possibly  a  more 
likely  tendency  is  that  a  regulatory  agency  imbued 
with  the  highest  motives  may  strive  too  much  to  be 
"all  things  to  all  persons."  Confronted  with  pleadings 
from  all  directions  in  so  complex  a  field,  the  regulatory 
influence  may  be  dissipated  in  futile  and  sterile  com- 
promise. Or  again,  in  order  to  escape  the  censure  in- 
vited by  the  exercise  of  discriminating  judgment, 
regulation  may  have  resort  to  unduly  rigid  formulas 
which  are  much  less  "scientific"  than  their  impersonal 
and  uniform  application  implies. 

The  conclusion  seems  necessarily  to  be  that  trans- 
portation policy  and  its  application  to  actual  situations 
must  be  pragmatic  and  empirical  in  large  degree  rather 
than  narrowly  or  rigidly  doctrinaire.^^  Regulatory 
laws  and  their  application,  just  as  economic  theories 
and  doctrines,  inevitably  and  properly  develop  largely 
out  of  the  particular  environmental  conditions  to 
which  those  who  are  responsible  for  them  are  exposed. 
Freedom  of  enterprise  should  be  encouraged,  but  the 
public  interest  in  transportation  requires  that  some 
rules  of  the  game  be  observed  by  all.  Even  so,  in  those 
circumstances  where  unfettered  competition,  imperfect 
as  it  is  almost  certain  to  be,  works  with  reasonable  ef- 
fectiveness, it  will  probably  continue  to  be  prudent  to 
let  well  enough  alone.  Contrariwise,  where  competi- 
tion notably  fails  or  is  grossly  wasteful,  the  public 
properly  may  exercise  its  voice. 

Regulatory  decisions,  as  well  as  the  "natural"  forces 
in  the  market,  are  certain  to  influence  the  complex  char- 
acter of  that  market,  including  the  relative  force  of 
competitive  and  monopolistic  elements  in  it.  Since 
these  questions  of  more  or  less  are  not  reducible  to 
neat  formulas  or  universal  agreement,  the  actions  of 


"  It  has  been  suggested  that  the  next  step  may  be  to  regulate  the  use 
of  highways  by  private  shippers  who  operate  their  own  vehicles.  Pend- 
ing stronger  and  more  conclusive  evidence  of  the  need  in  the  public 
Interest  for  this  extension  of  control,  however,  the  answer  at  this  time 
would  seem  to  be  in  the  negative. 
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the  regulatory  agency  or  agencies  will  often  be  criti- 
cized as  unsound,  contradictory,  inconsistent,  and  as 
giving  too  much  or  too  little  weight  to  this  or  that 
factor.  While  these  criticisms,  indeed,  are  likely  to 
be  well-founded  in  many  cases,  there  is  an  obligation 
on  the  part  of  critics  to  take  as  broad  a  view  of  the 
public  interest  as  the  regulating  agency  presumably 
does.  Public  policy  must  be  sutRciently  broad  in  its 
outlook  and  application  to  compromise  the  conflicts 
frequently  involved  in  various  lines  of  policy  and  prin- 
ciple. Much  of  the  misunderstanding  of  the  transpor- 
tation problem  and  disagreements  as  to  policy  and  its 
administration  derive  from  the  tendency  to  direct  at- 
tention rather  exclusively  to  a  single  standard  of 
appraisal,  such  as  the  beneficence  of  competition,  the 


virtue  of  low  rates,  the  evils  of  discriminatory  charges, 
the  desirability  of  technological  change,  or  concern 
for  the  financial  welfare  of  carriers.  This  approach 
represents  the  never-ending  search  for  the  all-embrac- 
ing i-ule.  It  is  well  to  remember  that  the  flexibility 
which  accompanies  a  measure  of  opportunism  and  ex- 
pediency, using  these  terms  in  the  better  sense,  has  a 
value  in  the  direction  of  economic  affairs.  No  policy  or 
formula  can  be  expected  to  provide  a  cure-all  for  the 
intricate  problems  of  a  dynamic  transport  system  which 
must  function  in  a  dynamic  economy.  And  this  limi- 
tation applies  to  the  regulatory  process.  Like  good 
physicians,  regulators  must  rely  greatly  on  their  "pa- 
tients" to  help  themselves  and  they  will  not  prescribe 
the  same  pills  for  every  malady,  real  or  fancied. 


DISCUSSION  OF  MONOPOLISTIC  COMPETITION 


The  analysis  of  transport  markets  as  given  in  this  paper  is  closely 
related  to  recent  developments  in  economic  theory  with  respect  to  the 
"monopolistic"  and  "imperfect"  nature  of  competition. 

The  fundamental  postulate  of  the  theory  of  monopolistic  competition 
Is  simply  that  actual  market  conditions  are  seldom  purely  competitive 
or  absolutely  monopolistic.  Therefore,  it  is  the  principal  tenet  of  this 
theory  that  to  analyze  market  situations  exclusively  in  terms  of  one  or 
(he  other  force  often  leads  to  erroneous  conclusions.  Everyone  who  has 
concerned  himself  with  such  matters  is  aware  of  the  common  habit  of 
referring  to  industries  or  markets  as  monopolistic  or  as  competitive,  de- 
pending on  which  force  seems  the  stronger  or  on  which  particular  aspect 
of  market  action  is  under  consideration.  Hence,  the  paradox  frequently 
is  presented  that  some  observers  describe  a  given  market  as  competitive 
while  others  as  firmly  contend  that  it  is  monopolistic.  Or  again,  prac 
tices  are  referred  to  as  "cut-throat"  competition  which  could  not  occur 
under  conditions  of  genuine  competition  ("pure"  and  "perfect"  — ,  in 
the  technical  terminology  of  economics)  and  are  instead  attributable  to 
the  monopolistic  elements  in  the  market.  So  it  is  with  price  discrimi- 
nation, for  example,  whereby  a  seller,  irrespective  of  cost  differences, 
charges  various  prices  in  separable  parts  of  the  market  or  to  distin- 
guishable groups  of  buyers.  In  a  strictly  competitive  market,  there  is 
no  possibility  of  such  action  against  buyers  or  rival  sellers.  It  is  the 
element  of  monopoly,  or  to  use  a  crude  but  perhaps  more  effective  ex- 
pression, it  is  uneven  competition  of  varying  intensity  which  explains 
the  power  to  levy  differential  charges. 

As  market  conditions  have  become  increasingly  complex  and  as  studies 
based  on  more  complete  data  have  yielded  greater  knowledge  of  market 
operations  and  price  policies,  it  has  been  more  fully  recognized  that 
assumptions  of  pure  and  perfect  competition  or  of  absolute  monopoly  are 
not  well  fitted  to  explain  typical  market  situations.  Competition  to  be 
pure  requires  that  the  number  of  sellers  be  sufBciently  large  so  that  the 
action  of  anyone,  acting  independently,  would  be  so  insignificant  as  to 
be  negligible  in  its  effect  on  the  market  situation,  and  further  that  the 
products  and  services  of  all  the  sellers  in  the  market  be  standardized  : 
i.  e.,  have  no  distinctive  characteristics  significant  to  buyers  in  making 
their  choices.  In  transportation,  for  example,  pure  competition  would 
mean  that  there  would  be  no  differences  in  such  matters  as  convenience, 
speed,  safety,  reliability,  or  other  qualities  of  service,  so  that  shippers 
would  distribute  their  traffic  at  random  among  the  carriers  offering 
their  services. 

Strictly  speaking,  the  seller  in  this  case  can  have  no  policy  with  re- 
spect to  price,  for  example  ;  he  can  only  "meet  the  market."  The  mar- 
ket of  each  individual  seller  Is  completely  fused  in  the  general  market 
of  which  he  is  a  part,  and  market  forces  are  impersonal  in  their  opera- 
tion. By  way  of  contrast,  where  the  number  of  sellers  in  each  distin- 
guishable market  is  small  and  where  product  or  service  differences  exist, 
monopolistic  tendencies  appear,  and  the  individual  sellers  will  tend  to 
conduct  themselves,  either  tacitly  or  by  agreement,  with  consideration 
for  the  effect  of  the  action  of  each  seller  on  the  general  market  situation 
and  on  the  piohable  retaliatory  mea  ures  of  h;s  rivnls.  The  market  and 
price  problem  for  a  limited  number  of  sellers  offering  differentiated  prod- 
ucts or  services  and  employing  policies  of  discriminating  prices  cannot 
be  fitted  to  the  pattern  of  hypothetically  ideal  competition.      (For  fur- 


ther analysis  of  the  market  problem,  where  sellers  are  few  or  when 
products  are  differentiated,  see  Chamberlin,  Edward,  The  Theory  of 
Monopolistic  Competition  (1938),  3d  edition,  especially  chapters  III 
and  IV.  It  contains  a  substantial  bibliography  of  the  growing  litera- 
ture in  this  field.)  A  leading  British  work  on  this  subject  is  Robinson, 
Joan,  The  Economics  of  Imperfect  Competition  (1933).  A  still  more 
recent  presentation,  from  a  somewhat  different  point  of  view,  may  be 
found  in  Clark,  J.  M.,  Toward  a  Concept  of  Workable  Competition,  The 
American  Economic  Review,  June  1940.  The  following  brief  extracts 
from  this  stimulating  article  which  have  a  particular  bearing  on  trans- 
port markets  and  policy  are  noted  :  "♦  *  *  it  seems  probable  that 
one  of  the  criteria  of  workable  competition  is  that  there  shall  not  be 
too  gross  discrepancies  between  the  action  of  short-run  pressures  and 
long-run  tendencies  (p.  246)  *  *  *.  The  most  serious  problems  of 
imperfect  competition  seem,  as  already  noted,  to  center  in  the  fact  that 
the  immediate  short-run  pressures  are  out  of  harmony  with  the  condi- 
tions of  long-run  equilibrium.  And  the  starting  point  of  a  search  for 
the  conditions  of  workable  competition  seems  to  be  the  search  for  ways 
and  means  of  reducing  these  discrepancies,  under  the  conditions  actually 
encountered  (p.  249).  •  *  *  There  is  prima  facie  ground  for  the 
hypothesis  that  some  forms  and  degrees  of  discrimination  have  a  place 
in  a  scheme  of  workable,  as  distinct  from  perfect,  competition  (p.  250). 
•  *  *  Actual  competition  has  to  make  terms  with  the  fact  that, 
when  demand  fluctuates,  industry  must  inevitably  be  operating  short  of 
full  capacity  much  of  the  time.  Workable  competition  must  be  work- 
able under  these  conditions  (p.  250).  *  *  *  It  would  be  a  truism 
to  say  that  the  most  effective  forms  of  competition  we  have,  or  can 
have,  are  imperfect  forms,  since  there  are  no  others.  But  it  will  mean 
something  if  we  can  find,  after  due  examination,  that  some  of  these 
forms  do  their  jobs  well  enough  to  be  an  adequate  working  reliance — 
more  serviceable,  on  the  whole,  than  those  substitutes  which  involve 
abandoning  reliance  on  competition.  And  it  will  be  useful  if  we  can 
learn  something  about  the  kinds  and  degrees  of  'imperfection'  which  are 
positively  serviceable  under  particular  conditions"  (p.  242). 

Imperfections  of  competition,  as  distinguished  from  impurities,  refer 
to  those  frictions,  lags,  and  rigidities  which  impair  free  market  action 
such  as  inadequate  knowledge  on  the  part  of  buyers,  idle  resources,  ex- 
cess capacity,  which  may  be  more  or  less  chronic,  continued  operation 
of  "submarginal"  enterprises,  and  in  general  all  delays  or  lags  in  the 
adjustment  to  changed  conditions. 

The  theory  of  monopolistic  competition  endeavors  to  take  into  account 
such  impurities  and  imperfections  of  competition  in  the  formulation  of 
a  more  realistic  explanation  of  market  forces  and  positions.  To  describe 
markets  as  monopolistically  competitive,  which  no  doubt  seems  a  contra- 
dictory concept  when  judged  in  terms  of  traditional  terminology,  is  not 
merely  to  play  with  words.  It  is  based  on  the  proposition  that  monop- 
oly and  competition  are  not  mutually  exclusive  and,  therefore,  that  a 
recognition  of  the  concurrence  of  elements  of  both  is  essential  to  an 
understanding  of  most  markets  as  they  really  are,  in  contrast  with  what 
they  "ought"  to  be,  in  order  to  conform  with  assumed  "ideal"  conditions. 
Perhaps  the  concept  is  even  more  clearly  stated  if  It  is  said  that  the 
typical  market  is  compounded  of  elements  of  competition  and  monopoly. 
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and  that  results  will  be  distinctly  different  depending  on  the  way  and 
the  proportions  in  which  the  elements  are  combined.  To  vary  the  meta- 
phor, marliets  are  hybrids,  not  pure  strains,  and  as  hybrids  they  do  not 
necessarily  "tend  to  become"  pure  strains.  The  significant  conclusion 
from  this  approach  is  that  some  mixture  of  competition  and  monopoly 
is  a  continuous  and  therefore  normal,  rather  than  a  temporary,  inci- 
dental, and  abnormal,  feature  of  most  market  situations. 

The  economic  results  as  well  as  the  market  conditions  of  monopolistic 
competition,  with  respect  to  prices,  qualities,  entrance  and  withdrawal 
of  firms,  allocation  of  resources,  profits,  and  output  cannot  be  presumed 
to  be  the  same  as  when  competition  is  unadulterated.  Without  attempt- 
ing to  develop  the  analysis  within  the  limits  of  this  short  treatment,  it 
may  be  noted  that  conditions  of  monopolistic  (impure  and  imperfect) 
competition  are  likely  to  be  closely  associated  with  persistent  e.xcess  or 
underutilized  capacity  in  an  industry.  ("The  common  result  of  this 
assemblage  of  factors  is  excess  productive  capacity,  for  which  there  is 
no  automatic  corrective.  Such  excess  capacity  may  develop,  of  course, 
under  pure  competition,  owing  to  miscalculation  on  the  part  of  pro- 
ducers, or  to  sudden  fluctuations  in  demand  or  cost  conditions.  But  it 
is  the  peculiarity  of  monopolistic  competition  that  it  may  develop  over 
long  periods  with  impunity,  prices  always  covering  costs,  and  may,  in 
fact,  become  permanent  and  normal  through  a  failure  of  price  competi- 
tion to  function.  The  surplus  capacity  is  never  cast  off,  and  the  result 
is  high  prices  and  waste.  The  theory  affords  an  explanation  of  such 
wastes  in  the  economic  system — wastes  which  are  usually  referred  to  as 


'wastes  of  competition.'  In  fact,  they  could  never  occur  under  pure 
competition,  and  it  is  for  this  reason  that  the  theory  of  pure  competi- 
tion is  and  must  be  silent  about  them,  introducing  them,  if  at  all,  as 
'qualifications,'  rather  than  as  parts  of  the  theory.  They  are  wastes  of 
monopoly — of  the  monopoly  elements  in  monopolistic  competition." 
(Chamberlin,  op.  (it.,  p.  109.)  Suffice  to  say  that  circumstances  such  as 
a  limited  number  of  sellers,  differentiated  services,  large  aggregates  of 
capital  as  in  the  railroad  industry,  immobility  of  productive  resources, 
including  the  enterprisers  themselves,  setting  of  prices  in  relation  to 
costs,  and  regard  for  the  possibility  that  actions  taken  (price  reductions, 
for  example),  may  brini?  reactions  from  rivals  tend  to  send  prices  and 
costs  above  the  equilibrium  point  of  pure  competition.  If  additional 
resources  and  sellers  are  attracted  into  the  field  as  a  consequence,  the 
available  business  is  divided  among  greater  numbers,  with  perhaps  no 
appreciable  profits  for  the  group  as  a  whole.  Sporadic  price-cutting 
forays  may  be  interspersed  with  controlled  or  even  increased  prices,  by 
tacit  agreement  in  the  spirit  of  live-and-let-live.  Minimum  price  or 
rate  control,  it  may  be  noted,  is  likely  to  foster  the  same  result  with 
respect  to  increasing  the  number  of  sellers  in  the  field ;  and  that  is  one 
reason  why  the  prescription  of  minimum  rates  requires  implementation 
by  control  of  entrance  if  the  carriers  are  not  to  be  chronically  impe- 
cunious and  their  facilities  underutilized.  The  conditions  described  are 
usually  referred  to  as  "wastes  of  competition,"  whereas  they  would  not 
occur,  except  for  brief  periods,  in  a  purely  competitive  market.  They 
result   instead  from  monopolistic  elements  in  monopolistic  competition. 


PART    I  — SECTION    VII 
TRANSPORTATION    AND    PUBLIC    PROMOTIONAL    POLICY 

By  Wilfred  Owen ' 


Introduction 

Although  the  development  of  transportation  in  the 
United  States  has  always  been  a  primary  interest  of 
government,  it  is  during  the  past  two  decades  that 
Ijublic  action  in  this  field  has  achieved  the  most  strik- 
ing results.  For  these  years  have  been  the  setting 
for  revolutionary  change,  with  government  sponsorship 
of  highway,  water,  and  air  facilities  supplementing  and 
supplanting  railroad  operations  with  a  volume  and 
variety  of  service  never  before  available.  Since  1920, 
more  than  30  billion  dollai'S  of  public  funds  have  been 
spent  on  a  vast  network  of  improved  highways  over 
which  32  million  motor  vehicles  now  operate.  The  same 
period  accounts  for  2  of  the  3  billions  expended  during 
the  entire  past  century  for  river  and  harbor  improve- 
ments, and  for  the  rejuvenation  of  ocean  shipping  and 
of  barge  service  on  the  inland  waterways.  In  addition, 
recent  public  action  has  furnished  impetus  for  spec- 
tacular innovations  in  air  transport  through  the  pro- 
vision of  nearly  30,000  miles  of  lighted  airways,  air- 
port facilities,  mail  payments,  and  other  aids. 

This  expanding  role  of  government  displays  itself 
not  only  in  physical  plant  but  in  the  broadening  aims 
of  public  expenditure.  For  during  the  past  several 
years  depressed  economic  conditions  have  introduced 
compensatory  spending  and  work-relief  objectives  in 
the  transportation  program,  accounting  for  billions  of 
dollars  spent  on  roads  and  streets,  and  hundreds  of 
millions  for  airport  and  waterway  projects.  In  addi- 
tion, the  more  recent  requirements  of  national  defense 
have  created  vast  new  responsibilities  and  further 
pressing  requirements  for  high  standards  of  adequacy, 
including  a  shift  of  road-building  emphasis  to  strategic 
highways  and  access  roads,  and  a  rapidly  accelerating 
program  of  airport  improvement  and  shipbuilding. 

The  current  scope  of  activity  in  transport  develop- 
ment emphasizes  the  importance  of  carefully  examining 


public  policy.  For  Government  action,  despite  its  ob- 
vious accomplishments,  has  by  no  means  escaped  criti- 
cism. Waste  of  public  funds,  vague  and  conflicting 
objectives,  the  absence  of  criteria  to  guide  expenditure, 
and  questionable  methods  of  financing,  cost  allocation, 
and  administration  have  all  furnished  evidence  of  seri- 
ous shortcomings.  Perhaps  the  most  perplexing  issues, 
however,  concern  the  difficult  status  of  the  railroads 
in  a  public  expenditure  setting  from  which  they  are 
now  excluded.  Rail  transport,  privately  operated  and 
at  present  relatively  unaided  by  Government,  has 
yielded  increasing  volumes  of  business  to  the  newer 
publicly-sponsored  agencies,  and  this  loss  of  traffic  has 
led  to  charges  of  unequal  treatment,  unfair  subsidy  to 
competitors,  uneconomic  allocation  of  traffic,  and  un- 
justified financial  distress.  Highway  and  waterway  in- 
terests, which  have  been  the  chief  competitors  of  the 
railroads,  have,  on  the  other  hand,  denied  railroad  con- 
tentions of  Government  favoritism  on  the  grounds  that 
these  public  facilities  are  provided  on  a  fundamentally 
different  basis  than  are  the  railroads,  and  are  subject  to 
essentially  different  conditions  of  cost  and  use. 

Other  subjects  of  contention  have  developed  from 
public  promotional  activity.  Taxpayer  groups  have 
been  critical  of  the  size  of  the  transportation  bill, 
while  various  interests  otherwise  concerned  with  the 
amount  of  public  expenditure  or  the  adequacy  of  trans- 
port facilities  complain  that  Government  policy  is  over- 
conservative.  The  relative  merits  of  Federal,  State, 
and  local  action  are  debated,  as  are  also  specific  projects 
or  programs  such  as  the  St.  Lawrence  Waterway,  the 
extension  of  particular  river  improvements,  and  the 
construction  of  superhighways. 

In  view  of  the  magnitude  of  transportation  require- 
ments and  the  challenge  of  current  methods  of  attain- 
ing them,  therefore,  it  is  imperative  that  the  issues 
be  analyzed  and  implications  of  suggested  future  action 
fairly  understood. 


CURRENT  PROMOTIONAL  ACTIVITY 


Federal 

The  provision  of  transportation  facilities  by  the  Fed- 
eral  Government   involves   the   construction,  mainte- 


•  Consultant,  National  Resources  Planning  Board. 
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nance,  and  operation  of  physical  plant,  the  financing  of 
facilities  through  loans  and  grants,  and  the  furnishing 
of  extensive  auxiliary  services.  At  the  same  time  regu- 
latory policy  is  directed  in  part  toward  preserving  and 
fostering  transport  media  by  pi-escribing  conditions  to 
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govern  their  use  -  By  these  methods  the  Federal  Gov- 
ernment has  exerted  far-reaching  influence  upon  the 
American  transportation  system.  Automobiles,  busses, 
and  trucks  travel  over  Federal-aid  highways  constructed 
in  part  witli  Federal  fimds  and  maintained  to  Federal 
standards.  Planes  operating  with  the  support  of  Fed- 
eral mail  paj'ments  are  guided  over  Federal  airways 
to  airports  improved  as  Federal  relief  projects.  Ships 
at  sea,  financed  by  Federal  loans,  depend  upon  Federal 
navigation  aids  to  lead  them  safely  to  harbors  dredged 
and  marked  by  the  Federal  Government.  Altogether 
the  average  annual  expenditure  to  make  such  transport 
development  possible  has  for  the  past  10  years  com- 
prised an  item  of  well  over  a  billion  dollars  in  the 
Federal  budget. 

State  and  Local 

Despite  the  growing  predominance  of  Federal  activ- 
ity in  providing  facilities  for  transportation,  however, 
current  efforts  of  the  States  and  local  governments  are 
by  no  means  insignificant.  For  many  years  the  States 
have  been  preeminent  in  highway  promotion,  and  the 
road  and  street  jarograms  of  counties  and  cities  are  also 
conducted  on  a  large  scale.  Altogether  these  govern- 
ment units  account  for  approximately  one  and  a  half 
billion  dollars  of  highway  expenditure  annually.  In 
addition,  municipal  action  is  an  important  factor  in 
airjjort  improvements,  and  water  transport  is  aided  by 
State  and  local  financing  of  docks  and  terminals,  and 
by  local  participation  in  Federal  waterway  projects. 

Highways 

An  estimate  by  the  Public  Roads  Administration  of 
Federal,  State,  and  local  highway  expenditure  places 
the  annual  outlay  for  roads  and  streets  at  more  than 
two  and  a  half  billion  dollars.  Altogether,  highway 
construction  programs  over  the  past  20  years  have  re- 
sulted in  about  1,000,000  miles  of  new  surfacing.  The 
mileage  of  the  several  systems,  their  traffic,  and  the 
amount  of  money  spent  on  them  in  a  given  year  are 
contained  in  the  accompanying  table. 

Approximately  one  billion  of  the  two  and  a  half 
billion  dollars  spent  was  derived  from  si^ecial  motor 
vehicle  taxes  levied  for  highways,  and  another  billion 
from  Federal  funds,  the  largest  part  of  which  were 
work-relief  appropriations  for  local  roads  and  streets. 
The  remaining  half  billion  dollars  represented  prop- 
erty levies,  borrowings,  and  general-fund  appropria- 
tions of  State  and  local  governments. 


Highioay  Systems  in  the  United  States,  19S8 


System 

Mileage 

Traffic 

Expendi- 
tures 

Total 

Percent 

Percent 

Percent 

Main  rural   roads  and    their  transcity 

352,000 

2, 630, 000 

193,000 

11 
83 
6 

57 
13 
30 

33 

Local  rural  roads 

39 

28 

3,175,000 

100 

100 

100 

Source:  Hearings,  H.  E.  7891,  76th  Cong.,  3d  sess 

.,  p.  190. 

State  and  Local  Action 

The  State  highway  departments  are  directly  re- 
sponsible for  over  half  a  million  miles  of  roads  and 
streets,  including  the  primary  rural  highways  which 
carry  the  heaviest  intercity  traffic  volumes,  and  a  large 
mileage  of  secondary  roads  and  main  city  streets  which 
have  been  placed  under  State  control.  Counties  and 
townships  have  jurisdiction  over  the  remaining  two  and 
a  half  million  miles,  most  of  which  are  lightly  traveled 
rural  roads,  with  municipalities  conducting  most  of 
the  work  on  city  streets.  The  importance  of  the  State 
in  highway  promotion  is  indicated  most  strikingly  in 
terms  of  finance,  for  State  collection  of  motor  vehicle 
fees  and  gasoline  taxes  has  averaged  over  a  billion  dol- 
lars annually  during  the  past  decade.  Nearly  60  per- 
cent of  these  user  charges  are  now  spent  directly  by  the 
States,  and  more  than  300  millions  are  made  available 
by  State  governments  to  local  lughway  units  in  the  form 
of  grants  or  shared  taxes.  In  many  cases,  however,  the 
States  exercise  little  or  no  control  over  the  ultimate  use 
of  funds  distributed  to  local  governments.  The  remain- 
ing motor  vehicle  tax  revenue,  amounting  to  almost  200 
million  dollars  in  1940,  is  used  for  general  purposes  mi- 
related  to  highways.  A  summary  of  the  trend  in  motor 
vehicle  tax  revenue  and  the  manner  in  which  it  has  been 
spent  is  presented  in  the  following  table : 

Trend  in  Motor  Vehicle  Revenues  and  Their  Distribution 
[In  millions  of  dollars] 


Year 

Total 

For  state-highway 
purposes 

For  local  roads 
and  streets 

For  nonhighway 
purposes 

Amount 

Percent 

Amount 

Percent 

Amount 

Percent 

1927 

1931    . 

560 
882 
1,057 
1,195 
1,175 
1,227 
1,321 

410 
616 
583 
705 
686 
694 
754 

73 
70 
55 
60 
59 
56 
67 

123 
214 
265 
277 
280 
301 
323 

22 
24 
25 
23 
24 
24 
24 

9 
24 

169 
161 
158 
182 
197 

1.5 
2  7 

1936 

16.0 

1937    

13  5 

1938 

13.5 

1939 

14  9 

1940 

14.9 

'  The  present  chapter  is  concerned  only  with  those  promotional  as- 
pects of  public  action  which  involve  the  provision  of  facilities.  For  a 
discussion    of    regulatory    policy    see    Part   I,    Sec.    VI,    1,    this    report. 


Note. — The  small  percentage  of  funds  not  accounted  for  in  this  table  includes 
administrative  expenses  and  work  on  fore.^t  aud  park  roads. 
Source:  Public  Roads  Administration,  Annual  Table-i,  series  DF. 

In  addition  to  the  function  of  the  State  in  collecting, 
spending,  and  distributing  highway-user  revenue,  State 
responsibility  for  constructing   and   maintaining  the 
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State  highway  system  involves  the  expenditure  of 
Federal-aid  funds  and  State  taxes  from  non-motor- 
vehicle  sources.  In  1940,  total  disbursements  by  the 
State  highway  departments  amounted  to  $1,013,000,000. 
Excluding  debt  retirement  and  transfers  to  local  road 
units,  actual  current  expenditures  for  State  highways 
amounted  to  $812,000,000.  This  figure  has  averaged 
$850,000,000  a  year  over  the  past  decade. 

State  Hightcay  Disbuiseinents  1939 

Capital  outlay $523,000,000 

Maintenance 215,  000,  000 

Administration,  engineering,  etc 54,  000,  000 

Interest  on  highway  debt 66,  OOO,  000 

Retirement  of  highway  debt 128,  000, 000 

State  highway  police 27,  000,  000 

Total  for  highway  purposes 1,  013,  000,  000 

Source :  Public  Roads  Administration,  Annual  Tables,  Series  SF-2. 

AVhile  the  trend  in  State  highway  activities  reveals 
more  than  a  doubling  of  financial  resources  since  1927, 
there  has  been  an  opposite  trend  in  local  road  finance. 
In  1930,  local  road  disbursements  totaled  $852,000,000, 
and  city  streets  expenditures  accounted  for  several 
hundred  million  dollars  more.  During  the  past  de- 
pression decade,  however,  the  productivity  of  local 
propei'ty  taxes  fell  to  such  degree  that  considerable 
assumption  of  local  road  responsibilities  by  the  States 
became  necessary,  with  the  Federal  Government  add- 
ing to  local  road  and  street  support  through  work-re- 
lief activities.  These  and  other  factors  have  been  both 
cause  and  effect  of  a  considerable  reduction  of  the  role 
and  influence  of  local  government  in  the  financing  of 
highways. 

Federal  Action 

The  most  important  development  in  the  promotion 
of  highway  facilities  during  the  past  several  years 
has  been  the  increasing  participation  of  the  Federal 
Government.  For,  of  a  total  Federal  highway  expendi- 
ture approximating  7  billion  dollars  during  the  past 
quarter  of  a  century,  over  6  billions  have  been  made 
available  since  1930.     In  each  of  the  years  1936  and 

Recent  Federal  Expenditures  for  Highicays,  1933-39 


Year 

Public  Roads 
Administra- 
tion 

Agencies 
coopera- 
ting with 
PublicRoads 

W'orlv  relief 
agencies 

PWA  loans 
and  grants 

Total 

1933.. __ 

1934 

1935 

$199.  000.  000 
339.  000.  000 
2.32.  000.  000 
346.  000.  000 
285, 000,  000 
212,  000,  000 
191, 000.  000 

$14.  000.  000 
22.  000,  000 

14.  000.  000 

15.  000.  000 
17.  000.  000 

16.  000, 000 
16.  000.  000 

$145. 000. 000 
269, 000.  000 
227,  000. 000 
631.  000,  000 
44.S.  000.  000 
801.  000.  000 
670,  000,  000 

$2.  000.  000 
16.  000.  000 
37, 000.  000 
54.  000,  000. 
14,  000,  000 
38,000,000 

$360,000,000 
646,000,000 
612.000,000 

1936 

1937 

1.  050.  000.  000 
788.  000,  000 

1938 

1,071,000.000 

1939 

877,  000, 000 

Total.— 

1,  804, 000, 000 

117, 000,  000 

3,191,000,000 

98,000,000 

5,  304,  000,  000 

National  Resources  Plannhiff  Board 

1938,  for  example.  Federal  highway  promotion  involved 
a  billion-dollar  jDrogram,  including  the  Federal-aid 
system,  secondary  roads,  grade-crossing  eliminations, 
road  construction  on  public  lands,  and  work  relief.  A 
summary  of  Federal  action  since  1933  indicates  that 
work-relief  projects  have  accounted  for  three-fifths  of 
all  funds  spent  since  that  date. 

Federal-aid  program.— The  Federal-aid  highway 
system  today  comprises  nearly  a  quarter  of  a  million 
miles  of  the  most  important  interstate  and  intercounty 
routes.  This  system,  the  designation  of  which  was 
begun  in  1922,  was  limited  at  first  to  7  percent  of  the 
road  mileage  in  each  State.  On  it  some  two  and  a 
quarter  billion  dollars  of  Federal  grants-in-aid  have 
been  spent  since  the  beginning  of  Federal  participation 
25-  years  ago.  Direction  of  this  program  is  assigned 
to  the  Public  Roads  Administration,  which  acts  through 
the  several  State  highway  departments  cooperating 
with  the  Federal  Government.  Federal  aid  is  divided 
among  the  States  on  the  basis  of  population,  area, 
and  rural  post  road  mileage.  It  is  generally  matched 
by  an  equal  amount  of  State  funds,  its  use  is  confined 
to  construction,  and  its  availability  is  contingent  upon 
the  existence  of  a  responsible  State  highway  depart- 
ment, and  upon  the  maintenance  of  previous  road 
projects  to  Federal  standards.  The  States  initiate, 
plan,  and  perform  the  work,  but  all  projects  require 
Federal  approval.  For  the  fiscal  year  1941  this  pro- 
gram was  supported  by  an  appropriation  of  $115,- 
000.000.=' 

Extension  of  Federal  aid. — Federal  activity  was 
confined  to  improvements  on  the  primary  system  of 
rural  Federal-aid  roads  until  1933,  when  as  part  of 
the  emergency  program  to  provide  employment.  Fed- 
eral participation  was  broadened  to  include  grants  for 
extensions  of  the  Federal-aid  system  through  cities, 
and  for  secondary  roads.  Two  years  later,  the  first 
specific  appropriation  was  made  for  railroad  grade- 
crossing  elimination.  These  revisions  in  Federal  action 
have  since  become  permanent  policy,  with  Federal-aid 
authorizations  for  1941  including  an  item  of  $30,000,000 
for  grade  crossings  and  $15,000,000  for  secondary 
feeder  roads.  Grade-crossing  work  is  not  confined  to 
any  system  of  roads,  and  although  the  States  must 
provide  right-of-way,  there  are  no  State  matching  re- 
ouirements  for  construction.  Secondly  road  aid,  on  the 
other  hand,  must  be  matched  and  spent  on  an  eligible 
system  of  feeder  routes  comprising  not  more  than  10 
percent  of  rural  road  mileage.  The  purpose  of  these 
secondary  highways  is  described  as  one  of  service  "to 


Source:  Public  Roads  .Administration.  ^pfcidJ  Tabulation. 


3  For  a  complete  account  of  Federal  roadbuilding  activity  under  the 
Public  Roads  Administration,  see  The  Public  Roads  Administration  and 
Its  Worl;,  P.  R.  .4.,  1939,  61  pp.  mimeo. 
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the  greatest  number  of  farm  homes  and  rural  businesses" 
as  distinguished  from  the  regular  Federal-aid  objec- 
tive of  "traffic  service  to  the  population  as  a  whole."  * 

Other  Federal  road  constniction. — Another  class 
of  Federal  activity  involves  road  construction  in  na- 
tional forests,  national  parks,  public  lands,  and  Indian 
reservations.  Since  the  forest  program  was  initiated 
in  1917,  nearly  a  quarter  of  a  billion  dollars  has  been 
spent  for  the  improvement  of  a  forest  highway  system 
designed  primarily  for  the  development  and  better  use 
of  resources.  A  smaller  system  of  roads  in  national 
parks  has  been  improved  with  Federal  funds  since  1924. 
All  these  appropriations  are  spent  by  Federal  agencies 
cooperating  with  the  Public  Roads  Administration. 

Emergency  expenditure. — In  addition  to  these  con- 
tinuing Federal-aid  programs,  in  recent  years  a  sub- 
stantial portion  of  Federal  emergency  spending  has 
been  applied  to  road-improvement  work.  From  1930 
to  1935  an  outright  grant  of  $1,200,000,000  was  made 
available  to  the  Public  Roads  Administration  for  the 
purpose  of  stimulating  business  recovery.  In  addi- 
tion, since  1935  the  Work  Projects  Administration  has 
spent  $3,739,000,000  on  highway  projects  to  provide  em- 
ployment. By  late  1941  this  type  of  Federal  highway 
work  had  involved  some  600,000  miles,  largely  under 
county  jurisdiction.  Matching  requirements  were 
made  flexible,  with  local  units  contributing  an  average 
of  25  to  30  percent  of  total  cost ;  and  in  the  selection  of 
road  location  and  design,  emphasis  was  shifted  from 
engineering  and  traffic  considerations  to  the  availabil- 
ity of  unemployed  labor  and  the  possibility  of  high 
ratios  of  labor  to  other  costs. 

Foreign  highways.— -The  Federal  Government  is 
also  concerned  with  the  promotion  of  foreign  highway 
facilities  to  further  cultural  relations  and  defense  ac- 
tivities. A  3,267-mile  highway  link  between  this  coun- 
try and  the  Panama  Canal  Zone  is  now  moi'e  than 
half  completed  with  all-weather  surfacing,  an  accom- 
plishment which  has  been  furthered  by  United  States 
cooperative  action  with  the  countries  to  the  south. 
Effort  on  behalf  of  this  Inter-American  Highway  was 
authorized  by  the  Congress  in  1928,  and  funds  were 
appropriated  in  1930  for  a  reconnaissance  survey  to 
establish  the  route.  This  work,  undertaken  by  the  Pub- 
lic Roads  Administration  at  the  request  of  the  State 
Department,  was  carried  out  from  1930  through  1933. 
In  the  past  12  years,  congressional  authorizations  of 
several  millions  have  been  made,  and  under  cooperative 
agreements  with  several  Central  American  Republics, 
materials,  machinery,  and  technical  direction  have  been 
provided.  Financial  arrangements  have  also  been  made 


through  the  Export -Import  Bank  of  the  United  States, 
which  has  loaned  $2,500,000  to  Panama,  $1,700,000  to 
Nicaragua,  and  $4,600,000  to  Costa  Rica.  Recently  the 
President  requested  an  appropriation  of  $20,000,000  to 
be  spent  on  the  Inter-American  Highway  as  a  defense 
measure. 

The  Inter-American  Highway,  however,  is  but  one 
link  in  the  proposed  Pan  American  Highway  to  extend 
from  Alaska  to  the  southernmost  point  of  South  Amer- 
ica. Today  three-fourths  of  the  South  American  sec- 
tion between  the  Colombia-Panama  border  and  Buenos 
Aires  is  passable  during  all  seasons.  To  further  this 
l^rogram  the  United  States  has  assigned  highway  engi- 
neers to  the  South  American  countries  requesting  them, 
and  has  supplied  information  and  estimates  pertinent 
to  the  work.^  Action  in  behalf  of  the  North  American 
section  of  this  highway  through  western  Canada  to 
Alaska  has  not  progressed  beyond  the  stage  of  dis- 
cussion and  planning,  but  two  commissions  have  been 
appointed  by  the  Congress  to  cooperate  with  Canadian 
officials  in  the  investigation  of  possible  routes.  Na- 
tional defense  considerations  are  now  promoting 
greater  interest  in  a  highway  link  between  this  country 
and  Alaska. 

Summary  of  Federal  Action 

A  summary  of  Federal  highway  authorizations 
supervised  by  the  Public  Roads  Administration  since 
the  beginning  of  the  Federal-aid  program  in  1917, 
through  the  fiscal  year  1941,  establishes  the  total  par- 
ticipation at  $3,694,000,000.  With  the  addition  of 
$3,739,000,000  spent  for  work-relief  projects  on  roads 
and  streets  from  April  1935  to  January  1,  1941,  Fed- 
eral highway  expenditure  since  1917  reaches  a  grand 
total  of  $7,433,000,000. 

tiiimmarp  of  Federal  Highway  Promotion 
Supervised  by  Public  Roads  Administration : 

Regular  Federal  aid,  1917-41 $2,235,000,000 

Forest    roads,    1917-41 236,000,000 

Public  land  roads,  1931-11 23,000,000 

Emergency   funds,    1930-35 : 1,200,000,000 

Total,  1917-11 3,694,000,000 

Works  Projects  Administration,  1935-40 3,  739,  000,  000 

Grand  total,'  1917-41 7,433,000,00 

"  Including  P.  R.  A.  authorizations  to  June  30.  1941,  and  W,   r.  A. 
expenditures  to  January  1,  1941. 

Problems 

Description  of  the  role  of  public  action  in  the  pro- 
vision of  highway  facilities  reveals  that  road  building 


*  statement  of  T.  H.  MacDonald,  Commissioner,  Public  Roads  Admin- 
istration, Hearings,  H.  R.  7891,  pp.  213  and  221. 


5  The  Export-Import   Banlj  has   loaned   $2,500,000   to   Paraguay  and 
$900,000  to  Ecuador. 
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has  accounted  for  a  very  large  percentage  of  total 
public  funds  spent  for  transportation.  Highway  poli- 
cies, therefore,  require  particular  scrutiny  as  to  their 
effectiveness  in  providing  satisfactory  facilities,  and  the 
revisions  which  might  lead  to  greater  achievement.  The 
phenomenal  growth  of  Federal  influence  has  raised 
extensive  new  issues  concerning  the  relative  merits  of 
centralized  and  local  administration,  inter-govern- 
mental relations,  work  relief,  and  the  actual  accom- 
plishments of  such  enormous  expenditure.  Later 
sections  will  attempt  to  review  some  of  these  problems. 

Air  Facilities 
Federal  Action 

The  newest  Federal  activity  in  transport  promotion, 
and  one  which  may  well  cause  the  greatest  repercus- 
sions throughout  the  transportation  system,  is  the 
encouragement  of  air  transport  development.  This  is 
being  accomplished  by  the  provision  of  airways  and 
airports,  financial  assistance  to  carriers  through  air- 
mail payments,  the  training  of  pilots,  the  development 
of  new  techniques,  and  various  economic  and  safety 
regulations  designed  to  develop  a  healthy  condition 
within  the  industry.  Congressional  declaration  of  pol- 
icy has  made  clear  the  intention  to  achieve  by  these 
methods  an  air  transportation  system  "properly 
adapted  to  the  present  and  future  needs  of  the  foreign 
and  domestic  commerce  of  the  United  States,  of  the 
Postal  Service,  and  of  the  national  defense."  The 
tremendous  expansion  of  flying  facilities  and  air  traffic 
in  the  past  several  years  indicates  the  success  which  has 
attended  this  effort. 

Airways. — Tlie  Federal  airway  system,  constructed, 
maintained,  and  operated  by  the  Federal  Govern- 
ment through  the  Civil  Aeronautics  Administration, 
comprises  a  network  of  approximately  30,000  miles  of 
lighted  routes  in  the  continental  United  States.  From 
1935  through  the  fiscal  j'ear  1941,  airway  expenditure 
has  totaled  approximately  $125,000,000,  with  annual 
outlay  expected  to  reach  $26,000,000  in  1941.  Airway 
facilities  consist  principally  of  beacons,  teletype  cir- 
cuits for  weather  reporting  and  traffic  control,  radio 
range  and  communication  stations,  and  lighted  inter- 
mediate landing  fields. 

Federal  Airway  Expenditures  19-^0 

28,745  miles  of  lighted  airways $14,060,563 

320  iutermediate  landing  fields 1,666,206 

Radio  and   communication 4,  872, 214 

Weather  and  traffic  teletype  circuits 1,228,118 

Total  airway  expenditures 21,  827, 101 

Source :  Civil  Aeronautics  Authority,  Second  Annual  Report,  1940, 
appendix  F  pp.  35.  36. 


National  Resources  Planning  Board 

Airports. — Unlike  the  provision  of  airway  facili- 
ties, airport  development  has  been  a  product  of  the 
combined  efforts  of  several  levels  of  Government,  as 
well  as  of  private  interests.  Total  airport  expendi- 
ture in  the  United  States  up  to  1939  was  over  $325,- 
000,000.  As  of  1933,  this  expenditure  was  equally 
divided  between  municipalities  and  private  or  com- 
mercial sources,  with  negligible  State  and  Federal 
participation.  Since  that  time,  however,  the  Federal 
Government  has  provided  the  most  important  impetus 
to  airport  construction  through  work-relief  programs, 
which  accounted  for  an  outlay  of  $169,000,000  from 
April  1935  to  January  1941.  A  summary  of  capital 
expenditures  to  January  1,  1939,  illustrates  the  rapid 
development  of  Federal  action  in  this  field. 

Airport  Capital  Expenditures 

[As  of  Jan.  1, 1939] 


Source  of  funds 

Expendi- 
tures prior 
to  1933 

Per- 
cent 

Expendi- 
tures 
1933-38 

Per- 
cent 

Total  to 
Jan.  1,  1939 

Per- 
cent 

Federal 

$1,094,328 
2, 905, 869 
69,  664,  517 

72.  646,  799 

0.7 

2.0 

47.6 

49.7 

$137,931,950 

3.  643, 188 

31,794,715 

6,  561,  745 

76.7 
2.0 
17.7 

3.6 

$139.  026,  278 

6,  549,  057 

101,  459,  232 

79,  208,  544 

42.6 

State. 

Municipal.. 

Private  or  com- 
mercial  

2.0 
31.1 

24  3 

Total. 

146,311,513 

100.0 

179,  931,  598 

100.0 

326.243,111 

100.0 

Source:  Civil  Aeronautics  Authority,  Airport  Survey,  H.  Doc.  245,  76th  Cong., 
1st  sess.,  p.  13. 

Federal  airport  programs  in  the  first  6  years  after 
1933  involved  an  outlay  of  $139,000,000,  compared  with 
but  $1,000,000  prior  to  1933.  State  expenditures,  on 
the  other  hand,  have  never  amounted  to  more  than  2 
percent  of  the  total,  and  while  municipalities  had  spent 
$100,000,000  by  1939,  airport  work  done  entirely  at 
municipal  expense  has  been  rare  since  1933.  The 
notable  shift  from  commercial  to  public  operation  of 
airports  has  been  encouraged  by  the  stipulation  that 
Federal  relief  funds  may  be  used  on  public  airports 
only.  The  result  of  airport  investment  from  all  these 
sources  has  been  an  increase  in  the  number  of  civil 
airports  from  823  at  the  end  of  1927  to  1,907  by  Janu- 
ary 1, 1939. 

Type  Airports  in  1939  Number 

Municipal 1,  046 

Commercial  or  private 787 

State 48 

Federal   (civil) 26 


Total  civil  airports 1,  907 

Civil  Aeronautics  intermediate  fields 267 


Total  civil  landing  areas 2, 174 

Source :  CivU  Aeronautics  Authority,  Second  Annual  Report,  appen- 
dix R,  p.  54. 

Other  aids. — ^In  addition  to  the  provision  of  air- 
ways and  of  financial  assistance  for  airport  construe- 
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tion,  the  Federal  Government  has  encouraged  air  trans- 
port by  several  other  means.  Government  compensa- 
tion to  air  carriers  for  transporting  mail  on  domestic 
routes  averages  five  times  the  equivalent  passenger  rate, 
and  these  payments  in  19i0  totaled  $18,536,000,  or  29 
percent  of  all  domestic  air-line  revenue.  Certificates 
of  convenience  and  necessity  have  been  an  important 
instrument  for  directing  a  sound  development  of  facil- 
ities, and  the  certification  of  airmen  and  aircraft,  as 
•well  as  safety  rules  and  inspections,  have  played  an 
important  part  in  the  17  months'  perfect  safety  record 
enjoyed  by  the  air  lines  up  to  August  1940.  Finally, 
the  Civilian  Pilot  Training  program  of  the  Civil  Aero- 
nautics Administration,  begun  in  1939,  has  been  an 
important  adjunct  to  the  development  of  nonscheduled 
flying.  It  is  expected  that  during  1941  some  48,000 
pilots  will  complete  their  training,  which  is  more  than 
the  total  number  of  pilots  trained  during  all  the  previ- 
ous history  of  American  aviation. 

Foreign  airtoays. — The  promotion  of  foreign  air 
routes  has  become  a  very  considerable  interest  of  the 
Federal  Government.  In  1940,  foreign  air-mail  com- 
pensation was  being  awarded  at  a  rate  which  was 
approximately  4.5  to  5  times  higher  than  on  domestic 
routes,  and  in  1939  such  compensation  amounted  to 
over  $10,000,000,  or  more  than  half  of  total  revenues 
realized  on  foreign  schedules.  In  addition  to  this  finan- 
cial assistance,  which  has  assured  foi'eign  carriers  a 
profit  every  year  since  1931,  Federal  policy  has 
included  the  provision  that  no  carrier  may  operate  on 
foreign  or  overseas  routes  without  a  certificate  of  con- 
venience and  necessity  from  the  Civil  Aeronautics 
Board.  There  are  now  180  United  States  planes  oper- 
ating on  46,000  miles  of  foreign  routes  spanning  the 
Atlantic  and  Pacific  and  linking  five  continents. 

Problems 

Review  of  the  expanding  activities  of  Government 
in  air  transport  promotion  suggests  many  new  prob- 
lems. The  airplane,  because  of  its  comparatively  recent 
development  and  high  degree  of  importance  for  de- 
fense, commands  at  this  time  the  special  protection 
and  encouragement  of  Government.  This  policy,  how- 
ever, promises  to  create  important  repercussions  in  the 
transport  field,  and  the  expansion  of  plane  production 
sponsored  by  the  defense  program  indicates  the  neces- 
sity of  planning  adequate  absorption  of  such  capacity 
after  the  war.  The  provision  and  financing  of  airport 
and  airway  facilities  in  the  future,  the  division  of  costs 
and  administrative  controls  among  governmental  units, 
and  the  problems  arising  from  the  impact  of  the  new 
industry  upon  established  transport  media  constitute 
challenging  tasks  for  public  action. 


Water  Transport 

The  fostering  of  transportation  by  water  is  a  tra- 
ditional interest  of  the  Federal  Government,  which  has 
been  the  chief  source  of  expenditure  in  this  field  during 
the  past  century.  Federal  promotion  has  resulted  in 
the  availability  to  American  shipping  of  hai-bors  and 
channels  on  the  oceans  and  Great  Lakes,  an  extensive 
inland  waterway  system,  and  the  provision  of  numer- 
ous aids  to  navigation.  In  addition  there  are  special 
types  of  Federal  action,  including  promotion  of  barge 
service  through  the  Government-owned  Inland  Water- 
ways Corporation,  and  the  development  of  an  adequate 
merchant  marine  through  shipbuilding  programs,  fi- 
nancial assistance  to  carriers,  training  of  seamen,  ocean 
mail  payments,  and  miscellaneous  promotional 
activities. 

Federal  Action 

Rivers  and  harbors. — The  Federal  Government 
has  thus  far  spent  more  than  two  and  a  half  billion 
dollars  for  river  and  harbor  improvements,  of  which 
approximately  one-half  has  been  spent  during  the  past 
decade.  This  sum  has  been  used  for  the  improvement, 
maintenance,  and  operation  of  harbors  on  the  seacoasts 
and  Great  Lakes,  and  for  the  development  of  the  Mis- 
sissippi River  system,  the  intracostal  canals,  and  other 
waterways.  There  are  now  844  active  river  and  harbor 
projects  operated  by  the  Federal  Government,  although 
current  expenditure  for  many  of  these  is  negligible, 
and  many  of  the  projects  serve  other  purposes  as  well 
as  transportation.  Some  28,000  miles  of  inland  water- 
ways exclusive  of  the  deep  water  routes  on  the  Great 
Lakes  have  been  improved  to  varying  extent  as  Federal 
projects;  but  most  of  the  expenditure  and  most  of  the 
tonnage  are  confined  to  a  6,000-mile  standard  inter- 
connected system  having  dimensions  adequate  for 
modern  towboat  and  barge  service.  It  is  this  network, 
comprising  the  Mississippi  and  Warrior  River  systems 
and  the  coimecting  Gulf-Intracoastal  Waterway,  which 
is  the  competitive  segment  most  seriously  affecting 
other  transport  media. 

Federal  Expenditure  on  River  and  Harbor  Projects 

[To  June  30, 1940) 


Location 

Cost  of  new  work 

Maintenance 

Amount 

Percent 

Amount 

Percent 

Seacoast  harbors  and  channels. 

Intercoastal  canals  and  other 

waterways 

Mississippi  River  system 

Lake  harbors  and  channels.. - 

$666,.'i31,509.04 

146,843,157.62 

813,  589, 173.  64 

204,  641,  490.  38 

60,609,490.39 

35.2 

7.8 
43.0 
10.  S 

3.2 

$271, 237,  245.  U 

64,300,991.83 
241,  707,  849.  73 
73,189,3.83.41 
55,  685,  435.  70 

38.4 

9.1 
34.2 
10.4 

7.9 

Total 

1,892,214,823.07 

100.0 

706, 120,  905.  78 

100.0 

Source:  Annual  Report  of  the  Chief  of  Enginten,  U.  S.  Armv.  l9Jfl,  p.  20. 
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Responsibility  for  river  and  harbor  improvements 
is  vested  in  the  Secretary  of  War,  and  work  is  carried 
on  under  the  direction  of  the  Chief  of  Engineers  of 
the  United  States  Army.  Investigations  of  contem- 
plated projects  are  initiated  by  Congress,  usually  at 
the  request  of  commercial,  industrial,  or  navigation 
interests  in  the  area,  and  economic  justification  is 
determined  by  the  Corps  of  Engineers.  Final  accep- 
tance by  Congi-ess  permits  a  project  to  be  placed  on 
an  approved  list,  and  a  lump  sum  appropriation  is 
spent  upon  the  new  projects  listed,  and  upon  mainte- 
nance and  construction  of  old  projects,  according  to 
priorities  left  to  the  discretion  of  the  Chief  of  Engi- 
neers. 

Revival  of  inland  waterway  development  by  the  Fed- 
eral Government  during  the  past  2  decades  was  initi- 
ated largely  because  of  need  for  additional  transpor- 
tation facilities  resulting  from  the  strain  on  railroad 
capacity  during  the  last  war.  In  addition,  the  belief 
has  been  expressed  that  water  transport  is  inherently 
cheaper  than  other  forms,  that  it  can  provide  more 
satisfactory  transportation  for  low-grade  bulk  com- 
modities, and  that  it  acts  to  hold  down  railroad  rates. 
Other  facilities  have  been  a  byproduct  of  recent  irri- 
gation, flood  control,  and  power  projects. 

Inland  Waterways  Corporatio7i.— Special  promotion 
of  water  transportation  by  the  Federal  Government  has 
been  established  through  the  Inland  Waterways  Cor- 
jjoration  of  the  Department  of  Commerce,  which  oper- 
ates 277  barges  along  approximately  3,000  miles  of 
waterways.  This  activity  is  intended  as  a  demonstra- 
tion to  private  operators  of  the  economic  feasibility 
of  barge  service. 

Merchant  Marine. — Another  special  type  of  Fed- 
eral action  in  the  field  of  water  transportation  is  the 
develojDment  of  coastal,  intercoastal,  and  foreign  ship- 
ping by  the  construction  of  vessels,  the  granting  of  con- 
struction and  operating  subsidies,  the  training  of 
personnel,  and  other  work  involving  the  welfare  of  the 
American  Merchant  Marine.  This  activity  is  carried 
on  by  the  United  States  Maritime  Commission,  estab- 
lished in  1936.  Up  to  June  1940,  the  Commission  had 
spent  a  quarter  of  a  billion  dollars  for  its  merchant 
marine  program,  and  since  1938  it  has  let  contracts  for 
198  vessels,  of  which  101  have  been  launched  and  70 
delivered.  By  the  end  of  1941  this  emergency  program 
will  be  producing  1  ship  every  5  days.  Further  Com- 
mission activity  in  connection  with  the  task  of  main- 
taining "the  vital  bridge  across  the  ocean"  involves  a 
more  recent  shipbuilding  effort  to  provide  ships  in 
connection  with  defense  and  lend-lease  operations. 
This  objective  has  called  for  one  appropriation   of 


$350,000,000  for  200  freighters  and  another  sum  of 
$629,000,000  made  available  through  the  Lend-Lease 
Act  for  an  additional  400  ocean-going  vessels. 

Auxiliary  aids. — ^Lighthouses,  light  ships,  and 
other  aids  to  navigation  are  established  and  maintained 
by  the  Coast  Guard.  The  yearly  cost  of  this  service 
averages  about  $12,000,000. 

Panama  Canal. — The  Panama  Canal  is  operated 
by  a  Government  Corporation  as  a  public-service  enter- 
prise, and  financing  is  achieved  by  the  imposition  of 
tolls.  In  1940  expenditures  on  the  Canal  totaled 
$14,807,000  and  income  $26,000,000.  A  fixed  capital 
charge  of  $14,435,000,  however,  created  an  accounting 
deficit  of  $3,181,000. 

State  and  Local  Action 

Except  for  the  New  York  State  Barge  Canal  and  the 
Chicago  Ship  Canal,  no  large  sums  are  being  con- 
tributed by  non-Federal  jurisdictions  for  the  develop- 
ment of  waterways.  Up  to  1931,  however,  it  is 
estimated  by  the  Corps  of  Engineers  that  State  expend- 
itures had  exceeded  half  a  billion  dollars.  Municipali- 
ties have  also  been  active  in  providing  terminal 
facilities  and  other  port  developments,  and  suitable 
terminals  must  now  be  provided  locally  before  barge 
service  is  extended  by  the  Inland  Waterways  Corpo- 
ration. Further  local  participation  has  been  stimulated 
recently  by  the  provision  that  the  Chief  of  Engineers 
must  include  a  survey  of  local  benefits  in  all  waterway 
project  i-eports  as  a  basis  for  determining  local  cost 
contributions.  In  1939,  river  and  harbor  projects  re- 
quiring such  local  participation  numbered  129,  and  the 
sum  involved  totaled  24  million  dollars. 

Problems 

Most  of  the  issues  of  transport  policy  involving  water 
transportation  have  concerned  the  inland  waterways. 
The  contention  that  water  transport  is  necessarily 
cheaper  than  other  forms  has  been  denied  in  view  of 
the  wide  variations  in  total  costs  of  water  transporta- 
tion. For  example,  the  inclusive  cost  of  transportation 
on  a  waterway  navigable  by  nature  is  quite  different 
from  the  cost  involved  when  extensive  sums  have  been 
necessary  to  render  navigation  possible.  Moreover,  the 
claim  that  waterway  improvements  are  justified  on 
the  basis  of  needed  additions  to  transport  capacity  or 
for  the  regulation  of  railroad  rates  has  been  questioned 
on  the  grounds  that  there  no  longer  exists  either  a 
general  undersupply  of  transport  facilities  or  a  de- 
ficiency of  other  controls.  The  question  of  economic 
justification  of  waterway  projects  and  the  possibility 
of  collecting  user  charges  will  therefore  require  later 
examination. 


Transportation  and  National  Policy 

Summary 

Development  of  transportation  by  road,  water,  and 
air  has  become  a  tremendous  activity  of  govei-nment. 
Public  expenditure  for  this  purpose  now  aggregates 
nearly  3  billion  dollars  a  year.  But  examination  of 
present  policies  raises  issues  as  to  the  soundness  of 
established  methods  and  aims,  and  the  possibility  of 
achieving  through  them  a  satisfactory  over-all  trans- 
portation system  in  conformity  with  national  objec- 
tives. For  today  many  of  the  factors  present  when 
promotional  methods  were  first  introduced  no  longer 
apply.     Monopolistic  control  by  the  railroads  has  been 
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supplanted  to  a  large  extent  by  intensive  competition 
between  rail  service  and  newly  developed  public  facili- 
ties; and  a  shortage  of  transportation  service  has 
yielded  to  circumstances  in  which  facilities  are  on  the 
whole  more  highly  develoiDed,  yet  often  improperly 
located  and  designed,  oversupplied  in  one  place  and  un- 
dersupplied  in  another,  inefficiently  operated,  or  lack- 
ing coordination. 

The  following  sections  will  attempt  to  examine  some 
of  the  alternatives  to  current  public  action  and  the  im- 
plications involved,  in  order  that  suggestions  may  be 
offered  which  might  advance  the  realization  of  better 
transportation  service  at  lower  cost. 


FINANCING  PUBLIC  FACILITIES 


At  the  present  time  general  taxation  provides  the 
funds  for  air  and  water  facilities,  and  to  a  considerable 
extent  for  highways.  The  question  raised  is  whether 
in  this  manner  it  is  desirable  to  include  transportation 
facilities  in  the  same  category  with  general  govern- 
mental services  such  as  education  and  defense;  or 
whether  transportation  should  rather  be  looked  upon 
as  similar  to  the  supplying  of  food  and  clothing,  of 
which  it  is  a  part,  and  therefore  financed  by  the  user. 

A  choice  between  general  taxation  and  user  charges 
to  finance  public  transportation  facilities  involves  sev- 
eral considerations.  First  is  the  objective  of  obtaining 
the  necessary  funds,  and  of  doing  so  on  a  sound  basis. 
Second,  since  the  productive  resources  absorbed  are 
extensive,  the  method  of  finance  should  encourage  their 
careful  and  economical  employment.  Again,  since  pub- 
lic facilities  will  assist  private  transport  imdertakings, 
but  assist  them  unequally,  it  is  desirable  to  finance  in 
such  a  way  as  to  offset  any  unfair  competitive  advan- 
tages which  might  lead  to  an  uneconomic  division  of 
traffic  among  agencies,  and  incidentally  aggravate  the 
already  serious  railroad  problem. 

Advantages  of  User  Charges 

Fiom  many  standpoints  it  seems  desirable  to  depend 
chiefly  upon  user  charges  to  finance  transportation 
facilities.  Negatively,  there  is  no  general  reason  why 
it  should  not  be  done  this  way,  since  transportation  is 
an  integral  part  of  our  entire  economy,  and  should  be 
subject  to  the  principles  through  which  economic  or- 
ganization is  controlled.  Positively,  user  charges, 
where  they  can  be  conveniently  imposed,  are  in  the  first 
place  a  useful  financial  expedient  in  lieu  of  general 
taxes.  The  phenomenal  productivity  of  the  gasoline 
tax  and  registration  fee  for  highway  purposes  is  an 
outstanding  example.  These  levies,  reflecting  in  rough 
approximation  the  use  of  highway  facilities  by  motor 


vehicles,  have  to  a  considerable  extent  supplanted  gen- 
eral fund  appropriations  and  road  taxes  on  property; 
and  they  have  supplied  revenues  in  large  amounts  on 
a  stable  and  predictable  basis.  This  has  made  possible 
a  continuing  highway  program  and  provided  a  basis 
for  financial  planning,  both  of  which  are  important  to 
the  preservation  of  the  highway  investment  in  view  of 
the  absence  of  reserve  highway  funds  and  dependence 
chiefly  upon  pay-as-you-go  finance. 

As  a  further  advantage,  user  charges  impose  a  broad 
restraint  upon  extravagance,  since  beneficiaries  know 
they  must  foot  the  bill.  The  resulting  caution  is  an 
important  aid  to  a  proper  utilization  of  resources  be- 
cause it  introduces  the  underlying  concepts  of  bal- 
ancing costs  and  benefits  to  achieve  the  best  results 
from  the  lowest  possible  outlay.  The  demand  for 
transportation  sei'vice,  expressed  in  the  revenues  or 
"earning  power"  of  various  facilities,  is  also  a  valuable 
guide  to  a  proper  programming  of  ex^Denditures.  In 
short,  removal  of  these  problems  from  the  realm  of 
general  fund  appropriations  encourages  the  use  of  eco- 
nomic criteria  and  discounts  political  considerations, 
with  the  result  that  greater  emphasis  can  be  placed 
upon  the  selection  of  economic  projects. 

Still  another  advantage  of  user  charges  is  the  fact 
that  they  establish  a  sounder  basis  for  competitive 
relationship  among  facilities  because  they  enter  into 
transportation  costs  and  charges.  Thus,  the  fact  that 
trucks  pay  large  sums  for  the  provision  of  highway 
facilities  is  reflected  in  the  rates  charged  for  hauling 
commodities,  and  this  tends  to  permit  a  more  rational 
selection  of  alternative  transportation  methods  on  a 
cost  basis.  The  presence  of  large  overhead  items  and 
the  resulting  opportunity  for  rate  experimentation  pre- 
vent any  precise  cost  comparisons;  but  the  absence  of 
user  charges,  as  on  toll-free  waterways,  may  mean  thac 
the  allocation  of  traffic  between  waterways  and  other  fa- 
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cilities  is  a  function  of  the  subsidy  rather  than  any  con- 
siderations of  true  economy. 

Does  it  follow,  in  view  of  these  advantages  of  finan- 
cing through  user  charges,  that  all  the  cost  of  publicly 
provided  facilities  should  be  imposed  upon  the  user? 
The  mere  presence  of  collateral  benefits  of  a  general 
nature  seems  to  offer  no  reason  for  a  negative  answer. 
Many  private  industries  yield  important  general  bene- 
fits, but  are  still  supported  by  the  users  of  their  product. 
However,  if  the  general  benefits  are  a  primary  objective 
in  providing  the  facilities,  and  they  call  for  a  pro- 
vision of  facilities  in  excess  of  what  would  otherwise 
be  justified,  a  reason  for  general-fund  contributions  is 
indicated.  Among  the  objectives  which  might  over- 
rule the  self-liquidating  principle  are  specific  national 
defense  projects,  such  as  the  construction  of  tactical 
roads  for  army  maneuvers;  or  business  and  employ- 
ment stabilization  programs,  to  the  extent  that  they 
exceed  in  cost  or  scope  the  normal  provision  of  trans- 
port facilities.  Grants  of  subsidy  to  insure  the  growth 
of  newly  developed  industries  are  a  further  example, 
as  well  as  the  development  and  conservation  of 
resources. 

Allocation  of  Resources 

Wliile  financing  through  user  charges  should  promote 
a  more  economic  use  of  public  funds,  it  should  be  noted 
that  this  method  does  not  provide  an  automatic  guide 
by  which  the  justification  of  investment  can  be  deter- 
mined. For  although  private  outlays  are  deemed  to 
be  worth  making  if  the  result  has  a  value  sufficient  to 
cover  the  cost,  it  cannot  be  said  that  public  outlays  are 
justified  if  costs  are  covered  by  user  charges,  since  the 
user  charge  as  a  guide  to  investment  has  two  defects. 

1.  User  charges  are  not  competitively  determined,  but 
established  by  legislative  decision.  No  one  would  argue 
that  the  amount  a  monopoly  can  exact  under  conditions 
of  inelastic  demand  automatically  determines  justifiable 
investment."  And  in  the  case  of  transport  facilities, 
not  only  is  demand  inelastic  because  of  the  generally 
essential  nature  of  transportation,  but  the  charge  for 
using  public  facilities  would  in  most  cases  be  so  small 
a  part  of  total  costs  that  it  would  possess  "the 
importance  of  being  unimportant."  For  example,  the 
demand  for  highway  transportation  service  has  in 
the  past  been  generally  unresponsive  to  rising  gasoline 
tax  rates  because  these  taxes  are  small  compared  with 
other  vehicle  operating  costs ;  and  because  better  vehicles, 


«  The  belief  that  resource  allocation  is  automatically  guided  by  plac- 
ing highways  on  a  self-liquidating  basis  has  been  denied  by  one  writer 
as  follows  :  "The  defect  is  elementary.  Any  monopoly  of  a  necessity 
may  readily  exact  from  its  customers  a  gross  return  far  greater  than 
may  reasonably  be  committed  to  conducting  and  expanding  the  enter- 
prise." Shorey  Peterson,  Highway  Policy  on  a  Commercial  Basis,  Quar- 
terly Journal  of  Economics,  May  1932,  p.  435.  toI.  46. 


better  loads,  and  declining  gasoline  prices  have  lessened 
the  impact  of  higher  taxes.  The  same  condition  can  no 
doubt  be  expected  in  future  air  transport  development. 

2.  User  charges  are  not  levied  on  the  basis  of  par- 
ticular projects  and  do  not  reflect  what  users  would 
be  willing  to  pay  in  specific  investment  situations.  This 
difficulty  can  be  met  where  the  toll  principle  applies, 
except  that  in  such  cases  investment  decision  must  rest 
on  the  basis  of  estimated  tolls.  For  this  reason,  regard- 
less of  public  financing  methods,  engineers  must  con- 
tinue to  make  their  careful  estimates  of  the  probable 
value  and  cost  of  particular  projects.  Thus,  highway 
engineers  have  developed  techniques  for  estimating 
traffic  volumes  and  have  conducted  studies  of  highway 
and  vehicle  operating  costs.  Likewise,  the  Army  Engi- 
neers have  introduced  measurements  of  costs  and  bene- 
fits to  aid  in  determining  economic  justification.  These 
methods,  to  the  extent  that  they  have  been  effective  in 
removing  investment  decisions  from  the  political  arena, 
are  to  be  commended. 

The  Problem  of  Equalizing  Competition 

Another  question  involving  user  charges  is  the 
matter  of  whether  reliance  upon  them  will  equalize 
competitive  oi^portunities  among  transport  agencies, 
promote  an  economic  assignment  of  traffic,  and  prevent 
the  position  of  the  railroads  from  being  worse  than  is 
inherent  in  the  present  situation.  Under  existing  con- 
ditions it  is  apparent  that  inequalities  result  from  the 
fact  that  air,  water,  and  highway  facilities  are  financed 
in  varying  degree  through  general  funds,  while  rail- 
roads at  present  receive  no  direct  support  from  general 
taxation.  Because  of  this  contrast  in  methods  of 
finance,  railroads  compete  at  a  disadvantage  in  the 
transport  market,  and  the  claim  has  been  made  that 
much  of  the  traffic  lost  to  agencies  using  publicly  pro- 
vided facilities  would  never  have  left  the  rails  had  these 
agencies  been  required  to  pay  their  way.  It  is  true  that 
railroad  development  received  public  support  at  an 
earlier  period  through  public  land  grants,  tax  conces- 
sions, and  other  aids,  for  public  policy  has  generally 
sought  to  assist  important  new  industries  which  would 
otherwise  be  retarded ;  but  these  past  aids  are  of  little 
consequence  in  an  intelligent  solution  of  the  present 
problem.  The  small  degree  of  recent  public  efforts  on 
behalf  of  the  railroads  may  likewise  be  disregarded, 
for  savings  which  have  accrued  through  reduced 
interest  and  other  charges  in  connection  with  Federal 
loans  are  minute  in  comparison  with  public  outlays 
on  other  transport  facilities. 

Under  these  conditions  tlie  impact  of  new  competi- 
tive agencies  ujDon  the  railroads  has  grown  to  consid- 
erable proportions.  For  while  population  and 
industrial    activity    have    been    increasing,    railroad 
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traffic  volume  has  not  only  failed  to  respond  favor- 
ably, but  has  actually  declined.  Following  the  1923 
peak  of  38  billion  revenue  passenger-miles  carried  by 
class  I  railroads,  traffic  decreased  to  23  billion  in  1939, 
and  tons  of  revenue  freight  originated  fell  from 
1,279,000,000  to  902,000,000  over  the  same  period.  In 
contrast,  transportation  by  waterway  and  air  has 
shown  impressive  gains,  and  the  development  of 
motor  transport  by  highway  has  been  phenomenal. 
In  1939,  trucks  were  estimated  to  be  carrying  8.5  per- 
cent of  all  intercity  ton-miles  of  freight,  and  inland 
waterways  nearly  18  percent,  most  of  this  being  on  the 
Great  Lakes.'  As  for  passenger  traffic,  91  percent  of 
intercity  travel  was  other  than  by  rail,  and  highways 
accounted  for  the  largest  part.  Excluding  the  private 
passenger  car,  which  carried  8.5  percent  of  all  inter- 
city passenger-miles,  total  commercial  operations  were 
35  percent  by  bus,  6  percent  by  air  and  water,  and  59 
percent  by  rail.* 

It  cannot  be  assumed,  of  course,  that  today's  total 
traffic  would  be  moving  by  rail  in  the  absence  of 
alternative  media,  for  the  preponderance  of  induced 
traffic  resulting  from  the  development  of  new  trans- 
portation methods  is  unmistakable.  Cost  and  serv- 
ice advantages  made  available  by  the  private  pas- 
senger car  and  truck,  for  example,  have  introduced  a 
new  mobility  based  upon  the  convenience  of  frequent 
short-run  operations  and  the  cheapness  of  more  inten- 
sive vehicle  use.  Travel  by  air,  too,  represents  not 
only  competitive  traffic  taken  from  rail  patronage  of 
parlor  and  sleeping  cars,  but  in  large  part  new  busi- 
ness developed  as  a  result  of  speed  and  service  factors. 

Regardless  of  how  much  of  the  traffic  moving  by 
air  and  highway  is  newly  created,  however,  sufficient 
volumes  of  passenger  and  freight  business  have  been 
taken  from  the  rails,  or  kept  from  them,  to  result  in 
serious  financial  consequences  for  rail  operation. 
And  it  is  not  merely  the  traffic  lost,  but  also  the  neces- 
sary lowering  of  rates  to  retain  traffic,  which  has 
spelled  diminishing  revenues.  Furthermore,  in  the 
case  of  air  and  water  transportation,  the  fact  that  car- 
riers pay  little  or  nothing  for  these  facilities  establishes 
the  conclusion  that  railroads  have  been  the  victims  of 
subsidized  competition  to  the  extent  that  traffic  mov- 
ing by  air  and  water  would  have  moved  by  rail  save 
for  lower  rates  made  possible  through  appropriations 
from  general  funds.  As  for  motor  transport,  which 
contributes  large  sums  of  user  revenue  for  financing 
highways,  it  is  believed  that  the  multiple  nature  of 
the  highway  function  and  the  predominance  of  over- 


head costs  combine  to  make  it  more  a  matter  of  con- 
jecture whether  veliicles  as  a  class,  or  specific  types  of 
vehicles,  pay  a  proper  share  of  the  highway  bill  in  a 
particular  State. 

That  charging  the  user  for  public  facilities  should 
tend  to  reduce  these  inequalities  among  transport 
media,  and  thereby  permit  a  more  economic  assignment 
of  traffic,  seems  fairly  apparent.  Whether  inequalities 
would  be  eliminated  by  user  charges,  however,  is  diffi- 
cult to  say.  For  self-liquidation  as  generally  desig- 
nated in  public  undertakings  does  not  rest  on  the  same 
basis  as  the  financing  of  private  enterprise.  Thus, 
when  the  users  of  public  facilities  pay  their  way,  they 
contribute  in  user  taxes  or  tolls  an  amount  equal  to 
the  annual  expenditure,  including  maintenance,  re- 
placements, and  improvements.  On  the  other  hand, 
self-liquidation  in  commercial  finance  involves  the  rais- 
ing of  revenue  sufficient  to  cover  not  the  actual  expendi- 
ture for  any  given  year,  but  rather  the  annual  eco- 
nomic cost,  including  maintenance,  a  computed  de- 
preciation charge,  and  interest  on  unamortized  invest- 
ment. The  chief  difference,  then,  is  the  fact  that 
ordinary  public  financing,  which  is  the  budgetary  ap- 
proach of  providing  the  total  spent  in  any  given  year, 
takes  no  account  of  implicit  costs  corresponding  to  the 
rate  of  return  from  private  investment;  while  on  the 
other  hand,  under  such  budgetary  financing,  user 
charges  may  be  designed  to  cover  large  capital  outlays 
and  not  merely  current  costs. 

In  view  of  these  differences  between  public  and 
private  finance,  is  it  desirable,  in  order  to  bring  about 
the  nicest  possible  adjustment  in  the  competitive  situa- 
tion, that  the  cost  of  public  facilities  be  defined  in  the 
same  manner  as  that  of  the  railroads  ?  The  proposal  to 
extend  the  "public  utility"  concept  to  public  agencies, 
which  has  created  particular  discussion  with  reference 
to  highways,  is  evidence  of  the  belief  in  such  a  remedy. 
According  to  leading  proponents  of  this  idea,  it  is 
necessary  for  Government  "to  look  upon  the  highway 
system  as  a  public  utility  enterprise"  because  "the 
motor  vehicle  has  become  a  strong  competitor  of  other 
forms  of  transport  which  are  managed  and  financed  as 
public  utilities." "  Tliis  conviction  has  even  found 
judicial  support  in  a  lower  Federal  court,  which  in 
referring  to  the  highway  system  as  a  public  utility  has 
stated  that  "the  annual  cost  of  operating  such  utility 
should  be  determined  in  the  same  manner  as  for  a 
privately  owned  utility."  ^° 

A  number  of  disadvantages  are  revealed  in  the  finan- 
cial revision  here  proposed.  Among  these  is  the  neces- 
sity   of    computing    valuation    and    depreciation    to 


'  Not  only  public  facilities,  but  private  pipe  lines  as  well,  were  promi- 
nent In  Intercity  service.  These  accounted  for  12  percent  of  ton-mile 
movement. 

'  Interstate  Commerce  Commission,  SWi  Annual  Report,  ISIfi,  p.  23. 


» Breed,  Older,  and  Downs,  Highway  Costa,  Association  of  American 
Railroads,  1939,  pp.  2-3. 

'"Brashear  Freight  Lines,  Inc.,  vs.  Hughes,  26  F,  Supp.  908  (1938). 
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establish  a  rate  base  for  the  highway  system,  a  process 
■which  for  the  railroads  has  meant  more  than  2  decades 
of  costly  effort,  with  little  compensating  advantage. 
In  addition,  the  raising  of  capital  for  highway  invest- 
ment through  taxation  has  eliminated  the  necessity 
of  interest  payments;  and  although  indebtedness  in 
many  cases  has  been  incurred,  and  interest  charges 
therefore  included  in  the  highway  bill,  pay-as-you- 
go  finance  is  the  general  practice  and  its  results 
on  the  whole  have  been  salutary.  At  least,  to  alter 
this  method  to  conform  with  the  railroad  financial 
pattern  seems  to  otfer  no  inviting  alternative. 

Reference  to  the  exclusion  of  interest  on  invested 
tax  funds  from  highway  financing,  it  should  be  ex- 
plained, applies  only  to  the  problem  of  financing,  of 
determining  the  levies  to  be  imposed  on  traffic;  it  does 
not  concern  the  problem  of  investment,  of  determining 
the  amount  of  capital  that  can  economically  be  devoted 
to  highway  purposes.  Resources  so  used  should  prom- 
ise as  great  a  productivity  as  if  they  were  employed 
elsewhere.  Along  with  other  costs  there  should  be 
set  against  the  anticipated  benefits  a  rate  of  return 
such  as  could  be  expected,  with  allowance  for  differ- 
ences in  risk,  from  the  available  alternative  uses  of  the 
resources  required  for  any  highway  development.  But 
decisions  as  to  what  outlays  are  justifiable  must  neces- 
sarily be  made  separately  from  decisions  respecting 
finance;  and  they  involve  their  own  formidable  dif- 
ficulties, both  in  determining  benefits  and  costs. 

Attempts  to  arrive  at  an  annual  cost  figure  for  high- 
ways, upon  which  to  base  a  tax  schedule  for  motor 
vehicles,  have  revealed  the  wide  margin  for  judgment 
in  estimating  investment  costs  and  rates  of  depreciation. 
The  report  of  the  Association  of  American  Railroads 
set  the  total  annual  cost  of  all  highways  in  the  United 
States  for  the  period  1921  through  1937  at  $31,120,214,- 
000."  The  Federal  Coordinator  arrived  at  a  compar- 
able figure  of  $25,519,089,000,  or  $5,601,125,000  less. 
Other  reasonable  assumptions  as  to  pavement  lives, 
salvage  values,  and  past  investments  would  inevitably 
lead  to  still  different  figures.  The  main  criticism  with 
the  annual  cost  basis,  however,  is  its  emphasis  upon 
cost  incurred  \\\  the  past,  and  its  lack  of  concern  over 
the  real  problems  of  providing  funds  to  finance  re- 
quirements in  the  futui'e.  This  emphasis  can  hardly 
be  avoided  in  view  of  the  fact  that  valuation,  deprecia- 
tion, and  interest  computations  apply  to  the  problem 
of  setting  rates  to  assure  a  "fair  return"  on  a  "fair 
value,"  an  objective  which  is  generally  inapplicable 
in  financing  public  transportation  facilities. 

Granting  that  the  public  stands  to  lose  if  an  un- 
economic allocation  of  traffic  increases  the  total  trans- 


portation bill  without  compensating  gains,  adoption 
of  the  public  utility  concept  is  a  difficult  and  doubtful 
remedy.  In  fact  there  appears  to  be  no  convincing 
reason  why  public  finance  should  be  altered  to  conform 
with  railroad  finance  instead  of  the  reverse ;  and  there 
is  even  no  indication  that  the  extension  of  public 
utility  finance  would  create  a  situation  very  different 
from  that  under  self-liquidation  in  the  budgetary 
sense,  for  differences  in  supplying  capital  under  the 
two  methods  might  balance  well  enough  for  all  prac- 
tical purposes.  If  this  were  not  the  case,  there  ap- 
pears to  be  no  reason  why  user  charges  would  neces- 
sarily be  higher  on  a  public  utility  cost  basis  rather 
than  a  budgetary  basis,  since  new  capital  now  being 
provided  in  large  amounts  through  current  taxes 
would  henceforth  be  provided  over  longer  periods 
through  borrowing. 

Continuation  of  private  railroad  operation  and 
adoption  of  user  charges  to  cover  the  budgetary  re- 
quirements of  public  facilities,  however,  would  not 
necessarily  provide  an  economic  organization  of  the 
transport  industry  even  under  the  most  favorable  cir- 
cumstances. For  aside  from  the  many  revisions  which 
would  still  be  necessary  to  achieve  a  more  economic 
railroad  system,  a  further  obstacle  to  creating  an 
equal  competitive  situation  would  be  the  possibility  of 
exceptions  to  the  self-liquidating  principle  for  public 
facilities  when  general  governmental  objectives  and 
the  transportation  objective  failed  to  coincide.  For 
example,  a  public  works  program  undertaken  to  pro- 
vide employment  might  result  in  highway  improve- 
ments of  sufficient  magnitude  to  shift  competitive 
traffic  from  the  rails. 

In  view  of  the  logic  that  government  should  be  free 
to  use  the  highways  as  a  means  of  utilizing  idle  re- 
sources during  depression,  one  solution  which  has  been 
advanced  for  equalizing  competitive  opportunities 
would  place  the  railroad  rights-of-way  under  public 
ownership  in  the  same  manner  that  highways,  airways, 
and  waterways  are  now  provided,  with  the  financing 
of  these  facilities  accomplished  through  user  charges 
collected  from  private  rail  carriers  operating  over  the 
public  ways.  Exceptions  to  the  self-liquidating  prin- 
ciple would  then  apjoly  to  any  or  all  agencies,  and  pub- 
lic action  could  be  directed  in  accordance  with  a  mas- 
ter plan  for  transportation  as  a  whole.  This  proposal, 
it  is  true,  introduces  formidable  problems  in  finance 
and  operation ;  yet  a  failure  by  other  methods  to  elimi- 
nate the  competitive  effects  resulting  under  present 
conditions  may  make  such  a  measure  not  only  desirable 
but  inevitable.^- 


"  Breed,  Older,  and  Downs,  op.  cit.,  pp.  v  and  104. 


"2  For  a  discussion  of  the  pros  and  cons  of  various  types  of  public 
ownership  of  railroads,  see  Part  I,  Sec.  VIII,  this  report. 
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Determining  User  Charges 

A  final  problem  in  the  financing  of  public  facili- 
ties is  a  determination  of  how  each  user  or  class  of 
user  should  contribute  to  the  total  annual  expenditures 
considered  economically  justified  in  the  provision  of 
transjDortation  service.  This  iiivolves  both  allocating 
costs  and  establishing  methods  of  collection.  The  most 
important  issue  in  this  connection,  and  perhaps  the 
most  difficult,  is  the  division  of  highway  costs  among 
motor  vehicles.  At  the  present  time  motor  vehicle 
registration  fees  and  other  vehicle  levies  constitute  a 
perplexing  arraj-  of  charges  generally  lacking  any 
connection  with  liighway  costs.  These  fees,  together 
with  gasoline  taxes,  are  the  means  of  collecting  high- 
way user  revenues.  Although  the  desirability  of 
equalizing  competitive  opportunities  through  user 
charges  would  seem  to  require  that  such  levies  reflect 
as  accurately  as  possible  the  costs  incurred  for  particu- 
lar segments  of  traffic,  at  least  in  the  case  of  highways 
the  attempt  to  arrive  at  a  generally  acceptable  cost  allo- 
cation has  rej^eatedh'  failed.  For  the  fact  is  that  a  large 
part  of  the  highway  plant  is  provided  to  serve  all 
vehicles  jointly,  and  no  specific  cost  can  be  attributed 
to  any  particular  unit  of  traffic  in  its  reasonable  use 
of  those  facilities.  If  all  vehicles  were  identical  in  size, 
weight,  and  equipment,  if  they  traveled  the  same  annual 
mileage  at  the  same  si^eed,  and  if  all  highways  whicli 
they  used  were  of  the  same  t3'pe,  responsibility  for 
highway  expenditures  could  be  divided  among  vehicles 
equally.  The  fact  is,  however,  that  vehicles  are  of 
wide!}-  differing  weights  and  dimensions,  and  weights 
and  dimensions  which  are  constantly  changing.  Tliey 
have  different  equipment,  travel  different  mileages  and 
speeds,  and  on  different  parts  of  the  highway  system; 
and  this  system  itself  comprises  a  diversity  of  pavement 
types,  designs,  and  costs. 

Yet  even  if  it  were  possible  to  find  some  adequate 
measure  of  the  quantity  and  type  of  use  actually  made 
of  the  highways  by  various  classes  of  motor  vehicles, 
it  would  still  be  impossible  to  assign  responsibility  for 
highway  expenditures  on  any  precise  basis :  for  it  is  not 
known  to  what  extent  traffic  volumes,  traffic  loads,  or 
natural  factors  govern  pavement  depth,  or  to  what 
degree  the  widths  of  vehicles,  their  driving  character- 
istics, their  speed,  or  their  numbers  influence  the  selec- 
tion of  pavement  widths.  Xo  less  indeterminate  are 
the  factors  influencing  costs  due  to  alinement,  grading, 
and  maintenance.  In  short,  most  liighway  costs  repre- 
sent overhead,  and  the  problem  of  determining  what 
share  the  various  classes  of  motor  vehicles  ought  to 
pay,  let  alone  of  determining  what  individual  vehicles 
should  pay,  is  a  matter  not  susceptible  to  analysis  on 
a  cost  responsibility  basis. 
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Under  these  conditions  the  determination  of  a 
motor-vehicle  tax  schedule  has  become  essentially  a 
budgetary  problem  of  raising  in  the  most  equitable 
manner,  and  m  keeping  with  desirable  public  objectives, 
the  total  amount  which  it  has  been  determined  coidd 
be  economically  justified  for  roads  in  any  given  year." 
Preservation  of  the  road  system,  and  matters  pertain- 
ing to  such  factors  as  safety  and  convenience,  would  be 
the  concern  of  regulatory  rather  than  tax  policy. 

Feasibility  of  User  Charges 

In  view  of  the  conclusion  that  public  facilities  should 
be  provided  on  a  budgetary  basis,  and,  with  certain  ex- 
ceptions, financed  through  the  imposition  of  user 
charges,  examination  will  be  made  of  the  varying  char- 
acteristics of  air,  water,  and  highway  facilities  to 
explore  the  possibilities  of  this  proposal. 

Airways  and  Airports 

Current  promotion  of  air  transport  by  the  provision 
of  airways  and  airports,  and  by  air-mail  payments  and 
other  aids,  has  been  predicated  on  objectives  similar  to 
those  underlj'ing  early  railroad  aids  and  tariff  protec- 
tion for  new  industries,  with  the  added  fact  that  in  this 
case  the  innovation  is  of  peculiar  significance  for  de- 
fense. Air  transport  subsidies,  however,  while  recog- 
nized to  be  of  unquestionable  public  interest,  are  today 
assisting  in  the  creation  of  competition  with  truck  and 
rail  which  will  soon  reach  substantial  proportions.  It 
has  been  estimated,  for  example,  that  within  the  next 
decade  or  two,  under  favorable  circumstances,  commod- 
ity traffic  by  plane  will  increase  185  times  from  the 
present  volume  of  3,000,000  ton-miles  to  550,000,000 
ton-miles.  Air-mail  business  is  expected  to  be  7  times 
greater  than  todaj',  and  an  anticipated  travel  of  6  bil- 
lion revenue  passenger-miles  will  be  the  equivalent  of 
70  percent  of  present-day  Pullman  travel." 

While  the  current  rate  of  development  in  air  trans- 
portation wotdd  be  impossible  without  Government  aid, 
in  view  of  the  growing  strength  of  the  industry,  there 
will  undoubtedly  be  diminishing  justification  and  need 
for  subsidy  in  the  future.  Already  encouraging  indi- 
cations of  eventual  self-support  have  appeared  in 
lowered  costs  and  increasing  revenue  traffic.  Cost  of 
transport  plane  operation  fell  from  49  cents  per 
pay-load  capacity  ton-mile  in  1935  to  35  cents  in 
1940,  and  domestic  passenger  rates  dropped  from  12 
cents  per  mile  in  1926  to  an  average  of  between  4  and 


"To  which  might  be  added  such  general  tax  contributions  as  the 
State  may  care  to  exact.  For  a  summary  of  the  various  factors  entering 
into  a  determination  of  vehicle  tax  rates,  see  "Motor-Vehicle  Taxation 
Rate  Making"  by  Lacey  V.  Murrow  and  Bertram  H.  Lindman,  Civil 
Engineering,  November  1938,  pp.  735—738. 

"  See  Part  II,  Section  I,  this  report. 
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6  cents  in  1939.  Total  revenues  realized  by  domestic 
carriers  rose  from  $23,000,000  in  1935  to  $65,000,000 
in  1940,  with  the  result  that  an  operating  deficit  of 
$3,300,000  for  the  industry  in  1935  yielded  to  an  op- 
erating profit  of  $6,150,000  in  1940.  Government  rates 
of  compensation  for  domestice  mail  carriage,  too,  have 
decreased  some  50  percent  in  the  past  10  years  to  an 
average  of  1.2  mills  per  pound-mile,  and  the  Civil 
Aeronautics  Authority  recently  declared  that  it  was 
making  "a  constant  effort  to  increase  commercial  rev- 
enues, thereby  resulting  in  the  attainment  of  an  in- 
creasing measure  of  commercial  self-sufficiency."  ^^ 

A  beginning  trend  toward  self-liquidation  is  noted  in 
the  provision  of  airports.  A  special  study  of  the  nine 
United  States  airports  having  the  largest  volume  of 
transport  operations  in  1937  showed  average  operating 
and  maintenance  costs  of  $120,000  per  airport,  and  an 
average  income  of  approximately  $70,000.  Two  of  the 
nine  showed  operating  profits.  Income  was  derived 
from  landing  fees,  hangar  storage,  the  sale  of  gas 
and  oil,  concessions,  and  a  number  of  other  sources. 
Only  two  ports  charged  landing  fees  for  other  than 
commercial  carriers,  and  many  cities  made  no  attempt 
to  make  their  airports  pay  for  themselves,  preferring 
to  recognize  indirect  community  benefits  by  imposing 
only  nominal  direct  charges.'"  Future  efforts  to 
provide  revenue  from  airport  operations,  however, 
hold  considerable  promise,  as  does  also  the  use  of 
gasoline  taxes  collected  from  the  sale  of  aviation  gaso- 
line. Eight  States  now  use  all  and  three  use  part 
of  the  proceeds  of  gasoline  taxes  for  air  transport 
development.  Most  of  this  money  is  spent  for  airport 
improvement,  and  either  allocated  among  all  the  air- 
ports of  the  State  or  spent  at  the  port  where  collected. 

In  addition  to  the  11  States  now  making  such  use 
of  gasoline  taxes,  nine  others  levy  special  user  taxes 
on  aviation  gasoline  but  fail  to  designate  the  use  of 
these  funds  for  flying  facilities,  a  practice  which  re- 
quires revision.  It  is  also  believed  that  the  imposition 
of  gasoline  taxes  to  finance  airport  development  might 
well  be  extended  to  the  remaining  28  States  which  at 
present  grant  tax  exemptions  or  refunds.  The  future 
revenue  possibilities  of  this  tax  are  apparent  from  the 
fact  that  the  consumption  of  gasoline  by  domestic, 
commercial,  and  private  planes  now  exceeds  50  million 
gallons,  which  at  the  average  State  gasoline  tax  of 
4^^  cents  per  gallon  would  produce  21/0  million  dol- 
lars. The  demonstrated  success  of  the  gasoline  tax  in 
highway  development  and  the  rapidly  increasing  air- 
craft consumption  of  gasoline  suggest  that  a  similar 


1' Civil  Aeronautics  Authority,  First  Annual  Report,  19S0,  p.   21. 

'"Discussion  of  airport  income  is  contained  in  Airport  Survey,  C.  A. 
A.,  pp.  52-55.  Also  see  "The  Airport  Dilemma,"  Public  Administration 
Bulletin,  No.  62,  1938. 


plan  would  be  highly  desirable  for  eventually  financing 
an  integrated  airway  and  airport  system. 

In  conclusion,  it  is  accepted  that  general  fund  con- 
tributions for  air  facilities  are  at  present  necessary  to 
induce  sufficient  traffic  volume  to  make  possible  eventual 
self-support  at  low  unit  cost  and  to  serve  the  immediate 
interest  of  the  Federal  Government  in  air  development 
for  defense.  At  the  same  time,  however,  the  best  in- 
terests of  the  air  industry,  in  terms  of  financial  stabil- 
lity  and  dependable  planning,  will  undoubtedly  be 
furthered  by  the  gradual  adoption  of  user  charges  to 
furnish  a  continuing  and  predictable  source  of  revenue. 
In  addition,  such  a  financial  plan  will  further  the 
possibilities  of  an  economic  organization  of  transporta- 
tion as  a  whole. 

Waterways 

Inland  waterways,  like  air  facilities,  are  at  present 
financed  through  general  taxation.  The  important  dis- 
tinction should  be  noted,  however,  that  neither  the 
furthering  of  innovation  nor  unusual  defense  signifi- 
cance is  a  factor  in  the  subsidy.  It  has,  therefore,  been 
suggested  that  tolls  be  collected  from  users,  not  only 
because  such  user  charges  would  tend  to  overcome  the 
inequalities  in  rail-water  competition,  but  because  the 
lack  of  any  relation  between  the  cost  of  waterway 
facilities  and  the  raising  of  revenue  to  defray  these 
costs  has  resulted  in  numerous  uneconomic  projects. 
For  example,  on  the  Mississippi  Eiver  System  up  to 
1936,  65.5  percent  of  the  mileage  had  absorbed  31  per- 
cent of  total  expenditures  and  accounted  for  but  2  per- 
cent of  ton-mile  use.  According  to  a  report  of  the 
Federal  Coordinator,  in  some  cases  it  would  require 
more  traffic  than  moves  by  all  agencies  of  transport 
within  the  area  to  bring  waterway  use  up  to  effective 
working  capacity.  It  is  concluded  in  this  report  that 
"more  commonly  than  otherwise,  waterways  represent 
an  uneconomical  form  of  transportation."  " 

Imposition  of  tolls  for  waterways  would  introduce 
numerous  problems.  If  tolls  were  insufficient  to  cover 
the  total  annual  expenditure  necessary  to  maintain  and 
replace  existing  facilities  it  would  not  necessarily  fol- 
low that  such  waterways  should  be  abandoned,  since  all 
the  benefits  of  the  capital  sunk  in  these  enterprises 
would  thereby  be  lost.  Yet  any  consideration  of  costs 
sunk  in  the  waterway  would  require  similar  concern 
over  railroad  capital  which  might  be  similarly  under- 
utilized by  reason  of  free  or  partially  subsidized  water- 
way competition.  A  number  of  other  factors  would 
merit  careful  attention  prior  to  the  adoption  of  a 
toll  system.  The  effects  upon  established  water  car- 
riers, specific  industries,  and  particular  sections  of  the 


"  Federal  Coordination  o(  Transportation,  Public  Aids,  vol.   I,  p.  79. 
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country  would  I'equire  consideration,  and  difficulties 
would  arise  in  allocating  costs  among  multipurpose 
projects.  It  would  also  be  necessary  to  determine 
whether  costs  attributed  to  transportation  should  be 
charged  in  full  in  view  of  the  value  of  waterway's  as' 
stand-by  facilities  and  their  iise  in  controlling  rail 
rates.  Determination  of  the  traffic  volume  over  which 
costs  would  be  spread,  and  segregation  of  traffic  not 
benefiting  from  waterway  improvement  would  lil^ewise 
be  necessary. 

Despite  the  complications  of  imposing  tolls  on  inland 
water  transport,  tlie  growing  magnitude  of  recent 
waterway  appropriations  and  the  demands  for  further 
large-scale  expenditure  suggest  that  adherence  to  eco- 
nomically desirable  projects  and  intelligent  priorities 
is  of  increasing  importance.  Accordingly  some  finan- 
cial basis  appears  necessary  upon  which  particular 
areas  and  interests  which  would  benefit  from  a  pro- 
posed waterway  undertaking  could  assist  in  defraying 
tlie  costs.  Attention  would  be  focused  upon  economic 
issues  which  have  long  been  obscured  by  toll-free  fa- 
cilities. For  it  is  difficult  to  escape  the  conclusion  that 
failure  to  attain  some  degree  of  self-support  for  future 
waterway  projects  must  result  in  a  repetition  of  the 
errors  and  wastes  of  the  past,  and  in  further  obstacles  to 
an  economic  transportation  development.  Analysis  of 
the  possibility  of  charging  tolls  might  at  least  suggest 
abandonment  of  the  most  uneconomic  projects  and  im- 
pose some  restraint  upon  further  plans  where  their 
utility  is  insufficient  to  induce  financial  support  from 
those  who  benefit. 

Highways 

Unlike  waterway  and  air  transport  facilities,  high- 
ways are  financed  to  a  considerable  extent  by  direct 
user  charges.  These  special  payments,  in  the  form  of 
motor  vehicle  taxes,  have  been  previously  described  as 
the  most  important  source  of  highway  revenue.  Fur- 
ther indication  of  self-support  for  highways  is  found 
in  the  expanding  use  of  highway  revenue  bonds  secured 
by  motor-vehicle  taxes,  and  by  increasing  resort  to  toll 
finance  for  bridge  and  tunnel  projects  involving  large 
capital  outlays.  In  addition,  a  number  of  States  have 
recently  created  turnpike  authorities  with  the  power 
to  construct  toll  roads  similar  to  the  Pennsylvania 
Turnpike,  indicating  that  the  toll  gate,  despite  its  dis- 
advantage in  modern  highway  operation,  may  play  an 
increasing  role  in  the  future  if  adequate  facilities  are 
not  otherwise  made  available.^" 

In  spite  of  the  emphasis  upon  self-support  in  high- 
way promotion,  however,  motor  vehicle  users  do  not 


pay  the  whole  highway  bill,  nor  is  it  suggested  that 
such  would  be  desirable.  Many  thousands  of  miles 
of  rural  roads  providing  access  to  property  have  as- 
sumed their  present  condition  without  regard  to  the 
requirements  of  motor-vehicle  traffic,  and  the  benefit 
from  such  roads  is  derived  chiefly  through  the  use  of 
land.  For  example,  2,600,000  miles  of  local  rural  road, 
or  83  percent  of  total  mileage  in  the  United  States, 
account  for  but  13  percent  of  total  traffic.  Traffic  stud- 
ies indicate  that  much  of  this  vehicle  movement  is  con- 
centrated on  limited  sections,  so  that  a  large  mileage 
carrying  very  little  traffic  appears  to  be  justified  only 
in  terms  of  providing  access  to  land.^"  Granting  that 
land  access  is  not  something  apart  fi'om  vehicle  use, 
financial  responsibility  for  such  roads  clearly  lies  with 
the  property  owner.  In  addition,  there  are  several 
highway  functions  unrelated  to  the  movement  of  motor 
vehicles,  these  being  especially  important  in  ui'ban 
areas.  The  city  street  is  an  integral  part  of  community 
organization  in  terms  of  providing  for  light  and  air, 
drainage,  pedestrian  movements,  underground  utilities, 
and  street  cars.  Moreover,  city  streets  accommodate  the 
performance  of  municipal  services  by  vehicles  which 
pay  no  highway  taxes,  including  fire  apparatus,  police 
cars,  and  other  government  vehicles,  just  as  rural  roads 
provide  governmental  services  in  the  delivery  of  mail 
and  in  the  operation  of  army  vehicles  and  school  buses."" 
In  view  of  these  factors,  it  does  not  appear  logical  that 
the  allocation  of  highway  costs  be  confined  to  private 
vehicle  operation  to  the  exclusion  of  other  highway 
functions. 

A  solution  to  the  problem  of  determining  responsi- 
bility for  highway  costs  was  proposed  by  the  Joint 
Committee  of  Railroad  and  Highway  Users  in  1933,-^ 
which  agreed  that  motor  vehicles  should  pay  the  entire 
cost  of  the  State  highway  systems  and  also  part  of  the 
cost  of  other  rural  roads  to  the  extent  that  such  roads 
"are  in  general  use  rather  than  local  use."  In  addition, 
vehicles  would  pay  pai't  of  the  cost  of  arterial  routes  in 
cities.  It  was  suggested  that  a  classification  of  high- 
ways between  those  of  local  and  of  general  use  "should 
be  made  by  the  authorities  in  each  State  in  the  light 
of  its  local  conditions."  This  distinction  between  gen- 
eral and  local  use,  however,  is  difficult  to  explain  on 
theoretical  grounds,  for  the  farmer  or  the  city  dweller 


"  For  a  fuller  discussion  of  highway  tolls,  see  Trends  in  Highway 
Financial  Practices,  by  Wilfred  Owen,  Highway  Research  Board  Pro- 
ceedings^ 1940. 


'"  In  the  State  of  Mississippi,  for  example,  there  are  02,000  miles  of 
highway  carrying  less  than  10  vehicles  a  day.  In  North  Dakota  there 
aro  87,000  miles  in  the  same  category,  of  which  48,000  carry  less  than 
2  vehicles  a  day. 

ao  "There  is  a  certain  minimum  standard  of  highway  and  street  con- 
struction which  would  be  essential  for  the  conduct  of  society  and  the 
maintenance  of  a  reasonable  standard  of  living  had  there  never  been  a 
motor  vehicle."  C.  S.  Morgan  in  Puhlio  Aids  to  Transportation,  vol.  IX, 
p.  16.     Federal  Coordinator  of  Transportation,  1940. 

"  Joint  Committee  of  Railroad  and  Highway  Users,  Regulation  and 
Taxation  of  Highway  Transportation. 
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whose  driving  is  confined  in  large  degree  to  local  facil- 
ities pays  user  taxes  the  same  as  motorists  on  main 
roads;  and  this  "local"  use  would  seem  to  warrant 
recognition  in  the  expenditure  of  motor  vehicle  revenue 
if  the  user  tax  is  to  have  justification.  It  appears, 
therefore,  that  except  where  other  uses  than  private 
motor-vehicle  movements  are  involved,  a  more  logical 
basis  for  distinguishing  those  roads  to  be  financed  by 
other  than  motor-vehicle  revenues  might  lie  in  the 
excessive  road  costs  per  vehicle-mile  on  lightly  traveled 
land-access  facilities  in  comparison  with  highways 
serving  any  considerable  traffic.  Segregation  would  be 
made  at  an  arbitrary  vehicle-mile  cost  determined  by 
the  extent  to  which  it  is  believed  feasible  for  the  heavy- 
traffic  roads  to  subsidize  those  producing  less  revenue. 
Other  roads  having  vehicle-mile  costs  high  above  the 
average  would  be  considered  justified  only  if  the  ad- 
jacent lands  which  they  served  were  able  to  pay  for 
them. 

It  must  be  admitted  that  no  perfect  scheme  can  be 
devised  for  the  expenditure  of  motor-vehicle  revenues 
under  a  uniform  State-wide  charge  for  road  services 
having  widely  varying  costs.  Yet  the  distribution  of 
travel  over  all  types  of  roads  by  the  average  vehicle 
has  an  equalizing  tendency,  and  theoretical  perfection 
is  much  less  to  be  desired  in  highway  financing  than 
the  improvement  of  administration  and  other  practical 
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considerations.  It  is  believed,  therefore,  that  with  the 
traffic  and  road-inventory  data  now  available  from 
highway  planning  surveys  it  should  be  possible  in  each 
State  to  designate  a  motorway  system  which  would  be 
the  financial  responsibility  of  the  motorist;  and  to 
determine  which  roads  should  be  excluded  because  the 
user  revenues  to  which  they  appear  entitled  on  theoreti- 
cal grounds  would  have  no  practical  significance.  A 
system  of  self-supporting  motor  roads  so  determined 
would  seem  likely  to  provide  for  the  most  efficient  use 
of  highway  funds  and  the  most  promising  approach  to 
the  realization  of  generally  higher  standards  of  high- 
way service. 

Conclusion 

Consideration  of  the  possibilities  of  financing  public 
facilities  through  user  charges  reveals  promising  indi- 
cation of  future  self-support.  That  exceptions  to  the 
self-liquidating  principle  make  rigid  adherence  to  it 
undesirable  has  been  recognized;  and  the  necessity  for 
a  period  of  financial  adjustment  during  which  user 
charges  may  be  gradually  imposed  is  likewise  accepted. 
None  of  the  limitations  which  qualify  the  self-liquidat- 
ing principle,  however,  seems  to  possess  sufficient  long- 
run  importance  to  modify  the  general  conclusion  that 
user  charges  for  highways,  waterways,  and  air  facili- 
ties, in  addition  to  being  desirable,  are  feasible  as  a 
method  of  finance. 


FURTHER  PROBLEMS  IN  TRANSPORT  PROMOTION 


Aside  from  the  matters  of  financing  and  of  eliminat- 
ing the  effects  of  subsidy  and  unfair  competition,  the 
provision  of  public  transportation  facilities  involves 
problems  little  different  from  those  which  arise  in  the 
provision  of  any  other  public  service.  In  other  words, 
"the  ultimate  goal  of  all  transportation  policy  should 
be  to  insure  that  the  people  obtain  the  service  they  re- 
quire in  the  cheapest  and  most  efficient  manner."  -- 
Realization  of  this  objective  depends  chiefly  upon  such 
operating  factors  as  efficient  and  progressive  manage- 
ment, intelligent  formulation  and  direction  of  future 
plans,  the  development  of  acceptable  criteria  for  eco- 
nomic justification  and  programming  of  expenditures, 
and  the  furthering  of  desirable  administrative  pro- 
cedure and  satisfactory  relations  among  governmental 
units. 

The  present  section,  therefore,  will  attempt  to 
explore  some  of  these  operating  problems  and  to  exam- 
ine the  possibilities  which  their  solution  offers  for 
greater  accomplishment  in  spending  public  funds.  Such 


^  H.  G.  MouUon  and  Associates,  The  American  Transportation  Prob- 
lem, 1933,  p.  881. 


investigation  seems  particularly  necessary  at  the  pres- 
ent time  in  view  of  the  large-scale  potentialities  of 
future  public  action  in  the  transportation  industry. 
Indeed,  if  the  recent  past  in  transport  promotion  has 
been  one  of  large-scale  publication,  the  not  distant  fu- 
ture portends  activity  far  beyond  any  previous  attain- 
ment. Creation  and  growth  of  the  air  industry  has 
already  residted  in  a  Nation-wide  demand  for  airports 
and  airways,  and  the  coming  years  of  expansion  will 
undoubtedly  witness  gigantic  projects  for  airplane  ac- 
commodations. In  highway  building,  too,  isolated 
examples  of  modern  design  hint  at  the  possibilities 
of  further  large-scale  construction  of  good  roads  to  per- 
mit the  swift  and  convenient  short-run  service  of  which 
the  motor  vehicle  is  capable.  Adequate  highway  ap- 
proaches to  the  city  and  properly  located  terminal  facili- 
ties serving  the  busines"s  district  are  essential  public 
undertakings  which  every  municipality  must  develop. 
Little  excuse  exists  for  the  continued  failure  of  govern- 
ment to  eliminate  the  legal,  financial,  and  administra- 
tive obstacles  which  have  thus  far  prevented  the 
economic  accomplishment  of  a  modem  road  system. 
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Finally,  railroad  modernization  requirements  present 
further  extensive  scope  for  public  action.  Foremost  of 
these  needs  appear  to  be  the  consolidation  of  terminals 
and  the  delimitation  of  the  whole  rail  system  to  a  pat- 
tern which  will  provide,  through  coordination  of  lines 
and  elimination  of  duplicating  facilities,  an  efficient 
railroad  plant  with  modern  equipment  designed  for 
service  and  economy. 

The  task  of  achieving  the  quality  of  service  feasible 
in  modern  transportation  will  not  be  a  small  or  sim- 
ple one.  Yet  the  scattered  examples  which  now  ex- 
ist of  the  best  in  air,  highway,  and  rail  facilities 
provide  visible  encouragement.  The  most  important 
I'equirement  appears  to  be  an  intelligent  correction  of 
the  deficiencies  in  current  promotional  policy  and  the 
ability  to  match  management  with  engineering  stand- 
ards in  building  a  national  transportation  system  for 
the  future. 

Intergovernmental  Relations 

Because  Federal,  State,  and  local  jurisdictions  all 
participate  in  the  provision  of  public  transportation 
facilities,  public  expenditure  problems  arise  through 
conflicts  among  units  of  government  relative  to  such 
matters  as  cost  sharing,  the  division  of  administrative 
controls,  and  the  selection  of  the  proper  unit  for  per- 
forming the  work.  Failure  to  arrive  at  satisfactory 
solutions  among  political  jurisdictions  constitutes  a 
serious  obstacle  both  in  the  provision  of  adequate 
physical  plant  and  in  its  proper  maintenance  and 
operation. 

Federal  Highway  Grants-in-Aid 

The  regular  Federal-aid  program  for  highways,  which 
is  perhaps  the  best  example  of  well-established  Federal- 
State  cooperative  relations,  has  raised  a  number  of  im- 
portant policy  questions.  Among  these  have  been  such 
matters  as  determining  how  much  highway  aid  should 
be  granted  each  year,  what  formula  should  be  used  for 
distributing  this  sum  among  the  States,  what  provisions 
should  be  required  for  State  matching,  to  what  pur- 
poses expenditure  should  be  directed,  and  under  what 
conditions  Federal  grants  should  be  made  available. 

Amoutit  of  aid. — At  present  the  amount  of  Federal 
funds  regularly  granted  for  highways  is  a  legislative 
decision  based  upon  the  testimony  of  highway  officials 
as  to  how  much  money  is  needed  to  assist  the  States 
in  their  roadbuilding  programs.  This  expression  of 
need  is  in  turn  tempered  by  the  size  of  congressional 
appropriation  believed  feasible  under  the  general  fiscal 
and  political  circumstances  prevailing.  It  has  been 
suggested  as  an  alternative  to  this  method  that  Fed- 
eral aid  should  be  equal  in  amount  to  the  annual  col- 
lection of  Federal  automotive  excise  taxes.     This  pro- 


posal has  been  advanced  in  view  of  the  fact  that 
similar  temporary  Federal  taxes  levied  during  depres- 
sion have  since  been  discontinued,  hence  that  retention 
of  the  automotive  taxes  is  discriminatory  unless  the 
proceeds  are  dedicated  to  highway  purposes. 

Inasmuch  as  the  Federal  excise  taxes  were  actually 
levied  for  general  purposes,  however,  the  viewpoint 
must  be  rejected  that  current  Federal  automotive  taxes 
constitute  benefit  levies,  and  that  Federal  highway 
appropriations  should  equal  current  Federal  tax  col- 
lections. In  the  future,  however,  it  might  be  desirable 
for  a  Federal  gasoline  tax  to  be  levied  specifically  for 
highways.  This  would  eliminate  the  use  of  general 
funds  on  the  self-supporting  motorway  system  except 
for  such  extraordinai'y  programs  as  might  be  required 
for  employment  stabilization,  defense,  or  other  national 
purposes;  and  at  the  same  time  it  would  provide  a 
welcome  substitute  for  the  uncertainty  of  the  Federal- 
aid  program  under  present  resoi't  to  biennial  pleadings 
in  the  Congress.^^  The  amount  of  the  tax  would  be 
sufficient  merely  to  provide  funds  to  promote  the  Fed- 
eral objective  of  directing  the  States  in  providing  a 
Nation-wide  standard  system  of  highways.  In  other 
words,  the  regular  Federal-aid  program  would  function 
as  an  administrative  device  financed  by  the  motorist 
who  benefits.'*  Funds  would  be  distributed  among  the 
States  in  accordance  with  some  expression  of  highway 
needs,  which  vary  with  such  factors  as  road  conditions, 
traffic  volumes,  and  the  vai-ying  costs  per  vehicle-mile 
of  providing  adequate  highway  service.  Wliether  the 
pre.sent  distribution  practice  of  giving  equal  weight 
to  area,  population,  and  rural  post-road  mileage  is 
adequate  to  reflect  highway  needs  is  open  to  question, 
although  no  better  substitute  is  suggested  here. 

Cost  sJuning. — The  States  and  the  Federal  Govern- 
ment have  generally  shared  in  equal  amounts  the  cost 
of  regular  Federal-aid  highway  projects.  In  States 
having  large  areas  of  public  lands,  however,  the  per- 
centage of  the  Federal  contribution  is  much  higher, 
and  a  number  of  western  States  receive  the  additional 
benefit  of  Federal  expenditures  for  road  mileage  in 
national  forests,  Indian  reservations,  national  parks, 
and  other  public  lands.  Exceptions  to  the  equal  match- 
ing basis  have  been  permitted,  and  during  the  depres- 
sion matching  requirements  were  waived  altogether 
because  of  the  inability  of  the  States  to  assume 
additional  financial  burdens. 

Among  the  reasons  for  requiring  Federal  funds  to 
be  matched  is  the  desire  that  the  States  be  stimulated  to 


==  Unad  hearings  would  still  be  necessary.  o(  course,  to  determine  the 
effectiveness  of  the  Federal  program  and  the  adequacy  of  revenue. 

=■*  Federal  appropriations  for  F(.ri>st  Koads  and  Public  Land  Roads 
might  continue  to  be  financed  from  general  revenues  in  view  of  the  gen- 
eral governmental  objectives  involved. 
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participate  in  the  provision  of  the  desired  services, 
and  that  they  assume  a  greater  responsibility  for  proj- 
ects by  reason  of  participating  in  their  cost.  In  this 
way,  too,  the  Federal  Government  may  exert  control 
over  the  State  contribution  as  well  as  its  own.  Critics 
of  State  matching  provisions  have  pointed  out  that 
States  with  limited  funds  may  seek  to  match  Federal 
allotments  before  meeting  necessary  maintenance  re- 
quirements on  other  parts  of  the  road  system,  or  before 
adequate  attention  has  been  given  to  roads  off  the 
Federal-aid  system.  There  is  also  speculation  as  to 
whether  the  equal  matching  basis  is  the  best  under 
normal  circumstances,  or  whether  some  other  division 
of  costs  would  promote  more  salutary  results.  It  should 
be  pointed  out  in  this  connection  that  these  questions 
concerning  cost  sharing  among  governmental  units  ac- 
tually involve  the  distribution  of  the  tax  burden.^ 
Different  fiscal  devices  are  used  by  different  levels  of 
government,  hence  different  tax  incidence  results  under 
various  matching  provisions.  Under  the  equal  match- 
ing basis  for  highways  in  present  Federal-aid  policy, 
therefore,  the  motorist  pays  half  the  bill  as  a  use 
charge,  while  the  other  half  is  raised  from  general 
revenue  sources.  As  far  as  tax  incidence  is  concerned, 
the  proposal  to  raise  Federal  aid  from  user  taxes  would 
to  a  large  extent  eliminate  the  problem,  since  motorists 
would  be  paying  directly  for  the  whole  bill  regardless 
of  matching  provisions.  The  practice  of  requiring 
Federal  aid  to  be  matched,  however,  would  be  retained 
for  the  purpose  of  encouraging  the  States  to  concen- 
trate road-building  efforts  on  the  highways  of  greatest 
importance,^"  and  to  permit  Federal  administrative 
supervision  over  a  larger  part  of  the  State  program. 

Use  of  funds. — The  specific  purposes  for  which  Fed- 
eral-highway aid  has  been  granted  now  include  con- 
struction on  the  regular  Federal-aid  system, 
construction  of  secondary  roads,  and  grade-crossing 
elimination.  In  the  past  several  years  350  millions 
of  dollars  have  been  appropriated  for  grade-crossing 
projects,  and  currently  twice  as  much  is  being  author- 
ized for  this  purpose  as  for  the  secondary  Federal-aid 
program.  Many  expensive  grade-crossing  eliminatioiis, 
however,  cannot  be  economically  justified,  since  the 
expenditure  of  similar  amounts  for  other  highway  pur- 
poses would  yield  far  greater  returns  in  transportation 
service.  It  is  believed  that  overemphasis  on  this  part 
of  the  Federal-aid  program  has  permitted  an  unfortu- 
nate   application   of   public   funds,   and   that   future 


programs  should  place  the  grade-crossing  problem  in 
its  proper  perspective. 

Further  criticism  of  the  application  of  Federal  aid 
involves  the  secondary  Federal-aid  system.  There  is 
reason  to  question  the  desirability  of  designating  a  sep- 
arate secondary  road  system  when  statutory  allowance 
has  already  been  made  for  permitting  additions  to  the 
original  Federal-aid  system.  For  in  spite  of  the  dis- 
tinctions expressed  to  differentiate  primary  from  sec- 
ondary Federal-aid  activities,  in  practice  the  amount 
of  traffic  has  been  the  chief  criterion  for  programming 
expenditures  on  both  systems.  It  would  seem,  there- 
fore, that  the  former  policy  of  having  one  Federal-aid 
system  is  preferable  to  the  present  situation. 

Finally,  it  is  felt  that  the  stipulation  permitting 
funds  to  be  used  on  extensions  of  the  rural  system 
within  municipalities  does  not  sufficiently  meet  the  need 
for  routes  through  and  around  the  cities,  and  should  be 
altered  to  make  larger  urban  expenditures  obligatory. 
Future  Federal  insistence  upon  urban  highway  devel- 
opment should  be  commensurate  with  the  magnitude  of 
the  city  problem. 

Mention  should  also  be  made  of  possible  new  condi- 
tions upon  which  Federal  aid  would  be  made  contingent 
in  order  to  render  the  program  more  effective.  For 
example,  Federal  participation  might  call  for  the  limi- 
tation of  personnel  turnover  in  State  highway  depart- 
ments, and  the  reduction  of  other  political  influences 
in  the  highway  program. 

Consideration  might  also  be  given  to  coordinating 
State  regulations  as  to  the  use  of  Federal-aid  highways 
with  the  engineering  specifications  upon  which  the 
roads  were  built,  so  that  greater  uniformity  in  vehicle 
size  and  weight  limitations  might  be  achieved.  For 
under  present  conditions  a  road  financed  with  Federal 
aid  and  built  to  carry  a  specified  wheel  load  is  often 
unnecessarily  limited  in  its  use  by  State  laws  which 
prohibit  such  weights.  Still  another  subject  of  inquiry 
concerns  the  present  Federal  stipulation  that  States 
"diverting"  motor  vehicle  revenues  to  nonhighway  pur- 
poses should  forfeit  part  of  their  allotted  share  of  Fed- 
eral aid.^'  This  rule  recognizes  the  legality  of  diver- 
sions in  those  States  where  such  practice  was  in  effect 
when  the  provision  against  diversion  was  passed,  so 
that  prohibition  of  subsequent  diversions  has  had  the 
effect  of  discriminating  among  States.^*  These  and 
other  questions  need  to  be  examined  in  order  that  re- 
visions in  policy  may  keep  the  Federal-aid  program 
adaptable  to  changing  conditions  and  preserve  the  suc- 


^  For  a  full  discussion  see  National  Resources  Committee,  Division  of 
Costa  and  Responsibility  for  Public  Works,  1938,  pp.  35—42. 

2'  Assuming  that  a  revision  of  tlie  Federal-aid  system  and  the  inclu- 
sion of  important  urban  arteries  will  be  effected  to  designate  more 
precisely  the  roads  of  greatest  importance. 


^  On  the  grounds  that  "it  is  unfair  and  unjust  to  tax  motor  vehicle 
transportation  unless  the  proceeds  of  such  taxation  are  applied  to  the 
construction,  improvement,  or  maintenance  of  highways." 

^  This  antidiversion  clause  has  also  been  attacked  as  constituting 
undue  control  over  State  fiscal  policy. 
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cess  which  joint  Federal-State  action  has  achieved  in 
this  field. 

State  Highway  Grants-in-Aid 

The  problems  created  in  such  number  by  Federal 
grant-in-aid  policy  for  highways  are  more  than 
duplicated  in  43  States  which  grant  some  300  million 
dollars  of  road  aid  per  year  to  local  units  of  govern- 
ment. State  laws  governing  amounts  of  aid  and 
methods  of  distributing  it  among  the  several  road  sys- 
tems and  political  jurisdictions  comprise  a  perplexing 
legal  labyrinth.  The  general  practice  is  for  the  State 
to  share  with  the  counties,  and  in  many  cases  the  cities 
and  townships,  a  percentage  of  motor  vehicle  tax  col- 
lections or  gasoline  tax  revenues  or  both.  This  amount 
is  then  distributed  among  the  several  local  units  on 
such  bases  as  population,  area,  assessed  valuation,  road 
mileage,  or  in  accordance  with  vehicle  registrations  or 
tax  collections.-**  Some  States  distribute  more  than 
half  of  total  highway  user  revenues  to  local  govern- 
ments, while  others  distribute  none;  and  although 
grants-in-aid  in  some  cases  may  by  chance  reflect 
traffic  conditions,  generally  there  is  little  connection 
between  amounts  of  aid  and  motor  vehicle  require- 
ments. Legal  provisions  may  be  available  to  enforce 
the  use  of  these  aids  for  the  intended  highway  purposes, 
but  in  numerous  States  there  is  not  even  a  knowledge 
of  where  or  how  this  money  is  spent.^" 

It  is  not  difficult  to  understand,  then,  why  the  results 
of  State  grant-in-aid  programs  for  roads  and  streets 
have  been  generally  unsatisfactory.  In  the  first  place 
the  grants  have  ignored  traffic  requirements,  with  the 
result  that  money  has  been  lavished  upon  local  rural 
roads  where  little  traffic  exists  and  at  the  same  time 
denied  the  congested  metropolitan  areas  where  large- 
scale  expenditure  is  needed.  In  the  second  place,  the 
type  of  cooperation  existing  between  the  Federal  Gov- 
ernment and  the  States  is  generally  lacking  in  relations 
between  the  States  and  localities.  Under  such  condi- 
tions it  is  inevitable  that  public  funds  should  often  be 
wasted  on  piecemeal  projects,  unplanned  and  of  little 
value  to  the  motorist.  In  some  cases  the  money  is  so 
dissipated  that  genei-ally  only  maintenance  operations 
can  be  financed,  and  the  amount  of  actual  lasting  im- 
provements remains  negligible.  In  other  cases,  where 
an  abundance  of  aid  is  received,  the  opposite  wastes  are 
evident,  with  roads  overbuilt  in  mileage  and  design 
beyond  any  reasonable  traffic  expectations.  There  is 
urgent  need,  therefore,  that  the  whole  State  grant-in- 


^  Note  that  area  or  road  mileage  as  a  basis  for  distribution  would  re- 
sult in  overgenerosity  to  sparsely  settled  areas  having  little  traffic. 
Population,  registrations,  valuation,  and  tax  collections,  on  the  other 
band,  would  tend  to  favor  urban  places. 

^  For  a  summary  of  State  controls  over  local  expenditure,  see  High- 
way Research  Board  Proceedings,  vol.  XIX,  1940,  pp.  39-44. 


aid  structure  be  overhauled  in  the  light  of  traffic  re- 
quirements. Until  this  is  done  there  will  continue  to 
be  a  fundamental  contradiction  in  highway  finance  re- 
sulting from  the  policy  of  raising  revenue  on  a  use 
basis  to  provide  highway  service,  yet  spending  it 
without  regard  to  where  the  service  is  needed. 

In  many  cases  the  failure  of  the  local  rural  road  pro- 
gram results  from  the  inherent  weaknesses  of  local  road 
administration.  It  is  generally  conceded  that  the  town- 
ship, which  in  most  cases  contains  an  area  of  36  square 
miles  or  less,  has  no  place  in  efficient  highway  admin- 
istration. Yet  in  18  States  the  township  continues  to 
build  roads  for  the  motor  vehicle  which  made  the 
township  obsolete.  These  units,  and  many  counties 
whicii  are  poor  or  sparsely  settled,  are  generally  un- 
able to  afford  competent  engineering  personnel,  their 
staffs  may  be  subject  to  frequent  election  turnover,  and 
in  general  undue  emphasis  is  likely  to  be  placed  upon 
political  rather  than  engineering  considerations.  Short 
radius  of  operation  makes  the  use  of  modern  road  ma- 
chinery uneconomical,  while  small  purchases  increase 
the  cost  of  materials  and  supplies.  Finally,  variations 
among  units  in  area,  population,  taxable  value,  road 
mileage,  topography,  climate,  vehicles  registered  and 
traffic  volumes  make  underdevelopment  and  over- 
development inevitable.^^ 

In  search  of  a  remedy  for  these  conditions,  numerous 
experiments  in  road  consolidation  and  administrative 
centralization  have  been  introduced.  In  several  States 
all  rural  roads  have  been  placed  under  State  control, 
and  in  others  the  smaller  roadbuilding  units  have  been 
eliminated.  The  question  of  what  may  be  the  most  de- 
sirable solution,  both  from  the  viewpoint  of  local  gov- 
ernment and  of  satisf  actoi-y  highway  service,  is  of  para- 
mount importance  in  each  State  today.  Some  indica- 
tion of  where  the  solution  may  lie  is  contained  in  the 
suggestion  of  the  pi-evious  chapter  that  roads  outside 
the  self-supporting  motorway  system  should  be  the 
responsibility  of  local  governments.  Possibilities  of 
consolidating  the  road-building  functions  of  local  units 
in  providing  this  service  might  then  be  further 
explored. 

Problems  Involving  Air 
and  Water  Transport 

Although  the  provision  of  highways  creates  the  ma- 
jority of  problems  arising  among  governmental  units, 
similar  issues  on  a  smaller  scale  are  also  involved  in 
the  promotion  of  water  and  air  facilities.  Previous  ref- 
erence has  been  made  to  the  extent  of  local  sharing  of 
inland  waterway  costs;  and  under  existing  policies  of 
waterway  finance  the  conclusion  seems  warranted  that 


='  Highway  Research  Board,  Proceedings,  vol.  XVII,  1937.     "Problems 
of  Financial  Administration." 


268 


National  Resources  Planning  Board 


future  projects  should  properly  include  such  local 
financial  participation  as  will  permit  a  more  equitable 
tax  incidence,  and  at  the  same  time  promote  more  cau- 
tion in  local  initiation  of  future  undertakings.  If  the 
proposal  that  waterways  be  self-supporting  through 
toll  charges  were  adopted,  however,  financing  would  be 
handled  entirely  by  user  charges  collected  by  the  Fed- 
eral Government,  with  terminal  facilities  provided 
locally. 

In  the  case  of  airways,  existing  primary  routes  ap- 
pear to  be  the  logical  responsibility  of  the  Federal 
Government,  although  the  provision  of  secondary  sys- 
tems in  the  future  may  be  in  part  a  State  function. 
Airports  present  a  more  difficult  problem  in  the  alloca- 
tion of  costs  and  controls  among  Federal,  State,  and 
municipal  jurisdictions.  It  has  been  noted  that  Fed- 
eral participation  in  airport  development  has  multi- 
plied in  the  past  several  years,  accompanied  by 
declining  municipal  contributions.  This  situation  has 
been  the  result  of  large  Federal  relief  expenditures 
which  shoidd  eventually  diminish  in  importance.  To 
what  extent  the  city  may  hereafter  resume  its  role  in 
airport  activities  is  a  difficult  question,  but  it  appears 
that  eventually  municipal  governments  must  provide 
airport  facilities  and  impose  user  charges  to  pay  the 
bill.  This  would  require  the  power  for  local  govern- 
ments to  raise  revenue  from  interstate  operations. 

Perhaps  the  foremost  immediate  intergovernmental 
problems  in  airport  development,  however,  relate  to  the 
coordination  of  physical  plans  among  Federal,  State, 
and  local  units.  The  satisfactory  solution  of  these 
problems  may  in  turn  lead  to  acceptable  allocations  of 
cost. 


from  April  1935,  through  1940.  By  far  the  largest 
amount  was  spent  for  roads  and  streets,  which  ac- 
counted for  $3,739,000,000  of  the  total.  Airway  and 
airport  projects  absorbed  an  additional  $169,000,000, 
and  navigation  facilities  $136,000,000.  Altogether 
these  transportation  relief  projects  have  comprised  30 
percent  of  total  expenditures  by  the  "Work  Projects 
Administration.  The  importance  of  these  activities  in 
terms  of  employment  is  indicated  by  the  fact  that  of 
a  total  of  2,076,000  workers  on  W.  P.  A.  projects  at 
the  end  of  1939,  903,000,  or  approximately  44  percent, 
were  employed  on  highway,  road,  and  street  projects, 
with  additional  thousands  working  on  airports  and 
waterways.  Because  of  the  magnitude  of  this  relief 
activity  in  the  transportation  field,  and  in  view  of  the 
possibilities  of  future  public  works  and  employment 
stabilization  programs,  a  review  and  criticism  of  past 
undertakings  should  be  useful. 

Highway  Accomplishments 

Roads  and  streets  have  been  particularly  well 
adapted  to  the  work-relief  program  because  of  the 
ability  of  such  projects  to  absorb  unskilled  labor  in 
large  quantities,  and  because  of  the  ubiquitous  need 
for  highway  improvements.  By  1941,  the  relief  pro- 
gram is  reported  to  have  involved  517,000  miles  of  roads 
and  streets,  including  some  new  construction  and  recon- 
stx'uction  of  pavements  and  bridges,  and  varying  de- 
grees of  improvement  involving  drainage  facilities, 
landscaping,  grade-crossing  protection,  traffic  signs, 
sidewalks,  and  so  on.  Some  idea  of  the  magnitude  of 
W.  P.  A.  construction  accomplishments  may  be  gleaned 
from  the  accompanying  partial  summary  :^^ 


Conclusion 

Harmonious  conduct  of  the  transpoi'tation  industry 
under  a  multiple  system  of  Federal,  State,  and  local 
Governments  requires  that  each  jurisdiction  be  dele- 
gated those  administrative,  operating,  and  financial  re- 
sponsibilities for  which  it  is  most  adaptable.  Rivalry 
and  hostility  among  levels  of  government  cannot  pro- 
duce an  economically  satisfactory  condition.  It  is 
therefore  keenly  to  be  desired  that  some  type  of  Fed- 
eral organization  be  established  through  which  the  pro- 
vision of  transportation  facilities  maj'  be  furthered  by 
a  proper  delegation  of  functions. 

Transportation  and  Employment 

A  further  expenditure  problem  having  special  finan- 
cial significance  concerns  the  part  which  employment 
stabilization  objectives  should  have  in  transport  pro- 
motion. The  work-relief  program  to  provide  emploj'- 
ment  involved  a  Federal  expenditure  on  transportation 
facilities  of  more  than  4  billion  dollars  in  the  period 


Construction  Work  by  W.  P.  A. 


New  con- 
struction 

Reconstruc- 
tion and  im- 
provement 

Highways  and  streets. miles. - 

Bridges  and  viaducts number. . 

Drainage  ditch  and  pipe miles.. 

Sidewalks do 

Trafflcsigns ..number.. 

30,667 
64,426 
60,332 
17, 166 
692,000 

25,  229 
39,  794 
75,203 
6,195 

Available  records  specify  that  new  construction  on 
high-type  surfaces  totaled  6  percent  of  the  mileage  on 
which  relief  .labor  was  emploj'ed,  another  5  percent 
being  reconstruction.  All  other  projects,  involving 
460,000  miles,  were  on  low-type  or  unsurfaced  roads, 
comprising  nearly  nine-tenths  of  all  W.  P.  A.  road 
activity. 

The  financing  of  W.  P.  A.  road  work  has  been  a 
joint  Federal-local  undertaking,  with   local  units  of 


^-  Facts  concerning  W.  P.  A.  are  contained  in  a  Report  Off  the  President 
of  iJie  United  States  to  the  Congress,  Emergency  Relief  Appropriation 
Acts,  193S-!,1.     January   1941. 
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Government  generally  sponsoring  the  projects  and  con- 
tributing on  the  average  from  25  to  30  percent  of  total 
outlay.  A  study  of  sponsorship  for  the  month  of 
August  1937  revealed  that  in  terms  of  cost,  34  percent 
of  all  road  projects  were  sponsored  by  county  gov- 
ernments, 18  percent  by  State  agencies,  10  percent  by 
townships,  and  38  percent  by  municipalities.  The  ac- 
companying summary  of  Federal  expenditures,  to  the 
extent  that  classification  has  been  possible,  reveals  the 
relative  emphasis  on  different  types  of  luidertakings 
attempted  in  the  relief  program. 

Location  and  Type  of  W.  P.  A.  Road  Work 


Construction  of  Water  Facilities  iy  W.  P.  A. 


Miles  by  type 

High-type 

Low-type 

Total 

33,  712 

22. 184 

1,745 

420, 894 

32,  248 

6.648 

454,  606 

54,432 

Parkways  and  other  roads                        

8,393 

Total                      

57, 641 

459,  790 

517,  431 

W.  p.  A.  Road  Expenditures 

Highways $56,  000, 000 

Secondary  roads 833,000,000 

Streets  and  alleys 694,000,000 

Sidewalks  89,000,000 

Roadside    development 201,000,000 

Bridges  and  viaducts 45,000,000 

Grade-crossing   elimination 189,000,000 

Otber,    or    classifiable    under    more    than    one 
heading  1,631,000,000 


Total 3,  738,  000,  000 

Other  Relief  Transport  Projects 

Although  roads  and  streets  have  been  the  principal 
facilities  to  which  I'elief  labor  has  been  directed,  con- 
siderable funds  have  also  been  spent  for  airports,  air- 
ways, and  waterways.  Airport  activity  has  included 
the  construction  of  197  new  landing  fields,  the  extension 
and  improvement  of  317  existing  fields,  and  numerous 
drainage  and  floodlighting  projects.  In  addition,  the 
following  items  have  been  reported : 

Construction  of  Air  Facilities  by  W.  P.  A. 


Runways.- - feet.. 

Airport  buildings.- ,#■- number-. 

Airway  markets -- -do 

Airway  beacons - -- —  do 


New  con- 
struction 


1, 971,  OOO 

474 

10,  493 

67 


Reconstruc- 
tion or  im- 
provement 


654, 000 

1,088 

2,870 

IS 


Water  transportation  has  also  received  attention  in 
relief  projects,  including  such  work  as  the  construction 
and  reconstruction  of  docks,  wharves,  jetties,  and 
breakwaters : 


Docks,  wharves,  piers number.. 

Artificial  channels  other  than  drainage  and  irrigation 

milts.. 
Jetties  and  breakwaters .miles-- 


New  con- 
struction 


Reconstruc- 
tion and  im- 
provements 


182 
2 


Appraisal  of  Transport  Projects 

Appraisal  of  the  results  of  W.  P.  A.  expenditure  is 
difficult,  and  opinion  differs  considerably  as  to  the 
transportation  value  of  a  dollar  spent  for  work  relief 
compared  with  one  spent  through  regular  channels.  It 
is  difficult  to  obtain  an  accurate  over-all  picture  of  the 
extent  to  which  the  conflict  between  relief  and  trans- 
portation factors  has  reduced  the  useful  product,  since 
W.  P.  A.  records  fail  to  provide  a  satisfactory  indica- 
tion of  what  has  actually  been  done.  Yet  the  selection 
of  projects  in  accordance  with  the  location  of  certified 
relief  labor  and  execution  of  the  work  on  the  basis  of 
achieving  a  high  ratio  of  labor  to  other  costs  has 
naturally  failed  to  produce  results  comparable  to  the 
best  planning  and  teclmological  methods.  Because  in- 
sufficient projects  were  available  for  immediate  execu- 
tion, those  which  were  selected  were  of  necessity  more 
often  ones  which  could  be  started  soonest  rather  than 
those  which  were  needed  most.  In  addition  tliere  were 
obstacles  inherent  in  any  relief  program,  including  the 
inefficiencies  which  result  from  poor  health  and  poor 
morale,  and  from  the  discouragement  of  performing 
tasks  by  hand  which  ought  to  be  j)erformed  by  machine. 
Added  to  these  factors  have  been  numerous  others 
working  in  the  same  direction,  including  questionable 
selection  of  foremen  and  supervisors,  wage  and  hour 
restrictions,  prohibition  of  certain  types  of  work,  and 
the  difficulty  of  adapting  problems  of  local  concern  to 
centralized  control. ^^ 

Criticism  of  Road  Work 

An  unfortunate  aspect  of  the  W.  P.  A.  road  program 
has  been  the  rejection  by  the  Federal  Government  of  so 
many  of  the  lessons  learned  during  the  previous  two 
decades  of  road  building.  For  whereas  an  important 
objective  of  Federal  policy  had  been  the  designation  of 
a  limited  system  of  roads  eligible  for  Federal  funds, 
W.  P.  A.  money  has  been  spent  without  any  system 
designation;  and  the  developments  of  improved  tech- 
niques in  road  building,  long  encouraged  by  Federal 
research,  were  supplanted  in  tlie  emergency  by  make- 
work  methods.     This  latter  situation  is  one  aspect  of 


^  For  a  poll  of  county  engineer  opinion  of  W.  P.  A.  road  work,  see 
"County  Roads  and  the  W.  P.  A.."  Better  Roads  Mnnaiinc.  .Tanuary 
1940.  Also,  a  reply  by  Perry  A.  Fellows,  "Making  Work  Relief  Work." 
Better  Roads  Magazine,  Fif'brnary  1940. 
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a  general  conflict  throughout  the  whole  field  of  public 
works  between  the  view  that  public  construction  has 
as  its  primary  purpose  the  creation  of  jobs,  and  the 
opposing  view  that  such  works  are  primarily  to  develop 
the  national  estate. 

The  current  result  of  the  introduction  of  work-relief 
programs  in  road  building,  then,  has  been  the 
anomalous  situation  in  which  the  Federal  Government 
is  responsible  for  two  road  programs  which  are 
basically  at  cross-purposes.  Not  only  does  this  criti- 
cism hold  true  of  the  road  policies  of  the  Public  Eoads 
Administration  and  the  Work  Projects  Administra- 
tion in  general,  but  of  their  secondary  road  programs 
specifically.  Under  regular  Federal  aid,  the  secondary 
road  program  applies  to  a  designated  system  limited 
to  10  percent  of  the  total  rural  road  mileage  in  each 
State.  Federal-aid  money  must  be  matched  on  a  50-50 
basis  by  State  and  local  funds.  The  secondary  road 
program  under  W.  P.  A.,  however,  is  unrestricted  as 
to  project  location,  and  "underbids"  the  Federal-aid 
program  with  much  smaller  requirements  for  sponsor 
contributions. 

This  conflict  between  the  emergency-relief  approach 
and  the  transportation-planning  approach  to  road 
building  is  diminishing  as  emphasis  in  the  relief  pro- 
gram continues  to  shift  toward  defense.  Former  re- 
strictions on  the  permissible  types  of  W.  P.  A.  activity 
have  been  relaxed,  and  sponsors'  contributions  reduced 
in  order  to  step  up  the  tempo  of  the  work ;  and  there  is 
now  a  general  tendency  to  stress  the  nonrelief  aspects 
of  W.  P.  A.  As  a  result,  the  present  conflict  in  Federal 
policy  may  become  less  one  of  work-relief  versus  trans- 
portation objectives,  and  more  one  between  separate 
approaches  to  road  building  as  administered  by  the 
Public  Roads  Administration  on  the  one  hand  and 
W.  P.  A.  on  the  other." 

Wliether  the  defense  program  continues  to  provide 
a  setting  for  the  conversion  of  AV.  P.  A.  into  a  public- 
works  organization,  or  whether  a  return  to  peacetime 
conditions  may  make  the  work-relief  problem  once 
again  important,  it  seems  clear  that  immediate  steps  are 
necessary  to  consolidate  Federal  road-building  efforts. 
There  is  hardly  justification  for  two  major  road-build- 
ing agencies  and  two  distinct  road-building  policies. 
A  settlement  of  this  duality,  however,  requires  the 
difficult  admission  that  work  relief  has  no  further  place 
in  transportation  development.  For  although  the  need 
for  providing  employment  is  recognized,  as  well  as  the 
excellent  opportunities  for  employment  which  are  af- 
forded in  developing  needed  transport  facilities,  it  does 
•not  follow  that  work-relief  projects  rather  than  public- 


works  projects,  afford  a  proper  method  of  achieving 
either  transportation  or  employment  objectives.  For 
in  addition  to  the  fact  that  work-relief  expenditures  are 
less  effective  than  public-works  expenditures  in  pro- 
viding for  positive  recovery,^^  the  relief  experiment 
has  also  demonstrated  rather  unfortunate  results  in  the 
administration,  planning,  engineering,  and  economics 
of  transport  promotion.  These  results,  moreover,  have 
been  paid  for  at  no  small  cost,  and  with  material 
accomplishments  which  could  hardly  be  called  commen- 
surate. Unfortunate  also  has  been  the  use  of  relief 
workers  to  perform  tasks  which  constitute  the  normal 
functions  of  regular  public  agencies,  creating  a  tend- 
ency to  perpetuate  relief  and  to  jeopardize  the  human 
resources  which  work-relief  proponents  had  originally 
hof)ed  to  conserve.^" 

Considerable  thought  is  currently  being  dii'ected  to 
possible  solutions  of  the  post-war  unemployment  prob- 
lem. In  the  light  of  recent  experience,  therefore,  it 
seems  desirable  to  suggest  that  the  correct  solution  lies 
not  in  further  relief  activity  but  rather  in  the  avail- 
ability of  a  "shelf"  or  "reservoir"  of  public  construc- 
tion projects  which  will  afford  an  opportunity  for  ap- 
plying our  resources  to  needed  public  works  without 
the  stigma  of  relief.  For  the  idea  that  govermnent 
must  concern  itself  with  "making"  work  is  hardly 
defensible  when  there  is  so  much  work  to  be  done. 

Transportation  Facilities  and  Defense 

Perhaps  the  most  pressing  current  expenditure  prob- 
lem in  the  field  of  transportation,  yet  one  which  in 
spite  of  its  emergency  character  possesses  significant 
long-range  implications,  is  the  provision  of  facilities 
adequate  for  the  national  defense.  Legislative  provi- 
sion for  the  development  of  transportation  has  almost 
always  been  partially  justified  on  the  grounds  of  de- 
fense. Since  1921,  War  Department  specifications  have 
been  an  important  factor  in  the  design  and  develoijment 
of  the  Federal-aid  highway  sj'stem,  and  the  Merchant 
Marine  Act  of  1936  was  passed  with  the  objective  of 
providing  a  merchant  marine  adequate  "to  aid  in  the 
national  defense."  This  same  purpose  was  likewise 
expressed  in  the  language  of  the  Civil  Aeronautics  Act 
of  1938. 

Defense  objectives  cited  on  behalf  of  transport  pro- 
motion, however,  have  in  the  past  been  more  often  a 


»'  Both    these    organizations    are    part    of    the    same    Federal    Worlts 
Agency. 


3^  For  an  explanation  of  the  comparative  effectiveness  of  work-relief 
and  puplie  works  in  combatting  depression,  see  Alvin  H.  Hansen,  "Fiscal 
Policy  and  Business  Cycles,''  1941,  pp.  90-95. 

™  According  ta  the  then  Federal  Works  Administrator  John  M.  Car- 
mody,  "The  public  interest  requires  us  to  strive  for  the  elimination  of 
the  means  test  on  public  work."  W.  P.  A.  workers  are  even  considered 
in  the  number  of  unemployed,  "in  contrast  to  the  hundreds  of  thousands 
of  workers  engaged  in  identical  types  of  public  work  in  the  twenties, 
who  have  always  been  included  in  the  employed."  Excepts  from  remarks 
before  the  Commonwealth  Club  of  San  Francisco,  Calif.,  April  19,  1940. 
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high-sounding  phrase  invoked  to  obtain  funds  than  a 
disinterested  desire  to  preserve  the  Nation ;  and  the 
same  applies  to  many  current  pleas  for  defense  funds 
which  reflect  the  patriotic  feelings  of  the  sponsors. 
Superhighways  from  coast  to  coast  and  superwater- 
ways  equally  valueless  are  paraded  forth  as  the  bul- 
warks of  defense,  and  the  sponsors  of  relief  projects 
of  every  description  give  and  seek  assurances  that  their 
programs  are  of  strategic  significance. 

Although  it  may  be  admitted  that  some  defense  value 
derives  from  almost  every  justifiable  transportation 
facility,  the  demand  for  materials  and  labor  makes 
priorities  necessary.  Moreover,  essential  defense  trans- 
portation needs  must  be  satisfied,  and  their  urgency 
leaves  no  quarter  for  peacetime  projects  clothed  in 
the  guise  of  defense.  The  immediate  problem,  then,  is 
to  determine  what  new  facilities  are  essential  and  to 
what  extent  existing  plant  can  serve  emergency  needs 
through  greater  operating  efficiency.  Secondly,  it  is 
important  to  investigate  both  the  short-  and  long-range 
effects  upon  the  transportation  system  which  are  likely 
to  follow  from  current  emphasis  upon  war-time  con- 
siderations. 

Highways 

In  addition  to  the  growth  in  highway  traffic  result- 
ing fi'om  increased  industrial  activity,  a  new  responsi- 
bility of  the  road  builder  is  that  of  providing  for  a 
vastly  augmented  military  traffic,  and  for  the  movement 
of  defense  workers  and  defense  materials  in  connection 
with  new  industrial  locations.  Two  years  ago  the 
motorized  and  mechanized  equipment  of  the  Ai-my 
numbered  but  14,000  vehicles,  compared  with  an  esti- 
mated 286,000  to  be  attained  by  the  autunui  of  1941. 
This  trend  promises  unprecedented  military  activity 
on  the  highways.  In  addition,  the  rapid  creation  and 
expansion  of  defense  plants  and  the  establishment  of 
new  military  reservations  has  made  access  roads  neces- 
sary to  provide  adequate  connections  with  nearby 
highways,  railways,  and  airports. 

In  a  report  recently  transmitted  to  the  President  by 
the  Federal  Works  Administrator,  the  most  immediate 
task  was  reported  to  be  the  construction  of  access  roads, 
which  on  May  1,  1941,  involved  a  preliminary  2,956 
miles,  with  additional  mileage  to  be  added  with  ex- 
panding defense  activity.  A  second  requirement  in- 
volves the  correction  of  deficiencies  in  the  strategic 
highway  network  designated  by  the  War  Department 
as  necessary  to  meet  the  military  requirements  of  the 
national  defense.  This  system,  which  has  been  brought 
close  to  specified  War  Department  standards  over  the 
past  two  decades,  comprises  78,700  miles  of  main 
routes.  The  condition  of  the  rural  sections  of  this 
strategic  network  thus  far  surveyed  has  disclosed  the 


most  serious  deficiencies  to  include  5,095  miles  in  need 
of  widening,  14,000  miles  requiring  high-type  surfaces, 
and  2,436  bridges  which  will  have  to  be  strengthened. 

In  order  that  the  accomplishment  of  defense  road 
requirements  might  be  possible  with  the  least  delay,  a 
number  of  legislative  provisions  and  cooperative  agree- 
ments have  been  made  to  employ  all  available  road- 
building  resources.  Tlie  Federal  Highway  Act  of  1940 
provides  that  regular  Federal  funds  made  available  to 
the  States  may  be  used  to  cover  the  engineering  and 
planning  costs  of  defense  roads.  The  act  also  provides 
that  in  the  approval  of  Federal-aid  projects  the  Com- 
missioner of  Public  Roads  may  give  priority  of  ap- 
proval to  roads  of  defense  importance.  Assistance  has 
also  been  obtained  through  W.  P.  A.,  which  is  author- 
ized by  the  Emergency  Relief  Appropriation  Act  of 
1941  to  supplement  by  $25,000,000  the  normal  amounts 
available  for  nonlabor  costs  on  projects  certified  by  the 
Secretary  of  War  or  the  Secretary  of  the  Navy,  thus 
permitting  Federal  financial  participation  up  to  100 
percent,  and  serving  to  expedite  defense  projects. 
The  possibility  of  redesignating  the  Federal  secondary 
system  to  include  new  access  roads  offers  further  means 
of  permitting  Federal  financing  where  no  other  funds 
are  available.  Finally,  the  Defense  Highway  Act  of 
1941  authorizes  appropriations  of  $150,000,000  for  ac- 
cess roads ;  $50,000,000  for  improvement  of  the  strategic 
network;  and  $10,000,000  for  airplane  landing  and  take- 
off strips  along  the  highways. 

In  spite  of  the  immediate  need  for  certain  highway 
policy  revisions  for  defense  purposes,  there  is  at  the 
same  time  a  need  for  examining  possible  effects  of  the 
defense  program  upon  normal  highway  development. 
The  concentration  of  joint  State  and  Federal-aid 
expenditure  on  the  designated  78,700-mile  strategic 
system  instead  of  the  entire  232,000-mile  Federal-aid 
system  suggests  that  some  nonmilitary  highway  needs 
may  be  neglected.  The  extent  of  this  neglect  will  de- 
pend ui3on  conditions  in  each  State,  and  upon  the 
length  of  time  that  emergency  conditions  persist.  In 
addition,  the  designation  of  access  roads  as  part  of  the 
secondary  Federal-aid  system  may  be  contrary  to  the 
best  peacetime  designation,  and  therefore  call  for  later 
revisions.  Finally,  increased  Federal  authority  in  the 
construction  of  defense  roads  indicates  still  further 
assumption  of  State  and  local  highway  powers,  a  trend 
which  must  be  examined  in  relation  to  the  long-range 
I^roblems  of  highway  finance  and  administration. 

Waterways 

Modern  inland  waterway  facilities  have  been  justi- 
fied to  laige  extent  with  reference  to  defense.  Their 
availability  in  the  present  emergency  therefore  suggests 
an  examination  of  how  they  might  best  be  used  to  re- 
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the  maintenance  of  detailed  records  of  all  facilities 
available  at  every  airport  in  the  United  States. 

A  start  has  been  made,  therefore,  toward  a  planned 
program  of  airport  development  by  the  Federal  Gov- 
ernment, to  which  are  being  added  numerous  State  and 
municipal  plans.  A  recent  publication  of  the  State  of 
New  Hampshire,  for  example,  outlines  a  master  plan 
for  airports  and  airways.^^  This  report  recommends 
that  a  State  airway  system  supplementary  to  the  Fed- 
eral System  be  established  as  authorized  by  the  New 
Hampshire  Legislature  in  1939,  and  that  landing  and 
navigation  facilities  be  established  to  serve  the  airways 
system.  It  was  further  pointed  out  that  every  com- 
munity in  the  State  should  consider  its  relationship  to 
the  State  airpoi't  plan,  and  that  there  should  be  a  co- 
ordination of  landing  field  development  with  the  pro- 
grams of  neighboring  States  to  avoid  wasteful  dupli- 
cation of  facilities  along  State  borders.  Finally,  it 
was  recommended  that  the  highway  system  should  be 
studied  with  reference  to  adjustments  necessary  to 
provide  adequate  access  to  all  landing  areas  in  the 
State  development  plan. 

The  completion  of  similar  studies  by  such  agencies  as 
the  Los  Angeles  County  Regional  Plan  Commission 
and  the  New  York  and  New  England  Regional  Plans, 
and  by  a  growing  number  of  municipalities,  illustrates 
the  importance  of  satisfactory  working  relations 
among  the  various  levels  of  government  for  purposes 
of  coordination.  The  value  of  a  Federal  coordinating 
agency  through  which  the  numerous  State,  regional, 
and  local  plans  might  be  cleared  has  been  pointed  out 
in  a  recent  study  which  designates  the  Civil  Aero- 
nautics Administration  and  the  National  Resources 
Planning  Board  as  the  two  Federal  agencies  in  which 
there  lies  "a  real  responsibility  for  helping  to  plan  the 
development  of  American  aviation,  and  of  American 
airports  as  a  part  of  aviation."  *^ 

Highway  Planning 

Federal. — The  first  complete  assembly  of  data  de- 
scribing the  condition  and  use  of  our  national  highway 
network  was  presented  to  Congress  in  1939.  This  I'e- 
port,  prepared  by  the  Public  Roads  Administration, 
outlined  a  large-scale  plan  for  the  development  of  a 
26,000-mile  Nation-wide  system  of  interregional  high- 
ways "designed  to  meet  the  requirements  of  the  national 
defense  in  time  of  war  and  the  needs  of  a  growing 
peacetime  traffic  of  longer  range."  "  In  order  to  im- 
plement this  construction  plan  the  Public  Roads  Ad- 


'-  A  Plan  for  the.  Development  of  Airports  and  Airways  in  New  Hamp- 
ihlre.  State  Planning  and  Development  Commission,  1940. 
"  Public  Administration  Service,  op.  cit.,  p.  27. 
"  Toll  Roads  and  Free  Roads,  H.  Doc.  272,  76tli  Cong.,  1st  sess.  (1939). 


ministration  suggested  the  creation  of  a  Public  Land 
Authority  empowered  to  acquire,  hold,  sell,  and  lease 
lands  needed  for  public  purposes,  and  to  acquire  and 
sell  excess  lands  for  the  purpose  of  recouping 
the  increment  of  value  resulting  from  highway 
improvements. 

State. — In  addition  to  the  master  plan  for  a  national 
system  of  highways,  the  States  have  been  participating 
with  the  Federal  Government  during  the  past  several 
3'ears  in  the  conduct  of  State-wide  fact-finding  surveys 
of  the  condition  of  the  highways,  the  trends  in  highway 
traffic,  and  the  probable  necessary  physical  and  finan- 
cial requirements  for  adequate  highway  development. 
Several  States  have  recently  applied  these  data  to  the 
formulation  of  a  State-wide  improvement  plan.  An 
example  of  the  type  of  findings  upon  which  future 
highway  programs  are  being  based  is  provided  by  the 
recent  Maryland  report,*^  which  found  that  failure  of 
the  4,000-mile  State  primary  system  of  highways  to 
keep  pace  with  the  motor  vehicle  was  evident  in  the 
following  items : 

(1)  6,000  sharp  curves  around  which  it  is  unsafe  to 
drive  at  normal  speed. 

(2)  1,500  steep  grades  which  delay  the  free  move- 
ment of  passenger  vehicles  because  of  slow-moving 
trucks. 

(3)  16,000  locations  where  obstructions  limit  sight 
distances  and  produce  traffic  hazards. 

(4)  More  than  400  inadequate  bridges. 

(5)  Excessive  mileage  of  low-type  surfacing  which 
requires  heavy  maintenance  expenditure. 

(6)  Many  miles  of  deteriorated  surfaces. 

(7)  Inadequate  transcity  connections. 

(8)  Inadequate  rights-of-way. 

(9)  Narrow  pavements — 77  percent  of  State  high- 
way mileage  is  less  than  20  feet  wide,  whereas  present 
traffic  requires  a  surface  width  of  20  or  24  feet  on  all 
main  highways. 

Absence  of  planned  development  was  suggested  in 
the  large  mileage  of  unconnected  and  dead-end  sections 
of  road,  as  well  as  in  the  lack  of  correlation  between 
road  design  and  volume  of  traffic.  Foi  example,  900 
miles  of  road  were  found  to  be  paved  in  spite  of  the 
fact  that  very  low  traffic  volumes  made  paving  unneces- 
sary. On  the  other  hand,  there  was  an  underdevelop- 
ment of  866  miles  having  low  type  surfaces  but  serv- 
ing heavy  traffic.  There  was  also  evidence  that  poor 
alinement  causing  early  obsolescence  had  resulted  from 
partial  rather  than  complete  route  surveys  which  would 
have  permitted  the  establishment  of  final  locations  in 
advance  of  securing  rights-of-way.     Conditions  gener- 


"  Maryland    State    Roads    Commission,    Maryland    Highway    Needs, 
19i0-60. 
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ally  similar  to  these  are  found  in  every  State  where 
factual  reports  are  available. 

c.  Local  and  regional. — Considerable  groundwork  in 
the  planning  of  highway  facilities  has  been  promoted 
by  local  and  regional  organizations,  with  a  number  of 
plans  emerging  for  urban  and  metropolitan  transport, 
including  highway  facilities,  parking,  and  freight 
terminals,  and  improved  methods  of  mass  transporta- 
tion. A  committee  of  the  American  Society  of  Plan- 
ning Officials  recently  presented  a  report  on  Highways 
and  Transportation  in  which  a  number  of  valuable 
principles  were  developed : 

1.  That  no  major  highway  improvement  should  be  under- 
taken except  as  part  of  a  comprehensive  long-term  plan  of  a 
major  street  and  highway  system  of  the  entire  urban  area  or 
region,  which  in  turn  should  be  derived  through  studies  and 
be  an  integral  part  of  a  broader  plan  of  transportation  facili- 
ties— local,  suburban,  and  long  distance — including  all  forms  of 
transport  for  the  entire  urban  area  or  region. 

2.  That  the  long-range  plan  of  the  coordinated  system  of 
transport  facilities  should,  in  addition  to  meeting  present  and 
anticipated  transportation  needs,  be  in  accord  with  the  master 
plan  of  development  of  the  community  and  region. 

3.  That  the  need  for  additional  transportation  facilities  be 
measured  after  traffic  engineering  has  been  applied  to  malie 
the  most  etficient  use  of  existing  street  and  transit  facilities. 

4.  That  plans  for  improvement  of  existing  transportation 
facilities  must  be  measured  in  terms  of  persons  carried  by 
various  transportation  modes;  public  transit  cannot  be 
ignored. 

Because  the  most  difficult  transport  problems  lie 
within  metropolitan  and  municipal  areas,  the  greatest 
need  for  highway  planning  is  found  there.  Compre- 
hensive plans  for  express  highways  and  parking  facili- 
ties have  been  formulated  in  numerous  cities,  and  actual 
work  on  such  plans  has  been  accomplished  in  many. 
Moreover,  it  is  encouraging  that  current  city  plans  for 
transportation  reflect  in  growing  degree  an  understand- 
ing that  the  task  cannot  be  viewed  completely  without 
reference  to  the  broader  problems  and  policies  of  the 
whole  city,^"  and  that  transportation  planning  is  sec- 
ond only  to  "a  basic  land-use  pattern  as  a  guide  in 
developing  the  future  city."  " 

Criticism  of  Transport  Planning 

Although  it  has  been  noted  that  a  certain  amount  of 
transport  planning  is  being  developed  at  each  of  the 
various  levels  of  government,  and  that  a  number  of 
large-scale  plans  have  been  formulated  for  each  of 
the  several  agencies,  in  general  there  has  been  a  com- 
plete absence  of  broad  plans  to  include  all  forms  of 
transportation,  all  units  of  government,  and  nontrans- 
portation  as  well  as  transportation  objectives.    Thus 


the  airport  plan  has  no  connection  with  the  highway 
plan,  and  the  latter  is  unrelated  to  railroad  plans,  in 
spite  of  the  fact  that  tremendous  savings  and  improved 
services  could  both  be  achieved  through  coordination. 
For  example,  if  it  were  possible  to  effect  a  plan  for 
railroad  terminal  and  line  consolidation  in  metropolitan 
areas,  and  then  to  plan  new  highway  developments  in 
conjunction  with  rail  plans,  it  might  be  possible  to 
eliminate  the  necessity  for  numerous  costly  grade 
separations  and  to  make  an  economical  joint  use  of 
bridges  and  rights-of-way  by  rail  and  highway  facili- 
ties. In  rural  areas,  too,  abandoned  railroad  lines 
might  provide  the  rights-of-way  needed  for  highways 
to  accommodate  substitute  bus  and  truck  service.''' 
Yet  in  spite  of  the  billions  of  dollars  of  public  funds 
spent  annually  for  transport  promotion,  no  attention 
has  been  given  to  a  master  plan  for  directing  this 
expenditure  toward  the  best  over-all  objectives. 

In  addition  to  the  lack  of  coordination  of  promo- 
tional efforts  among  transport  agencies,  coordination 
is  yet  to  be  achieved  among  the  various  political  units 
providing  transportation  services.  In  the  case  of  high- 
ways, for  example,  the  adoption  of  a  master  plan  for 
roads  and  streets  is  subject  to  countless  jurisdictional 
disputes  at  State,  county,  and  city  lines.  In  fact,  it 
has  been  the  general  practice  among  large  numbers  of 
highway  administrators  "to  view  the  provision  of  ade- 
quate city  streets  and  adequate  rural  roads  as  wholly 
separate  and  (when  they  appear  as  rival  claimants 
for  road  user  funds)  even  antagonistic  enterprises."  *" 
Finally,  not  only  must  public  promotional  policy  be 
criticized  for  the  absence  of  interagency  and  intergov- 
ernmental cooperation,  but  for  failure  to  coordinate 
transportation  plans  with  general  nontransportation 
objectives.  For  there  is  an  intimate  relation  between 
the  provision  of  transpoi-tation  and  the  use  of  resources, 
and  transportation  can  be  a  highly  effective  instrument 
of  planning.  To  cite  one  type  of  relation  which  can  be 
established  between  transport  policy  and  other  govern- 
ment policy,  the  Public  Roads  Administration  coop- 
erates with  the  Department  of  Agriculture  in  a  Nation- 
wide program  for  better  land-use  planning  in  order 
that  the  improvement  of  secondary  roads  may  pro- 
mote the  development  of  good  agricultural  land  and 
discourage  the  use  of  unsuitable  lands.  Failure  to 
adjust  highway  expenditures  to  land-use  patterns  re- 


*>  Wilfred    Owen,    "Financing   0£C-Street   Parking   Facilities,"    Public 
Management,  April  1941,  p.  108. 

"  New  York  City  Planning  Commission,  Annual  Report,  lO'iO,  p.  38. 


"A  valuable  type  of  railroad-highway  planning  data  is  provided 
through  the  examination  by  the  Public  Roads  Administration  of  rail- 
road abandonment  applications  filed  with  the  I.  C.  C.  Information  so 
gathered  is  made  available  to  highway  field  representatives  as  a  guld« 
to  grade-crossing  elimination  programs  and  to  State  highway  officials  to 
aid  in  planning  for  future  highway  needs. 

*°  II.  S.  Fairbank,  A  Highway  Program  for  the  United  States,  an  ad- 
dress before  the  Interstate  Conference  on  Automotive  Taxation,  New 
York  City,  October  17,  1039. 
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suits  not  only  in  an  unsatisfactory  use  of  land  resources, 
but  also  in  a  waste  of  public  funds.  "The  extensive 
and  even  complete  abandonment  of  many  miles  of 
highways  today  is  the  result  of  the  lack  of  intelligent 
planning  which  characterized  the  efforts  of  the  'bub- 
bling good  roads  booster'  of  the  past."  ^° 

Need  of  a  Transport  Agency 

In  view  of  the  various  planning  functions  which  need 
to  be  performed  to  attain  the  optimum  transjiortation 
service  and  national  well-being,  the  suggestion  that 
a  Federal  agency  be  established  to  review  and  correlate 
the  now  unrelated  programs  of  the  various  action  agen- 
cies is  hardly  more  than  common  sense.  It  would  be 
the  responsibility  of  this  transportation  agency  to  de- 
sign a  master  plan  for  transportation  which  would 
bring  into  focus  the  several  promotional  activities  of 
the  Federal  Government  to  the  end  that  all  transporta- 
tion as  well  as  general  national  objectives  would  be 
furthered  to  the  greatest  possible  extent.  This  objec- 
tive would  be  sought  through  stimulation  of  planning 
within  each  transport  agency  and  each  cooperating 
government  jurisdiction,  involving  the  development  of 
techniques  and  the  removal  of  existing  legal,  financial, 
administrative,  and  political  obstacles. 

Fear  has  been  expressed  that  an  over-all  agency  of 
this  type  w^ould  seek  to  displace  existing  action  agen- 
cies in  the  transportation  field,  or  that  a  "coordinating" 
of  transportation  would  mean  the  "unification"  of  all 
agencies  on  the  same  rigid  pattern.     Particular  fears 

"Wilfred  Owen,  A  Study  in  Hiiylncay  Economics,  Harvard  University 
Press,  1934,  p.  31. 


are  expressed  concerning  the  air  industry,  and  the 
possibility  that  a  transportation  authority  might  seek 
to  protect  existing  facilities  by  the  imposition  of  re- 
strictive measures  on  the  new.  Certainly  this  danger 
should  be  guarded  against,  but  such  a  possibility  seems 
less  likely  than  the  more  probable  realization  of  a 
vastly  improved  administration  of  public  expenditure. 
In  order  to  assure  the  maximum  success  of  an  over- 
all transportation  agency,  there  should  be  a  clear  defini- 
tion of  Federal  responsibilities.  Among  these  would 
be  the  matter  of  determining:  (1)  Whether  individual 
transportation  projects  are  in  conformity  with  the 
over-all  plans  of  the  sponsoring  agency;  (2)  whether 
such  projects  form  desirable  i^arts  of  the  master  trans- 
portation plan;  (3)  whether,  in  view  of  business  condi- 
tions, the  timing  and  rate  of  transportation  expendi- 
ture are  properly  adjusted;^'  and  (4)  whether  a  proper 
correlation  exists  among  Federal,  State,  and  local 
plans  and  between  transportation  and  general  non- 
transportation  objectives.  The  need  for  such  compre- 
hensive transportation  planning  seems  unmistakably 
clear  if  desirable  public  promotional  activity  is  to  be 
achieved.  Furthermore,  in  view  of  the  relations  exist- 
ing between  transportation  and  other  phases  of  eco- 
nomic life,  the  desirability  of  ai^proaching  transport 
development  through  broadly  conceived  plans  is  diffi- 
cult to  deny. 


=1  Under  the  Employment  Stabilization  Act  of  1931,  Executive  Order 
8455  now  provides  for  the  planning  and  programming  of  construction 
undertaken  or  aided  by  the  Federal  Government  to  maintain  a  6-year 
advance  program  of  public  works.  Action  agencies  report  their  plans 
to  the  National  Resources  Planning  Board  and  the  Bureau  of  the  Budget. 


CONCLUSIONS  AND  RECOMMENDATIONS 


The  unprecedented  magnitude  of  recent  transport 
promotion  by  all  levels  of  government  has  resulted  in  a 
phenomenal  development  of  highway,  water,  and  air 
facilities  in  the  United  States.  Public  action,  however, 
has  by  no  means  created  the  economy  and  quality  of 
tran^iJortation  service  which  such  vast  expenditures 
would  appear  to  warrant.  Failure  to  realize  the  poten- 
tial safety,  speed,  economy,  and  convenience,  techno- 
logically possible  of  modern  transportation  attests  the 
inadequacies  of  current  promotional  efforts.  Today 
only  isolated  examples  demonstrate  the  high  standards 
of  accomplishment  which  government  might  have 
achieved. 

The  reasons  which  have  prevented  full  realization  of 
the  possibilities  of  public  expenditure  in  the  transpor- 
tation field  apparently  derive  to  a  large  extent  from 
the  fact  that  air,  water,  and  highway  facilities  have 
each  been  furnished  separately  by  independent  govern- 
ment agencies  acting  as  special  advocates  of  one  form 


of  transportation  or  another.  The  coexistence  of  rail 
facilities  furnished  by  private  enterprise  has  also  intro- 
duced inevitable  conflicts  and  inequalities;  and  it  has 
prevented  a  coordinated  planning  of  transportation  as 
a  whole.  Additional  factors  contributing  to  an  un- 
satisfactory transportation  system  have  been  the  vague 
and  confusing  objectives  of  public  action,  ill-advised 
subsidies,  haphazard  programming  of  expenditures, 
and  the  absence  of  administrative  coordination  among 
units  of  government. 

In  view  of  these  and  other  shortcomings,  a  wholesale 
revision  of  American  transportation  policy  is  in  order 
if  public  promotion  is  to  produce  a  quality  of  service 
commensurate  with  public  expenditure.  The  belief 
that  future  transport  promotion  holds  the  promise  of 
unparalleled  physical  accomplishments,  if  only  plan- 
ning and  management  can  attain  the  high  level 
reached  by  engineering  standards,  makes  revision  of 
policy  a  worthy  challenge.     Some  of  the  conclusions 
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and    recommendations    to    be    considered    in    such    a 
revision  are  the  following : 

1.  Each  public  facility  of  transportation  should  be 
financed  to  the  maximum  practical  extent  by  charges 
upon  users. 

a.  Airports  and  airways  should  be  made  to  approach 
eventual  self-support  through  the  collection  of  user 
taxes  on  aviation  gasoline,  and  by  airport  fees. 

b.  The  maintenance  of  inland  waterways  and  future 
waterway  developments  should  be  made  contingent 
upon  the  possibility  of  financing  through  tolls. 

c.  A  State-wide  system  of  motorways  should  be 
specified  in  each  State  to  be  financed  entirely  through 
motor- vehicle  taxes. 

d.  Federal  aid  for  highways  should  be  provided 
through  a  Federal  user  tax  on  gasoline,  the  proceeds 
of  which  would  be  returned  to  the  States  on  a  need 
basis  as  a  coordinating  and  administrative  device. 

2.  User  charges  have  the  advantage  of  affording  a 
means  of  raising  adequate  revenue,  of  imposing  broad 
restraints  upon  public  expenditure,  and  of  removing 
much  of  tlie  inequality  existing  among  agencies;  but 
they  do  not  provide  an  automatic  guide  to  investment. 
Comjjutations  of  costs  and  benefits  must  therefore  be 
made  to  determine  economic  justification  of  transpor- 
tation projects. 

3.  Exceptions  to  the  principle  of  self-liquidation 
must  be  recognized  wlien  the  public  interest  warrants, 
these  including  employment  and  business  stabilization 
programs,  defense  projects,  and  other  expenditures 
designed  to  further  general  governmental  objectives. 

4.  If  the  coexistence  of  public  transport  facilities 
and  private  railroads  still  causes  serious  competitive 


inequalities,  consideration  should  be  given  to  public 
provision  of  the  railroad  rights-of-way. 

5.  Plans  for  transportation  development  suffer  from 
the  absence  of  any  relation  among  different  types  of 
facilities,  among  governmental  units,  or  with  general 
public  objectives.  To  achieve  an  over-all  approach  to 
transpoi'tation  development,  logic  demands  the  estab- 
lishment of  a  Federal  transportation  agency  which 
would  direct  the  existing  transport  promotional  agen- 
cies toward  a  common  goal  and  aid  in  the  proper  as- 
signment of  administrative,  fiscal,  and  operating 
responsibilities  among  political  jurisdictions.  The 
transportation  agency,  in  turn,  would  be  advised  as  to 
general  government  policy  through  the  Congress. 

6.  In  the  public  promotion  of  transportation  facili- 
ties make-work  programs  to  provide  employment 
should  be  replaced  in  future  emergencies  by  public 
works  designed  not  merely  to  conserve  human  resources 
but  to  accomplish,  on  the  basis  of  engineering  and 
economic  criteria,  the  maximum  amount  of  public 
improvements. 

These  observations,  and  the  preceding  pages  fmm 
which  they  emanate,  constitute  no  more  than  a  partial 
expression  of  the  shortcomings  in  public  promotional 
policy.  To  many  of  them,  also,  exceptions  may  right- 
fully be  taken.  One  conclusion,  however,  it  is  difficult 
to  escape :  That  the  world's  best  transportation  system 
is  far  from  being  the  best  possible  system;  and  that 
deficiencies  will  persist  until  unrelated  railway,  high- 
way, air,  and  water  policies  are  adequately  related 
to  one  transportation  policy,  and  the  latter  to  general 
public  objectives. 
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PART    I,    SECTION    VIII 
GOVERNMENT   OWNERSHIP  AND   OPERATION 

By  Ralph  L.  Dewey ' 


OF   RAILROADS 


Introduction 

Within  recent  months  there  has  been  a  considerable 
revival  of  i^ublic  interest  in  the  question  of  Govern- 
ment ownership  and  operation  of  the  railroads.  The 
public  has  become  increasingly  concerned  over  the  fu- 
ture of  the  railroads,  and  the  fears  of  monopoly  which 
once  agitated  our  elders  have  been  replaced  by  doubts 
whether  the  current  policy  of  regulated  private  man- 
agement will  prove  effective  in  solving  their  admitted 
difficulties.  Students  of  Government  ownership  of  the 
railroads  are  actuated,  for  the  most  part,  not  by  doc- 
trinaire ideologies,  but  by  practical  considerations. 
"The  primary  and  dominant  purpose  of  public  own- 
ership, as  of  government  regulation,"  says  Professor 
Sharfman,  "is  to  produce  the  best  and  cheapest  possible 
transportation  service,  rendered  in  the  interest  of  the 
larger  social  welfare.  The  desirability  of  nationali- 
zation must  depend  upon  whether  it  would  tend  to 
improve  the  service,  lower  rates,  produce  greater  ef- 
ficiency, stimulate  more  progressive  management,  lead 
to  a  more  equitable  adjustment  of  conflicting  interests, 
make  possible  a  more  desirable  development  of  the 
character  and  direction  of  economic  activity — in  short, 
whether  it  would  result  in  a  better  transportation  sys- 
tem than  is  possible  under  private  ownership  and  ad- 
ministration, even  when  reinforced  by  a  constructive 
policy  of  government  regulation."  ^  The  discussion 
which  follows  will  be  conducted  in  these  practical  and 
down-to-earth  terms. 

The  enhanced  interest  in  rail  nationalization  has 
come  about  as  a  result  of  recent  developments  of  so 
serious  a  nature  as  to  justify  consideration  of  a  drastic 
change  in  public  policy.  These  developments  will 
be  set  forth  here  in  order  to  create  a  proper  setting 
for  later  analysis  and  evaluation  of  the  positive  reasons 
for  adopting  Government  ownership  as  a  new  public 
policy  towards  the  railroads.  The  reader  is  accord- 
ingly invited  to  consider  for  the  moment  only  what 
is  likely  to  happen  in  the  sphere  of  public  policy,  leav- 
ing questions  of  what  ought  to  be  done  until  later. 


'  Priniipal  Economist,  National  Resources  Planning  Board  (on  leave, 
during  fiscal  year,  1940-41.  from  his  position  as  Principal  Transporta- 
tion Economist  In  Charge,  Transportation  Section.  Division  ot  Market- 
ing and  Transportation  Research,  Bureau  of  Agricultural  Economics, 
U.  S.  Department  of  Agriculture). 

The  author  was  assisted  In  the  preparation  ot  this  re  port  by  Mr. 
Elmer  Cerin,  Assistant  Economist.  National  Resources  Planning  Board. 

'  Sharfman,    I.    L.      The   American    Transportation    Prohlem,    p.    193. 
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But  before  we  begin  a  discussion  of  Government  own- 
ership, it  is  necessary  to  devote  brief  notice  to  another 
possible  alternative  to  regulation,  viz,  rail  competition. 

The  alternative  of  competition. — We  might  relax  reg- 
ulation in  those  instances  where  carrier  and  agency 
comjjetition  could  be  expected  to  produce  good  service 
at  low  co*^t  to  the  public.  It  is  true  that  the  railroads 
no  longer  ilominate  the  field  of  domestic  transporta- 
tion to  the  extent  they  did  before  the  revival  of  water 
carriers  and  the  rise  of  motor  carriers.  The  railroads 
find  that  they  must  improve  the  speed  and  flexibility  of 
their  service  and  adjust  their  rates  to  meet  the  compe- 
tition in  order  to  retain  traffic.  It  seems  likely  that 
interagency  competition,  even  with  such  Government 
regulation  as  has  been  applied  to  restrict  it,  has  had 
chief  influence  in  forcing  the  railroads  in  recent  years 
to  make  such  improvements  in  service  and  reductions  in 
rates  as  have  occurred. 

There  is  something  very  attractive  about  the  com- 
petitive process  which  compels  economic  decisions  to 
be  made  in  the  hard,  objective  marketplace.  How- 
ever, to  make  this  policy  really  effective,  it  would  be 
necessary  to  reverse  current  regulation  by  eliminating 
rate  and  service  controls  over  water  and  motor  carriers, 
except  the  extent  necessary  to  prevent  monopoly  pric- 
ing or  undue  discriminations.  It  would  also  probably 
be  necessary  to  remove  many  of  the  detailed  rate  and 
service  controls  now  applied  to  railroads,  though  not 
to  the  same  degree  as  would  be  desirable  in  the  case  of 
the  other  two  agencies,  in  order  to  insure  that  com- 
petition would  properlj'  determine  the  allocation  of 
traffic  among  agencies  and  particular  carriers. 

If  there  were  a  reasonable  chance  that  public  policy 
would  be  redirected  along  these  lines  in  the  near  fu- 
ture, it  would  be  advisable  to  postpone  consideration 
of  rail  nationalization  until  a  thorough  trial  of  the 
new  policy  could  be  undertaken.  It  is  possible  that  the 
experiment  would  prove  to  be  so  successful  that  the 
public  would  no  longer  be  interested  in  another  alter- 
native. 

This  study  has  been  projected,  however,  in  the  belief 
that  the  current  system  of -regulation  will  not  be  aban- 
doned in  favor  of  the  competitive  approach,  and  that 
the  only  feasible  substitute  for  regulation  of  the  rail- 
roads is  Government  ownership  and  operation.  Our 
Government  long  ago  abandoned  unregulated  competi- 
tion among  the  railroads  as  unworkable,  because  the 
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industry  possessed  economic  characteristics  which  were 
recognized  as  not  being  susceptible  to  control  in  the 
public  interest  by  that  approach.  Allowing  for  the 
changed  conditions  created  by  new  agency  competition, 
it  seems  likely  that  greatly  relaxed  regulation  in  favor 
of  competition  among  the  railroads  themselves  would 
again  prove  to  be  unworkable  in  practice. 

The  haste  questions. — Decision  on  the  necessity  and 
feasibility  of  Government  ownership  and  operation  of 
the  railroads  depends  upon  the  answers  given  to  the 
three  following  questions:  (1)  Is  there  a  railroad 
problem  of  suificient  magnitude  to  recpiire  the  active 
intervention  by  Government  to  secure  an  acceptable 
solution?  (2)  Is  the  existing  policy  of  regulation  do- 
ing a  satisfactory  job  of  solving  the  problem  and  is  it 
likely  to  do  so  in  the  future  ?  (3)  Is  Government  own- 
ership of  railroads  a  feasible  alternative  to  regulation  ? 
It  is  expected  that  in  the  analysis  which  follows,  con- 
clusions may  be  offered  with  respect  to  each  of  these 
questions. 

Developments  Justifying  Consideration 
of  Change  in  Public  Policy 

The  developments  which  are  believed  to  justify  con- 
sideration of  a  change  of  public  policy  towards  the 
railroads  are  of  a  long-run  as  well  as  of  an  emergency 
nature.  The  long-run  factors  are  associated  with 
peacetime  conditions  and  are  regarded  as  being  per- 
vasive in  their  effects  upon  public  policy.  The  emer- 
gency conditions  are  identified  with  the  present  war 
and  lend-lease  programs,  and  are  thought  to  be  of  a 
temporary,  though  important,  nature.  The  jjervasive 
elements  in  the  rail  picture  will  now  be  outlined 
briefly.^ 

Public  pi'otrwtion  of  transportation. — The  present 
system  of  promotion  of  facilities  by  public  construc- 
tion and  aid  has  created  a  competitive  situation  which 
raises  doubts  about  the  ability  of  private  management 
to  operate  the  railroads  successfully.  It  is  estimated 
that  approximately  $65,800,000,000  are  now  invested  in 
transportation  facilities  of  all  kinds  in  the  United 
States.*  Of  this  amount  at  least  $27,000,000,000,  or 
41  percent,  has  been  contributed  by  Government.  The 
major  share  of  this  public  total  is  invested  in  roads 
and  streets  and  the  remainder  in  canals,  improved 
waterways,  airways,  and  railroads.  During  the  5 
years  ending  in   1940  Federal  expenditures  for  con- 


•  In  a  sense,  the  entire  .study  is  concerned  with  variou.s  a.spects  of 
ilie  rail  problem,' and  the  discussion  here  will  be  limited  to  a  summar.v 
lit  the  salient  factors  wliich  are  most  lil;el.v  to  revive  interest  in 
Government  ownership. 

'The  total  national  wcaltli  Is  said  to  be  $365,000,000,000;  on  this 
basis  the  proportion  of  national  wealth  invested  in  transportation 
facilities  Is  18  percent. 


struction  of  transportation  plant  and  equipment  aver- 
aged $1,000,000,000  a  year.  About  85  percent  of  this 
outlay  was  devoted  to  highway  improvement.^ 

Aside  from  questions  of  the  fairness  of  these  policies 
to  the  railroads,  which  we  do  not  discuss  here,  it  may 
be  true  that  the  carriers  are  placed  in  an  untenable 
economic  position  by  such  expenditures.  It  is  possible 
that  their  "inherent"  advantages  in  service,  economy, 
and  efficiency  are  being  partly  or  wholly  nullified  by 
the  public  assistance  accorded  to  some  of  their  com- 
petitors. 

If,  in  fact,  rail  earnings  and  credit  are  jeopardized 
by  transport  subsidies,  it  may  be  true  that  the  only 
feasible  alternative  to  an  impaired  rail  position  is 
nationalization  of  the  railroads.  Otherwise,  the  rail- 
roads and  interests  favored  by  existing  arrangements 
will  probably  continue  their  efforts  to  place  hobbles 
upon  their  competitors  which  will  have  the  double- 
edged  effect  of  protecting  vested  carrier,  employee, 
shipper,  and  allied  interests  and  of  wasting  public 
investment  in  new  facilities.  The  passage  of  the  Motor 
Carrier  Act  of  1935  and  the  Transportation  Act  of 
1940  is  good  evidence  that  public  policy  has  been  di- 
rected in  recent  years  toward  helping  established  for- 
hire  carriers,  including  the  railroads,  by  placing  re- 
strictions upon  entry  into  service  and  by  establishing 
minimum  rates.  To  the  extent  that  this  trend  in  public 
policy  leads  to  restriction  of  services,  to  maintenance 
of  unreasonably  high  rates,  and  to  restriction  in  the 
introduction  of  new  inventions  and  discoveries,  its 
consequences  will  be  a  matter  of  concern  to  users. 

Rail  wastes  and  inefficiencies. — The  second  factor 
which  may  lead  to  rail  nationalization  is  the  growing 
public  recognition,  stimulated  by  the  studies  of  the 
Federal  Coordinator  of  Transportation,  of  the  con- 
tinued wastes,  inefficiencies,  and  excessive  duplication 
of  rail  facilities  and  services  which  are  so  apparent  in 
the  system  as  it  functions  today.  It  is  thought  by 
some  experts  in  transportation  that  proper  rail  uni- 
fication of  operations  and  rationalization  of  plant 
might  result  in  annual  savings  of  possibly  two  or  three 
hundred  million  dollars.  Rail  managements  acting 
separately  or  in  a  flexible  association  have  been  unable 
to  eradicate  or  materially  reduce  the  wastes  attributable 
to  private,  competitive  ownership.  The  reactions  of 
rail  management  and  labor  to  the  proposals  of  the 
Federal  Coordinator  of  Transportation  revealed  the 
inability  or  unwillingness  of  private  elements  as  pres- 
ently constituted  to  introduce  the  degree  of  efficiency 
into  rail  operations  to  which  the  public  is  entitled. 
Similar  opposition  came  from  particular  communities 


•Much  of  the  public  investment  In  highway  Improvements  Is,  as  In 
the  case  of  city  streets,  not  immediately  competitive  with  railroads. 
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which  expected  to  be  harmed  by  the  elimination  of 
wastes. 

Unsatisfactory  rail  finances. — Government  ownership 
of  railroads  may  also  come  from  the  repercussions  that 
follow  in  the  wake  of  objectionable  railroad  financial 
practices.  In  the  recent  past  there  have  unfortunately 
been  numerous  occasions  when  the  public  interest  was 
of  minimum  concern  to  those  responsible  for  reorgani- 
zation of  bankrupt  railroads.  The  Senate  Committee 
on  Interstate  Commerce,  for  example,  has  character- 
ized the  two  insolvencies  within  10  years  of  the  Mil- 
waukee railroad  as  "the  greatest  railroad  disaster  in 
our  financial  history".^  The  first  receivership  occurred 
in  1925  in  the  wake  of  costly  extensions  to  Puget 
Sound  and  the  Pacific.  This  program  cost  more  than 
a  quarter  of  a  billion  dollars,  which  was  over  five  times 
the  original  estimates.  In  order  to  finance  the  ex- 
tensions, the  railroad  resorted  to  the  practice  of  in- 
creasing its  funded  debt,  which  in  1925  was  distorted 
so  much  that  the  ratio  of  bonds  to  stocks  was  2  to  1. 
The  earnings  were  insufficient  to  cover  debt  service 
requirements  and  the  company  failed." 

The  interested  bankers  completely  dominated  the  re- 
ceivership and  reorganization  proceedings  in  this  case, 
and  constituting  themselves  as  reorganization  man- 
agers, drew  up  a  plan  which  was  so  unsound  financially 
that  it  was  roundly  criticized  in  many  quarters.  Even 
the  bankers  themselves  knew  that  the  reorganization 
plan  was  weak,^  yet  they  forced  it  through  the  courts 
in  192S.  The  road  managed  to  get  along  for  2  years 
without  trouble,  but  it  could  not  withstand  the  eco- 
nomic depression  of  the  thirties  and  again  went  into 
bankruptcy  in  1935.  During  the  period,  1928  to  1935. 
the  Milwaukee's  management  aggravated  the  financial 
situation  by  uneconomic  expenditures  and  by  increasing 
the  debt  burden.  A  loan  of  3.5  million  dollars  was 
obtained  from  the  Reconstruction  Finance  Corporation 
in  1934,  after  approval  by  the  Interstate  Commerce 
Commission.  Several  months  later,  the  Milwaukee  was 
in  receivership,  and  it  still  remains  unreorganized  in 
spite  of  efforts  to  put  a  plan  into  effect. 

This  is  the  most  famous  example  of  bad  financial 
practices  to  appear  in  recent  railroad  history.     But 


«  Investigation  oj  Railroads,  Holding  Companies,  and  Afliliated  Com- 
panies, "Chicago,  Milwaukee  and  St.  Paul  Railway  Company,"  Sen.  Rep. 
No.  25,  7Gth  Cong.  3d  sess.,  1940,  part  18,  p.   1. 

'Other  fectors  contributing  to  the  Milwaukee's  failure  were  the  un- 
fortunate spacing  of  maturity  dates  of  bonds  outstanding,  so  that  in 
1925  the  railroad  was  confronted  with  the  task  of  refinancing  within 
a  few  year.s  ohlisations  totaling  about  a  quarter  of  a  billion  dollars ; 
a  costly  electrification  project  in  the  West ;  the  construction  of  the 
Panama  Canal ;  the  economic  slump  experienced  by  the  territory  sur- 
rounding the  Twin  Cities  beciuse  of  the  decline  of  the  lumber  industry 
and  the  shifting  of  the  flour  industry  to  other  parts  of  the  country ; 
and  the  acquisition  of  a  small  carrier  in  the  Chicago  area  which  proved 
to  be  a  serious  financial  liability  to  the  company. 

*  Thid..  part  22,  p.  41. 


it  is  not  the  only  imj^ortant  one.  The  New  Haven, 
Wabash,  and  Missouri  Pacific  bankruptcies  and  re- 
organizations are  also  cases  in  point.  The  Wabash 
and  Missouri  Pacific  railroads  emerged  from  bank- 
ruptcy about  25  years  ago  with  appearance  of  a  sound 
capital  structure,  but  each  was  unable  to  meet  its 
fixed  charges,  thus  leading  in  the  thirties  to  further 
bankruptcy  and  reorganization.^  The  Senate  Com- 
mittee said,  in  referring  to  such  cases  of  financial  lack 
of  foresight,  "We  are  therefore  dealing,  not  with  an- 
cient history,  but  with  contemporary  high  finance."  ^^ 
The  Committee  also  said,  "The  speculative  era  ran  its 
course,  and  the  railroads  were  left  with  staggering 
losses,  the  investors  with  defaulted  bonds  and  worthless 
stocks."  " 

Scarcely  less  disturbing  to  the  public  has  been  the 
history  of  holding  company  activities  in  the  rail  field. 
The  Van  Sweringens,  for  example,  operated  through 
man3'  corporations,  often  with  dummy  directors,  in 
order  to  evade  the  Interstate  Commerce  Act  and  also 
to  obtain  money  from  the  public.  They  were  able  to 
make  a  financial  football  of  a  large  aggregation  of 
railroads  without  let  or  hindrance  until  the  depression 
forced  the  top-heavy  structure  into  bankruptcy.  With- 
in 6  years,  the  control  of  the  Allegheny  Corporation 
(the  Van  Sweringen's  leading  holding  company) 
changed  hands  "by  auction,  by  sale,  by  default,  by 
option,  by  gift,  by  proxy,  and  finally  by  a  rental  con- 
tract on  a  2-year  lease."  ^^  Less  spectacular  but  also 
costly  to  the  public  were  the  holding  company  activities 
of  the  Pennroad  Corporation,  the  Pennsylvania  Com- 
pany, and  others.^^ 

The  railroads  were,  in  many  instances,  in  a  poor 
financial  condition  during  the  economic  depression  of 
the  thirties.  More  than  one-third  of  them  were  in 
bankruptcy  and  another  third  experienced  difficulties 
from  time  to  time  in  meeting  their  fixed  charges. 
Some  of  the  insolvent  carriers  have  been  reorganized 
and  others  have  taken  steps  to  improve  their  financial 
standing.  Since  the  war  and  lend-lease  programs  were 
inaugurated,  the  entire  railroad  picture  has  improved, 
and  gross  and  net  earnings  are  at  the  highest  levels 
in  a  decade.  Thej^  should  experience  no  difficulty  in 
financing  the  purchase  of  new  cars,  locomotives,  and 


'  md.,  part  1,  pp.  2.  7,  24. 

^'Jbid.,  part  4,  p.  If.. 

'^Investigation  of  Railroads,  Holding  Companies,  and  Affiliated  Com- 
panies, "Railroad  Combination  in  the  Eastern  Region."  Sen.  Rep.  No. 
1182.  76th  Cong.,  3d  sess.,  1940,  part  5.  p.  ?.003.  However,  the  whole- 
sale railroad  bankruptcies  of  the  thirties  were  only  in  part  due  lo  bad 
financial  structures  or  practices.  For  instance,  the  Chicago  and  North- 
western, the  Rock  Island,  and  the  Central  of  Georgia  were,  on  the 
whole,  conservatively  capitalized  railroads. 

1=  Sen.  Rep.  No.  25,  op.  oit.,  part  27,  p.  19. 

''  Because  of  the  operations  of  the  Van  Sweringen  and  Pennsylvania 
holding  companies,  the  Interstate  Commerce  Act  has  been  extensively 
amended  with  a  view  to  preventing  similar  operations  in  the  future. 
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other  eiiuipiiieut.  Both  strong  and  weak  carriers, 
even  bankrupts,  can  obtain  such  equipment  by  means 
of  the  sale  of  equipment  trust  obligations. 

The  situation  is  less  favorable  with  respect  to  the 
financing  of  additions  to  and  betterments  of  wavs  and 
structures.  The  sound  enterprises  can  do  a  satisfactory 
job  through  the  issue  of  securities  or  the  reinvestment 
of  profits.  The  weaker  companies  will  face  difficulties, 
and  probably  need  Government  assistance.  Many  of 
these  concerns  cannot  even  now  sell  their  stocks  to  tlie 
public  on  a  reasonable  basis,  nor  can  their  bonds  be 
sold  except  at  oppressive  rates  of  interest.  The  loans 
and  grants  by  the  Government  through  the  R.  F.  C.  and 
the  P.  W.  A.  to  the  carriers  during  the  past  S  or  9 
years  have  helped  to  improve  the  situation  somewhat. 
But  testimony  is  available  to  the  effect  that,  quite  apart 
from  the  need  for  cars  and  locomotives,  large  sums  are 
necessary  to  rehabilitate  and  improve  the  railroad 
plant."  So  far  as  can  be  seen  today,  these  funds  can- 
not be  raised  in  the  ordinarj^  capital  markets  b}'  the 
carriers.  The  Government  already  is  deeply  involved 
in  rail  financing,  being  a  creditor  today  for  several 
hundred  million  dollars.  For  the  most  part,  the 
loans  have  been  made  to  the  weak  roads,  the  kind  that 
are  most  likely  to  get  into  difficulties  in  emergencies. 
Hence,  the  Government  maj'  find  it  advisable  to  take 
over  such  roads  from  time  to  time  in  order  to  protect 
its  investments. 

Weakne-^s  of  regulation. — The  current  program  of 
transjjort  regulation  was  advocated  at  the  time  of  its 
adoption  as  the  best  means  of  solving  the  problems 
facing  the  railroads  and  other  agencies  of  transport. 
The  thought  in  the  minds  of  those  w^ho  favored  regula- 
tion  was  that  a  great  '"surplus"'  of  facilities  existed 
and  that  the  carriers  were  engaging  one  another  in 
luinous  or  cut-throat  competition.  Such  competition 
was  held  to  be  injurious  to  shippers,  travelers,  and 
carriers  alike.  Many  users  were  supposed  to  be 
suffermg  from  inadequate,  unreliable  service  and 
discriminatory  rates.  The  carriers  were  supposed  to 
be  receiving  insufficient  traffic  and  earnings,  thus 
leading  to  heavy  losses  and  chaotic  conditions  in  the 


"  The  Committee  of  Six.  after  noting  tliat  the  railroads  had  expended 
G.7  bilUoii  dollars  for  capital  improvements  during  the  8  years.  1923 
throuiih  19.30,  said  that  "an  average  of  a  billion  dollars  a  year  can 
Justifiably  be  expended  in  further  modernizing  and  improving  their 
properties,  including  acquisition  of  new  equipment.  This  would  be  in 
nddirion  to  normal  expenditures  for  maintenance."  Report  o/  Com- 
mittee to  the  President,  December  23,  1938,  p.  35.  A  similar  con- 
clusion has  also  been  reached  by  Mr.  Ralph  Budd,  President  of  the 
Chicago,  Burlington,  and  Quiney  Railroad  and  Transportation  Commis- 
.sloner  of  the  Advisory  Commission  to  the  Council  of  National  Defense. 
In  the  Fifteen  Percent  Case,  19nsS,  Ex  Parte  123,  he  testified  that 
large  opportunities  for  economies  from  improvements  in  cars,  loco- 
motives, and  fixed  property  were  possible  and  that  programs  for  this 
purpose  "might,  when  resolved  into  money,  amount  to  $900,000,000 
a  year  of  expenditures  on  the  railway  properties  of  the  country." 
Rrpoi-tcrs'  ifinutis,  p.  ."ol. 


industry.  The  railroads  and  their  employees  were 
in  the  forefront  of  the  groups  which  supported  legis- 
lation to  establish  centralized  and  unified  regulation  by 
the  Interstate  Commerce  Commission.  Both  the  Fed- 
eral Coordinator  of  Transportation  and  the  Commis- 
sion also  favored  these  laws.  The  bus  operators  and 
the  large  for-hire  truckers  supported  the  Motor  Carrier 
Act  of  1935,  and  water  common  carriers  joined  the 
other  groups  named  in  support  of  the  Transportation 
Act  of  1940. 

These  laws  were  patterned  after  the  then  existing 
rail  legislation,  and  featured  control  of  entiy  into 
service  by  new  for-hire  carriers  and  establishment  of 
minimum  rates.  It  was  clearly  the  hope  of  the  in- 
dustry sponsors  that  by  application  of  the  various  acts 
which  together  make  up  our  transportation  law,  the 
supply  of  facilities  and  services  would  be  restricted 
and  rates  held  above  the  competitive  level.  Although 
the  established  carrier  and  allied  interests  doubtless 
hoped  to  benefit  from  the  legislation,  the  public  ex- 
pected the  new  policy  to  be  instrumental  in  solving 
the  railroad  problem  and  in  preserving  private  owner- 
ship and  operation  of  the  carriers. 

Has  regulation  thus  constituted  made  significant 
sti'ides  in  solving  the  railroad  problem  ?  We  know  that 
the  rail  management,  investor,  and  employee  groups 
are  not  satisfied  with  regulation  as  it  stands.  They 
are  even  now  supporting  bills  to  bring  the  freight  for- 
warders under  Commission  control.  Doubtless  they 
will  eventually  endeavor  to  place  curbs  on  the  private 
motor  and  water  carriers,  and  the  air  carriers,  since 
the  competition  of  the.se  carriers  is  also  important.  If 
past  experience  is  indicative  of  the  future,  the  Commis- 
sion will  probably  support  such  moves.  It  is  fair  to 
conclude  that  regulation  has  not  solved  the  rail  jDrob- 
lera  from  the  point  of  view  of  those  having  vested  or 
special  interests  in  railroads. 

Perhaps  it  will  be  said  that  regulation  has  solved 
the  rail  problem  in  the  public  interest,  even  though  the 
carriers  themselves  have  not  secured  material  benefit 
from  it.  The  proponents  are,  however,  very  cautious 
in  making  claims  on  this  score.  It  is  said  that  regula- 
tion has  had  a  stabilizing  effect,  with  general  benefit 
to  transportation.  These  views  are  stated  in  such 
vague  terms  that  they  are  of  little  help  in  making 
an  appraisal  of  the  effects  of  regulation  upon  the  rail 
problem.  Answers  of  value  to  the  public  must  get  at 
concrete,  specific  problems.  For  example,  has  regula- 
tion led  to  lower  costs  and  rates,  or  to  better,  safer, 
speedier  services,  or  to  improved  rail  finances?  These 
are  long-run  considerations.  There  is  also  the  question 
whether  regulation  has  been  of  constructive  value  in 
helping  to  prepare  the  railroads  to  play  a  satisfactory 
role  in  the  cnrront  national  crisis. 
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Evidence  is  lacking  to  demonstrate  that  unified  and 
centralized  regulation  of  water,  motor,  and  rail  car- 
riers hks  accomplished  a  solution  of  the  rail  problem 
in  the  public  interest.  The  railroads  have  been  per- 
mitted on  a  number  of  occasions  to  raise  their  rates 
during  the  past  decade,^^  and  the  shipping  public  has 
complained  much  about  high  rail  rates  and  undue 
discriminations.  It  will  be  remembered  also  that  for  3 
years,  1933-36,  the  Federal  Coordinator  of  Transpor- 
tation sought  with  little  success  to  improve  rail  organi- 
zation and  functioning.  Faced  with  the  powerful 
opposition  of  rail  management  and  labor,  and  of  fa- 
vored communities  and  shippers,  his  suggestions  were 
ignored  or  actively  opposed,  and  his  office  was  not  ex- 
tended. To  the  extent  that  legislation  of  the  type  of 
the  Motor  Carrier  Act  of  1935  and  the  Transportation 
Act  of  1940  protects  the  railroads  from  pressure  to 
reorganize  and  improve  the  industry,  it  is  even  more 
unlikely  that  needed  reforms  will  be  made  under  regu- 
lated private  ownership  and  operation. 

The  advocates  of  centralized  and  unified  regulation, 
as  we  have  already  mentioned,  have  based  their  policy 
largely  upon  the  alleged  necessity  of  dealing  with 
the  problem  of  "surplus"  facilities  and  cut-throat  or 
ruinous  competition.  The  railroad  business  is  subject 
to  wide  fluctuations  in  earnings  and  traffic.  Some  of 
these  variations  are  seasonal  in  character,  and  being 
fairly  regular  in  recurrence  can  be  planned  for  in  an 
efficient  manner.  Of  course,  dui'ing  the  slack  periods 
"surpluses"  of  facilities  are  bound  to  occur.  But  the 
proponents  of  regulation  a  few  years  ago  were  not 
thinking  about  the  seasonal  problem.  Their  concern 
was  with  an  alleged  pervasive,  long-run  "surplus" 
which  would,  if  unregulated,  outlast  the  devastating 
economic  depression  of  the  thirties.  It  is  important  to 
note  that  the  talk  about  the  "surplus"  in  transportation 
occurred  at  a  time  when  economic  activity  generally 
was  at  a  low  level.  This  condition  naturally  had 
severe  repercussions  on  the  traffic,  earnings,  and  finan- 
cial stability  of  the  railroads.  It  seems  likely  that  the 
"surplus"  was  largely  a  depression  phenomenon,  prob- 
ably aggravated  by  the  obsolescence  of  a  portion  of 
the  rail  plant  caused  by  the  rise  of  competing  agencies. 
At  any  rate,  the  "surplus"  of  rolling  stock  in  rail  trans- 
IJortation  has  already  practically  disappeared  in  the 
wake  of  boom  conditions  created  by  the  national  de- 
fense and  lend-lease  programs.  Now  we  are  confronted 
with  a  possible  shortage  of  cars  and  locomotives,  and 
this  condition  puts  the  problem  in  its  true  perspective. 


The  rail  system  must  be  maintained  to  meet  peak  de- 
mands, in  war  as  well  as  in  peace,  and  there  can  be  no 
"surplus"  until  it  is  in  a  position  reasonably  to  meet 
such  demands. 

Those  who  have  been  responsible  for  regulatory  pol- 
icy during  the  past  decade  have  tried  to  solve  the  rail 
problem  by  restricting  supply,  by  protecting  old  and 
often  j^artially  obsolete  equipment  and  jjractices,  and 
by  maintaining  rates  at  high  levels,  rather  than  by 
bending  every  effort  to  foster  better  and  more  adequate 
service  at  the  lowest  possible  costs  to  users.  The  em- 
phasis has  been  on  maintenance  of  the  status  quo. 
We  may  ask  whether  the  makers  of  regulatory  policy 
propose  to  modify  their  program  with  a  view  of  pro- 
moting a  rationalized,  modern,  thoroughly  efficient  rail 
system.  It  is  a  fair  question  whether  there  is  still  time 
to  do  the  job  with  the  war  vipon  us,  granted  the  in- 
tention to  do  so.  Unless  successful  accomplishments 
along  these  lines  are  shortly  forthcoming,  however,  the 
public  may  devote  increasing  attention  to  the  possibil- 
ity of  nationalizing  the  railroads  as  a  feasible  alterna- 
tive means  for  reaching  its  objectives.^^ 

The  tear  crisis. — The  railroad  industry  under  a  sys- 
tem of  private  ownership  and  operation  faces  a  serious 
dilemma  in  a  period  of  grave  emergency.  To  survive 
as  a  going  concern,  the  railroads  must  make  sufficient 
profits  not  only  to  avoid  bankruptcy  but  also  to  provide 
or  attract  the  necessary  new  capital  for  additions  and 
betterments.  To  accomplish  this  objective,  the  carriers 
must  keep  a  firm  control  of  costs.  But  costs  ai'e  not 
easily  held  down  when  j^rices  of  materials  and  sup- 
plies and  wages  of  labor  rise.  Following  a  threat  to 
strike  in  the  autumn  of  1941  unless  its  wage  demands 
were  met,  railway  labor  was  granted  wage  increases 
which,  it  is  estimated,  will  add  $325,000,000  annually 
to  the  pay  roll.  As  a  means  of  offsetting,  at  least  in 
part,  their  higlier  operating  costs,  the  railroads  were 
subsequently  authorized  by  the  Interstate  Commerce 
Commission  to  increase  passenger  rates  by  10  percent 
and  freight  rates  by  varying  amounts  up  to  6  percent. 
The  advances  in  freight  rates,  while  considerably  less 
than  the  horizontal  10  percent  increase  requested  by 
the  railroads,  except  on  iron  ore,  coal,  and  coke,  are 
nevertheless  substantial  and  will  increase  the  transpor- 
tation bill  of  the  country  more  than  $200,000,000  per 
year.     For  the  time  being,  the  expanded  volume  of 


"  Note  particularly  the  horizontal  10  percent  increases  on  non- 
agricultural  products  and  5  percent  on  agricultural  products  in  1938. 
Fiftcrn  Percent  Case,  i937-58,  226  I,  C.  C.  41  (19SS),  and  furtlier  sub- 
stantial increases  in  passenger  and  freight  rates  in  1942,  Ex  Parte  No. 
148.  Increased  Railway  Rates,  Fares,  and  Charges.  J9i?. 


1'  In  some  quarters,  it  is  asserted  that  Government  promotional 
policy  (public  construction  of  new  facilities.  Government  subsidies  and 
other  aids  to  private  operators,  taxation,  etc.)  should  be  employed 
in  conjunction  with  regulation  as  a  means  of  solving  the  rail  problem. 
However,  whether  or  not  transport  promotion  by  Government  has 
been  wise  or  feasible,  it  is  clear  that  future  promotion  should  not 
be  directed  toward  safeguarding  rail  profits  and  investments.  If 
thus  employed,  the  policy  would  not  tend  to  solve  the  rail  problem 
in  the  public  interest,  since  the  effects  would  be  to  protect  rail  rates 
and  wasteful  practices. 
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traffic  growing  out  of  the  defense  and  lend-lease  pro- 
grams has  yielded  increasing  net  income  to  the  carriers, 
in  spite  of  rising  costs.  We  cannot  be  certain,  how- 
ever, that  higher  rates  and  greater  volume  of  traffic  will 
continue  indefinitely  to  ward  off  the  adverse  effects  of 
higher  costs  upon  income.  If  net  income  should  fall 
later,  with  boom  traffic  conditions  prevailing,  we  may 
expect  to  witness  heightened  public  interest  in  Govern- 
ment operation  and  guarantee  of  earnings  as  a  pre- 
ferred means  of  saving  the  railroads  from  financial 
collapse. 

Moreover,  the  railroads  face  the  problem  of  meeting 
peak  demands  for  service  and  must  accordingly  pro- 
vide cars  and  locomotives  which  in  all  likelihood  will 
not  be  required  in  full  numbers  after  the  emergency  is 
over.  EoUing  stock  is  costly  and  hard  to  get  in  an 
emergency :  the  railroads  find  that  steel,  for  example,  is 
subject  to  allocation  to  other  uses  by  priorities  and 
thus  is  not  always  available  in  sufficient  quantities  to 
meet  their  needs.  But  they  would  be  confi-onted  by 
a  dilemma  even  though  they  could  acquire  all  needed 
equipment  without  undue  delay.  If.  on  the  one  hand, 
they  prepare  themselves  to  meet  peak  demands,  their 
costs  mount  and  their  profits  are  less  than  they  would 
be  otherwise,  especially  after  the  boom  has  passed.  If. 
on  the  other  hand,  they  delay  purchase  of  new  equip- 
ment until  the  need  is  clearly  apparent,  they  may  not 
be  able  to  get  ready  in  time  to  meet  the  crisis,  with 
the  result  that  disturbing  shortages  appear,  necessi- 
tating use  of  priorities,  embargoes,  and  other  restric- 
tive devices.  Under  the  latter  set  of  circumstances, 
the  public  becomes  alarmed  and  demands  are  heard 
that  the  Government  take  over  the  railroads.  Since 
the  managements  are  inclined  naturally  to  follow  busi- 
ness principles  of  maximizing  profit,  they  tend  to  pre- 
fer risking  the  dangers  of  a  shortage  at  the  peak  rather 
than  facing  the  probability  of  large  idle  capacity  later 
on.  In  this  endeavor  to  practice  a  business-as-usual 
policy,  they,  therefore,  expose  the  industry  to  a  physical 
breakdown  and  possibly  to  Government  operation. 

This  statement  has  been  made  for  the  purpose  of 
setting  forth  conditions  which  seem  likely  to  project 
the  Government  ownership  and  operation  issue  to  the 
fore  in  the  months  ahead.  Presentation  and  analysis 
of  the  relative  merits  of  the  policy  will  be  reserved  for 
treatment  in  a  subse^iuent  part. 

History  of  the  Movement  for  Government  Ownership 
and  Operation  of  Railroads  in  the  United  States 

Interest  in  Government  ownership  and  operation  of 
the  railroads  is  not  a  recent  phenomenon  in  this  coun- 
try. Almost  as  soon  as  the  railroads  first  appeared 
in  1S30,  State  and  local  governments  began  to  construct 
lines,  even  as  they  had  earlier  built  canals.     Chief 


among  the  States  were  Pennsylvania,  Illinois,  Indiana, 
^lichigan,  Georgia,  Virginia,  and  Xorth  Carolina. 
Most  of  the  railroads  so  constructed  were  later  sold 
to  private  interests,  usually  at  considerable  loss  to  the 
States.  However,  the  States  of  Georgia  and  Xorth 
Carolina  still  own  railioads,  though  neither  one  oper- 
ates its  lines.  Also  at  an  early  date,  several  munici- 
palities carried  on  railway  projects.  The  best  known 
and  most  important  of  these  was  the  Cincinnati  South- 
em,  built  and  still  owned  by  the  city  of  Cincinnati. 
This  carrier  is  over  300  miles  in  length  and  connects 
Cincinnati  with  Chattanooga,  Term. 

The  financial  failtire  of  most  of  these  early  State 
and  mimicipal  ventures  into  railroad  operation  was 
attributable  in  some  part  to  mismanagement  and  cor- 
ruption, but  primarily  to  the  over-expansion  of  fa- 
cilities which  characterized  the  era.  In  fact,  manv  of 
the  private  projects  of  the  time  were  equally  unsuccess- 
ful for  similar  reasons.  The  State  and  local  govern- 
ments were  induced  to  enter  the  railway  business, 
particularly  in  the  newer  sections  of  the  coimtrv,  be- 
cause private  capital  was  often  not  available  in  stiffi- 
cient  volume  to  promote  the  rapid  extension  of  lines 
demanded  by  the  public. 

The  Federal  Goverimient  did  not  enter  the  field  of 
rail  ownership  and  operation,  even  though  it  had  buUt 
the  National  (Cumberland)  Road  and  appropriated 
considerable  amoimts  of  money  for  other  internal  im- 
provements. Politically,  the  pendulvmi  had  swung  in 
the  direction  of  "States  rights"  when  Andrew  Jackson 
won  the  presidency  in  1828.  While  the  Federal  Gov- 
ernment later  lavishly  aided  rail  construction  with 
grants  of  money,  land,  and  credit,  it  never  entered  the 
field  permanently  as  owner  and  operator  except  in 
two  minor  instances.^'  With  the  aid  of  Federal  and 
other  government  subsidies,  the  tempo  of  railroad 
building  gradually  speeded  up.  Although  the  last 
Federal  land  grant  was  voted  by  Congress  in  1S71, 
the  effects  of  the  aid  policy  continued  for  a  decade 
or  more  to  stimulate  rail  const rtict ion,  particularly  in 
the  West.  The  fact  that  private  enterprise  thus  as- 
sisted by  Government  gave  the  country  the  largest 
network  of  raUroads  in  the  world  undoubtedly  had 
much  influence  in  keeping  public  policy  in  favor  of 
private  ownership.^^ 

Xevertheless,  in  its  famous  report  in  1874,  the  Win- 
dom  Committee  of  Congress  recommended  that  the 
Federal  Government  or  the  States  shoidd  own  or  con- 


"The  Alaska  RaUroad,  begua  in  1916,  and  the  Panama  Bailroad. 
acquired  in  1904. 

"  The  financial  difflcultiea  encountered  by  the  States  between  1830 
and  1S40,  as  a  result  of  widespread  construction  of  internal  improve- 
ments, doubtless  had  a  strong  effect  upon  pubUc  opinion  against  Federal 
ownership  and  operation  of  railrtjads. 
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trol  one  or  more  railway  lines. ^°  The  committee 
stressed  the  need  for  cheaper  transportation,  and  placed 
its  reliance  upon  competition,  but  not  private  compe- 
tition. The  committee  made  the  acute  observation  that 
private  rail  competition  would  be  ineffective,  even  if 
additional  lines  were  constructed,  because  self-interest 
would  lead  inevitabh^  to  combinations  among  them- 
selves and  with  older  carriers.-" 

But  the  suggestions  of  the  Windom  Committee  were 
not  adopted  by  Congress.  Kail  charges  generally  de- 
clined ff>r  several  decades  after  1874,  when  the  report 
was  written.  The  question  of  Government  ownership 
of  tlie  railroads  remained  largely  dormant  until  the 
World  War  period.  The  Federal  Government  after  a 
brief  trial  of  private  operation  took  over  management 
of  the  carriers  early  in  1918.  The  railroads  were  re- 
turned to  their  private  owners  shortly  after  the  close 
of  hostilities. 

The  Federal  control  period. — During  the  period  of 
Federal  control  of  railroads  (1918-20),  all  the  carriers 
weie  operated  as  a  national  sj'stem.  The  objective, 
not  always  attained  in  practice,  was  to  make  common 
and  national  needs  paramount  to  actual  or  alleged 
corporate  advantage.  With  this  end  in  view,  termi- 
nals, ports,  locomotives,  cars,  and  all  other  equipment 
and  facilities  were  utilized  in  common,  regardless  of 
ownership.  The  privilege  of  shippers  to  designate 
routes  was  disregarded,  because  direct  routing  of  traffic 
was  known  to  promote  greater  speed  and  efficiency 
in  service.  Moreover,  previously  existing  traffic  ar- 
rano-ements  between  carriers  were  not  allowed  to  ob- 
struct  the  expeditious  movement  of  goods,  while  the 
law  against  short-hauling  of  particular  roads  was  not 
permitted  to  forestall  the  establishment  of  new,  more 
direct  through  routes  to  expedite  the  handling  of 
traffic. 

The  Railroad  Administration  adopted  many  expedi- 
ents calculated  to  implement  the  policies  just  described. 
Demurrage  rates  were  increased  to  expedite  the  un- 
loading of  cars;  the  "sailing-day"  plan  was  adopted 
with  regard  to  less-than-carload  freight;  basic  com- 
modities were  moved  in  solid  trainloads;  by  means  of 
a  zoning  arrangement,  cros|s-hauling  of  bituminous 
coal  was  eliminated;  consolidated  ticket  offices  were 
established  and  purchasing  was  centralized;  new  equip- 
ment was  standardized ;  advertising  expenses  were  dras- 
tically curtailed;  cars  and  locomotives  were  used  where 
the  need  was  most  pressing  and  were  repaired  at  the 


most   accessible    shops;    and   terminal    facilities    were 
coordinated.^^ 

The  Plumh  plan. — Between  the  Armistice  in  Novem- 
ber 1918  and  the  termination  of  Federal  control  of  the 
railroads  on  March  1,  1920  with  the  passage  of  the 
Transportation  Act  of  1920,  the  future  of  the  carriers 
was  very  widely  discussed,  and  many  propiosals  were 
made  in  and  out  of  Congress  with  reference  to  a  new 
public  policy.  One  of  the  proposed  solutions  was  to 
nationalize  the  railroads.  Among  the  several  plans 
offered  to  accomplish  this  purpose,  the  one  prepared  by 
Mr.  Glenn  E.  Plumb  received  the  most  public  atten- 
tion. On  beludf  of  the  train  service  brotherhoods,  Mr. 
Plumb  presented  his  plan  to  the  Senate  Committee  on 
Interstate  Commerce  on  February  7,  1919.--  The 
Plumb  plan  provided  for  Government  ownership  of 
all  the  railroads  of  the  country  at  a  jiurchase  price  to 
be  determined  by  the  courts.  Operation  was  to  be  in 
the  hands  of  a  private  corporation  organized  under  a 
Federal  charter.  The  corporation  would  be  controlled 
by  a  board  of  15  directors,  one-third  to  be  chosen  by 
the  operating  employees,  one-third  by  the  appointed 
officials,  and  one-third  by  the  President  of  the  United 
States.  It  was  proposed  that  the  corporation  have  no 
financial  investment  in  the  industry,  but  that  it  have  a 
nominal  capital  stock  to  be  held  in  trust  for  the  benefit 
of  the  officials  and  employees.  The  Government  would 
lease  the  carriers  to  this  corporation  for  operation  as 
a  unified  system,  and  the  corporation  would  pay  all 
costs  of  operation,  interest  on  the  Government  bonds 
issued  to  acquire  the  jjroperties,  and  an  agreed  amount 
to  establish  a  sinking  fund  to  be  used  in  acquiring  and 
extinguishing  the  bonds  issued  by  the  Government. 
Any  profits  remaining  after  these  payments  were  to 
be  divided  equally  between  the  corporation  and  the 
Government.  The  Government's  share  was  to  be  used 
for  additions  and  betterments,  and  the  corporation's 
share  was  to  be  distributed  as  a  dividend  on  the  pay 
roll.  As  an  automatic  check  on  the  profits  accruing  to 
the  employees,  the  plan  stipulated  that  whenever  the 
net  profits  received  by  the  Government  reached  5  per- 
cent of  the  gross  operating  revenues,  the  Interstate 
Commerce  Commission  should  immediately  reduce  the 
rate  level  sufficiently  to  pass  on  the  profits  to  shippers 
and  passengers.  Finally,  disputes  arising  over  wages, 
hours,  and  working  conditions  were  to  be  decided  by  a 
central  wage  board  and  by  three  adjustment  boards, 
each  consisting  of  an  equal  number  of  representatives 


242 


Spn,   Rep.  No.  307,   part  1,  43(1  Cong.,  1st  sess.,  1874,  pp.  140-161, 

™  As  a  furtliiT  check  upon  railroad  monopoI.V,  the  Windom  Com- 
mittee al.so  recommended  Government  improvement  of  the  waterways 
partly  on  the  ground  that  they  were  natural  competitors  and  effective 
regulators  of  the  railroads. 


I. 


Thr    Inttrstate    Commerce    Coiit7nU>i>iun,    part    I, 


"  Sharfman. 
pp.   15D-156. 

^Hearings  on  Extension  of  Tenure  of  Oovernment  Control  of  Rail- 
roads, 65th  Cong.,  3d  sess.,  vol.  I,  pp.  985  fl.  See  also  Hearings  before 
the  House  Committee  on  Interstate  and  Foreign  Commerce  on  Return 
of  the  Railroads  to  Private  Ownership,  66th  Cong,  1st  sess.,  vol.  I, 
pp.  594  S. 
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of  rail  officials  and  employees.  The  decisions  of  these 
boards  were  to  be  final,  except  that  in  case  of  a  deadlock 
the  dispute  was  to  be  settled  by  the  board  of  directors 
of  the  operating  corporation.  However,  the  right  to 
strike  was  reserved  to  the  employees  if  the  decisions 
were  not  satisfactory  to  them. 

This  plan  was  put  forth  as  the  "first  great  experi- 
ment in  industrial  democracy  on  this  side  of  the  At- 
lantic." ^^  Mr.  Plumb  thought  it  would  lead  to  cheaper 
and  more  efficient  transportation,  promote  unified  con- 
trol under  Federal  auspices,  and  realize  the  advantages 
of  allowing  the  employees  to  share  in  the  responsibilities 
of  management  and  to  participate  in  profits  earned. 
But  the  plan  was  not  received  favorably  by  Congress 
or  the  country  at  large.  Aside  from  the  opposition  to 
Government  ownership  as  a  matter  of  policy  which  was 
prevalent  at  the  time,  many  distrusted  an  arrangement 
which  vested  authority  over  wages,  hours,  and  working 
conditions  in  a  board  composed  solely  of  representatives 
of  the  officials  and  the  employees.  Since  deficits,  when 
incurred,  were  to  be  borne  by  the  Government,  it  was 
felt  that  there  would  be  little  incentive  for  the  em- 
ployees to  keep  wages  low.  Mr.  Plumb  countered  by 
arguing  that  the  plan  safeguarded  the  public  interest 
by  retaining  control  over  rates  in  the  hands  of  the 
Government.  However,  this  would  not  solve  the  prob- 
lem if  laboi'  combined  to  raise  wages  sufficiently  to 
create  a  deficit.  The  burden  would  merely  be  shifted 
from  users  of  the  service  to  taxpayers.  In  short,  the 
public  was  not  disposed  to  accept  Government  owner- 
ship as  a  general  policy  or  the  Plumb  plan  in  1920.-'' 
The  country  was  in  the  midst  of  a  severe  reaction 
against  war  restrictions  of  all  kinds,  and  demanded  a 
speedy  return  to  "normalcy."  The  deficits  incurred 
under  Federal  operation  were  widely  publicized  and 
dire  results  were  freely  predicted  unless  the  roads  were 
returned  to  their  private  owners.  During  this  period, 
rail  employment  reached  an  all-time  peak,  and  many 
critics  expressed  the  opinion  that  there  was  no  real 
necessity  for  this  volume  of  employment. 

It  is  regi-ettable  that  public  opinion  at  that  time  was 
not  better  informed  about  the  various  physical  and 
financial  aspects  of  Federal  operation.  The  aj^praisal 
of  results  was  superficial  and  unfair.  It  was  not  until 
Mr.  Walker  D.  Hines,  who  succeeded  Mr.  McAdoo  as 
Director  General  in  1919,  published  his  War  History 
of  Aineriivn  Railroads  in  1928  that  a  truer,  more  com- 
prehensive picture  of  the  periotl  was  presented  to  the 


public.  "The  important  proposition  which  deserves  to 
be  stressed,"  he  said,  "is  that  the  methods  and  results 
of  Federal  control  of  railroads  do  not  constitute  a 
sound  argument  either  for  or  against  Government  own- 
ership and  operation.  Federal  control  of  railroads 
strikingly  shows  the  economic  burdens  and  dislocations 
caused  by  war,  but  it  throws  no  reliable  light  on  the 
merits  or  demerits  of  Government  ownershij)  and  oper- 
ation of  railroads  in  time  of  peace."  *=  Meanwhile,  the 
country  experienced  a  great  expansion  of  economic 
activity,  accompanied  by  rising  rail  earnings  and  divi- 
dends. This  was  the  period  of  the  Coolidge  prosperity 
and  the  dawn  of  the  "new  era."  The  growing  effective- 
ness of  the  "new"'  competition  of  other  modes  of  trans- 
port was  not  realized  by  the  public  or  even  by  many 
of  the  rail  leaders  during  the  twenties.  Public  interest 
in  Government  ownership  practically  disappeared  by 
1925  and  did  not  revive  until  the  painful  experiences 
of  the  thirties  again  focused  thinking  upon  this  possible 
solution  of  the  rail  problem. 

Rail  Nationalization  Abroad 

It  is  instructive  to  notice  the  experience  of  foreign 
countries  with  railroad  nationalization.  In  1937,  about 
45  percent  of  the  total  rail  mileage  (788,672)  of  the 
world  was  State  owned.  If,  however,  the  rail  mileage 
(245,752)  in  the  United  States  is  deducted  from  the 
total  the  Government-owned  proportion  rises  to  66 
percent.-''  With  the  exception  of  the  United  States 
and  Great  Britain,  all  the  leading  nations  in  the  world 
own  all  or  a  significant  percentage  of  their  rail  systems. 

The  railroads  of  Australia,  Germany,  and  Kussia, 
for  example,  have  long  been  nationalized.  The  method 
has  been  adopted  by  countries  with  widely  varying 
economic  and  geographic  characteristics  and  forms  of 
government.  Soviet  Russia  has  merely  continued  a 
policy  which  was  originally  instituted  by  Czarist  Rus- 
sia. In  Germany,  the  bureaucratic  states  first  took  over 
the  railroads,  to  be  followed  by  the  Imperial  German 
Reich,  the  Weimar  Republic,  and  the  Nazi  Reich.  And 
democratic  Australia  and  New  Zealand  have  followed 
the  policy  of  Government  ownership  and  operation  for 
several  generations. 

Not  only  does  State-owned  mileage  abroad  predomi- 
nate, but  the  trend  for  many  years  has  been  toward 
Government  ownership.  After  a  trial  with  private 
operation,  the  Government  of  Switzerland  took  over 
all  the  main  lines  between  1901  and  1909.  In  1905, 
Italy   finally   decided    upon   a   policy   of   Government 


'-=  Statement  of  Mr.  I'lun.'li  iu  Oic  Independent,  vol.  U9,  1919,  p.  2S9. 

'"  The  mild  proposal  ot  Director  General  William  G.  McAdoo  to  the 
Sen.ite  and  House  Committees  on  Interstate  Commerce  on  December  11, 
WIS,  that  the  period  of  Federal  operation  be  extended  for  5  years,  or 
until  January  1,  1924,  failed  to  meet  with  popular  favor.  Mr.  McAdoo 
expressed  no  opinion  lor  or  against  Government  management,  but  felt 
that  a  further  test  of  5  years  would  disclose  the  solution. 


■'--  p.  234. 

^'This  constitutes  a  significant  rise  in  the  proportion  of  State-owned 
mileage  in  the  quarter  century  since  the  eve  of  World  War  I.  In  1913, 
State-owned  mileage  was  32.7  percent  of  the  685,636  milis  then  in 
existence.  Deduciiug  Unitid  States  mileage,  the  State-owned  proportion 
elsewhere  in  the  world  was  52.1  percent. 
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Table  I. — Mileage  of  Railroads,  State  and  Private,  by  Countries, 

1937 


Table  I. — Mileage  of  Railroads,  State  and  Private,  by  Countries, 

Z9S7— Continued 


Miles  of  Railroad 

Percent 

State 

Private 

Total 

State 

Private 

3,602 
3.013 
1,996 
8,208 
1,542 
899 
3,418 
7,258 
33,461 

848 
196 

'i75" 

1,784 

12 

115 

33,  090 

2,795 

20, 121 

795 

851 

726 

754 

2,643 

856 

109 

4,450 

3,209 

1,996 

8,383 

3,326 

911 

3,  533 

40,  348 

36,  256 

20,121 

1,621 

2,114 

4,773 

7.54 

2,643 

11,383 

2,102 

1,045 

332 

2,484 

13.  375 

2,143 

7,363 

50,  725 

10,117 

10,  604 

3,  677 

210 

6,926 

80.9 
93.9 

100.0 
97-9 
46.4 
98.7 
96.7 
18.0 
92.3 
0.0 
51.0 
59.7 
84.8 
0  0 
0.0 
92  5 
94.8 

100.0 
25.9 
91.5 
92.3 
43.5 
94.5 

loao 

1.7 
44.5 
49.6 
100.0 
92.4 

19.1 

6.1 

Bulgaria                       

0.0 

Czechoslovakia 

Denmark 

2.1 

53.6 

1.3 

3.3 

France  ' 

82.0 
7.7 

Great  Britain                       -  -. 

100.0 

826 
1,263 
4,047 

49,0 

Holland 

40.3 
15.2 

Ireland  (North)                   

100.0 

100.0 

Italy                             

10,  527 

1,993 

1,  045 

86 

2,272 

12,  349 

933 

6,955 

50,  725 

177 

4,676 

1,822 

210 

6,393 

7.5 

5.2 

0  0 

Luxemburg 

Norway. 

246 

212 

1,026 

1,210 

408 

"""9,"946' 
5,828 
1,855 

74.1 
8.5 
7.7 

Portugal 

Roumania _ 

Rus-sia  (1935) 

Spain - 

Sweden .' 

Switzerland 

56.5 
6.5 
0.0 
98.3 
56.5 
50.4 
0.0 

Yugoslavia                           .  . 

528 

7.6 

Total  in  Europe 

169,701 

87,123 

256,824 

66.1 

33.9 

Ceylon 

951 
6,350 
31,670 
13, 132 
1,068 
4,322 
1,778 
3,444 

951 
6,367 
43,  021 
18,  776 
1,068 
5,243 
2.018 
3,742 
4,620 

100.0 
99.7 
73.6 
69.9 

100.0 
82.4 
88.1 
92  0 
0.0 

0.0 

China 

India  (including  Burma) 

Japan  (including  possessions) . . 
Malay  Peninsula 

17 
11,351 
5,644 

.3 
26.4 
30  1 
0.0 

Manchukuo 

941 

240 

298 

4,620 

17.6 

Thailand  (Siam) 

11.9 

Turkey  in  Asia     

8.0 

Other  railways 

100.0 

Total  in  Asia 

62,  715 

23, 091 

85, 806 

73.1 

26.9 

5,764 

420 

15,  000 

23,266 

3,763 

1,115 

703 

17,940 
1,079 
4,676 

19,004 

1,826 

936 

23,704 

1,499 

19,  676 

42,270 

5,  589 

2,051 

703 

768 

1,054 

84 

107 

14,  569 

749 

663 

2,613 

1,767 

385 

245,  752 

5,510 

24.3 

28.0 

76.2 

.55.  0 

67.3 

54,4 

100.0 

0.0 

6.2 

100.0 

100.0 

58.3 

100.0 

0.0 

21.7 

14.3 

0.0 

0.0 

0.0 

75.7 

Bolivia     ,                           

72.0 

Brazil 

23.8 

Canada    .                

45.0 

Chile 

32.7 

45.6 

Ecuador 

0.0 

768 
989 

100.0 

Honduras 

Guiana  (British) 

65 
84 

107 
8,499 

749 

93.8 
0.0 

Guiana  (Dutch) 

0.0 

6,070 

41.7 

Newfoundland 

0.0 

663 
2,045 
1,514 

385 

245,  752 

5,510 

100.0 

Peru 

568 
253 

78.3 

85.7 

Salvador 

100.0 

United  States  excluding  Alaska 

100.0 

Other  railways 

100.0 

Total  in  Western  Hem- 
isphere 

60,  356 

309, 157 

309,  513 

16.3 

83.7 

'  By  decree  of  Aug.  31, 1937,  all  French  railways  were  nationalized. 

ownership  and  operation,  after  resorting  to  many  ex- 
pedients including  Government  ownership  and  private 
operation.  Shortly  thereafter,  Mexico  and  Japan 
nationalized  their  carriers,  and  France  began  to  acquire 
some  of  the  private  lines.  During  and  immediately 
after  World  War  I  Canada  greatly  extended  its  public 
netwoi'k  of  railroads  by  constructing  the  National 
Transcontinental  and  by  purchasing  the  Grand  Trunk, 
Grand  Trunk  Pacific,  and  Canadian  Northern,  leaving 
the  Canadian  Pacific  Railway  the  only  important  pri- 
vately owned  and  operated  carrier  in  the  country. 


Country 

Miles  of  Railroad 

Percent 

State 

Private 

Total 

State 

Private 

2,145 
6,164 
6,566 
2,529 
644 
4.721 
4.  S.W 
3,336 

2,145 
6.612 
6.835 
2,529 

614 
4,721 
4,  636 
3,336 

433 

100.0 
93.2 
96.1 
100.0 
100,0 
100,0 
94,0 
100. 0 
0.0 

0.0 

New  South  Wales 

448 
269 

6.8 

3.9 

South  Australia 

0.0 

0.0 

0.0 

277 

6.0 

0.0 

433 

100.0 

Total  in  Australasia 

30,464 

1,427 

31,891 

95.5 

4.6 

Algeria 

Belgian  Congo 

2,264 

750 
2,550 

979 
3,549 

'"i,64i" 

2,014 

2,  550 

3,  863 
12,  034 

1,111 
2,003 
2,021 
1.849 
16.  203 

7.6.1 
0.0 
74.6 
70.5 

10.00 
48.0 

100.0 
85.2 
81.4 

24.9 
100.0 

2,874 
8,486 
1,111 
962 
2,021 
1,676 
13,  195 

25.4 

British  Possessions 

29.5 

Morocco 

Portuguese  Possessions 

•     0.0 
52.0 
0.0 

Tunis 

273 
3,008 

14.8 

18.6 

Total  in  Africa 

32.488 

12,150 

44,  638 

72.8 

27.2 

Total — World  railways... 
Total  less  United  States., 


365, 724 
355, 724 


432, 948 
187, 196 


788.  672 
542,  920 


45.1 

65.6 


64.9 
34.5 


There  seems  to  be  no  pattern  by  which  to  determine 
what  type  of  country  is  most  likely  to  embrace  nation- 
alization. It  has  been  adopted  by  large  and  small 
nations,  by  economically  advanced  and  undeveloped 
countries,  by  militaristic  and  nonmilitaristic  peoples, 
by  democracies  and  by  dictatorships.  But  there  seems 
to  be  no  turning  back  to  a  system  of  private  manage- 
ment, once  a  decision  for  Government  ownership  and 
operation  has  been  reached.  "Speaking  broadly,"  said 
Sir  William  Acworth,  "it  is  safe  to  say  that  nowadays 
a  decision  of  a  nation  to  acquire  its  railways  is  irre- 
vocable".-' Only  under  war  emergency  conditions  have 
significant  exceptions  to  this  rule  appeared,  but  these 
constitute  special  and  temporary  cases  not  characteristic 
of  the  general  trend. 

How  successful  has  this  foreign  experience  been?  It 
is  difficult  to  give  categorical  answers  to  this  question. 
The  German  railways  have  long  been  operated  with 
considerable  success,  both  in  terms  of  physical  efficiency 
and  financial  returns.  In  fact,  it  is  doubtful  if  any 
system  on  a  nationwide  basis  of  comparison — public  or 
private — has  been  better  managed  than  the  German 
network.  In  terms  of  quality  of  service,  the  German 
system  compares  favorably  with  that  in  the  United 
States,  which  is  probably  as  good  as  can  be  found  in 
the  world  today.  Elsewhere,  Government  management 
seems  also  to  have  given  general  satisfaction,  notably 
in  Switzerland  and  Japan. 

However,  serious  criticism  has  been  levelled  against 
Government  systems.     The  French  Government,  for 


^  Acworth.  W.  M.,  Bisiorical  Sketch  of  State  Railway  Ow-nerthip.  p,  27. 
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example,  has  long  incurred  heavy  deficits  on  account  of 
rail  operation  and  guarantee  of  bond  interest.  The 
same  financial  difficulties  have  also  beset  the  Canadian 
and  Brazilian  Governments.  The  Australian  and  Mexi- 
can railroad  administrations  have  been  indicted  on 
account  of  their  domination  by  labor  groups.  Much 
adverse  comment  relates  to  the  financial  results  of  pub- 
lic operation,  and  the  point  is  made  or  inferred  that 
the  financial  losses  have  been  due  to  inefficient  and 
veasteful  management.  Caution  must  be  exercised  in 
drawing  conclusions  solely  in  these  terms.  In  Canada, 
for  example,  the  Canadian  National  system  evolved  by 
promotional  construction  into  light  traffic  territories 
and  by  acquisition  of  lines  which  private  capital  was 
unable  to  opperate  successfully.  Unfortunately  for  the 
subsequent  financial  showing  of  the  Government  the 
interest  on  the  securities  of  these  carriers  was  guaran- 
teed when  there  was  no  reasonable  chance  that  the 
carriers  could  earn  enough  to  cover  the  charges.  Other 
lines  were  overexpanded  for  promotional  purposes,  even 
though  it  was  generally  known  that  sufficient  traffic 
and  revenues  to  support  the  extensions  were  not  likely 
to  materialize  for  years,  if  at  all.  The  same  forces 
operated  to  create  financial  difficulties  in  Brazil  and  to 
a  lesser  extent  in  Australia. 

Another  reason  for  fin;incial  deficits  quite  unrelated 
to  the  efficiency  of  )nanagement  is  the  rate  policy 
adopted  by  Government.  The  Italian  and  French  Gov- 
ernments, for  example,  have  used  their  control  of  rates 
to  promote  military  developments,  economic  expansion 
along  certain  lines,  and  domestic  and  tourist  travel 
without  regard  for  profits  or  costs.  Thus,  the  burden 
of  costs  has  been  shifted  from  users  to  taxpayers  as 
a  nuitter  of  national  policy.  It  follows,  therefore,  that 
valid  conclusions  about  the  efficiency  of  Government 
ownership  cannot  be  drawn  merely  from  a  study  of 
earnings.  To  make  a  convincing  showing  against 
Government-owned  railroads  it  is  necessary  to  demon- 
strate that  the  losses  are  due  to  inefficient  or  corrupt 
management.  This  needs  qualification,  however,  in 
those  instances  where  the  governments  have  indulged  in 
unsound  rate  and  promotional  policies. 

What  conclusions  of  value  to  us  may  be  drawn  from 
foreign  experience?  The  obvious  answer  is  that  no 
sweeping  generalizations  can  be  put  forth  with  safety; 
each  country  has  to  find  by  experiment  what  program 
best  meets  its  particular  needs.  But  it  seems  clear, 
nevertheless,  that  those  countries  with  the  best  oper- 
ating records  have  recruited  and  retained  in  official 
positions  able  and  honest  administrators.  Salaries 
have  been  good  and  tenure  secure  as  long  as  the  em- 
ployees maintained  satisfactory  standards  of  perform- 
ance. The  rank  and  file  of  classified  employees  have 
been  reasonably  well  treated  in  respect  to  wages,  hovirs. 


and  working  conditions  wherever  Government  manage- 
ment has  been  successful.  However,  care  has  been 
exercised  not  to  giA-e  the  employees  a  highly  favored 
status  or  to  permit  them  to  stage  strikes.  It  has  been 
a  characteristic  of  the  successful  systems  that,  while 
high  policy  decisions  have  generally  been  made  in  a 
political  manner,  politics  in  the  crude  sense  has  been 
held  to  a  minimum  in  administration  of  the  various 
systems. 

Advantages  of  Government  Ownership  -* 

Before  expressing  judgment  on  the  feasibility  of 
adopting  a  policy  of  Government  ownership  and 
operation  of  railroads,  it  may  be  useful  to  review 
the  general  advantages  and  disadvantages  claimed  for 
this  type  of  solution  of  present  transportation  prob- 
lems. The  claimed  advantages  may  be  grouped  under 
seven  major  heads:  (1)  Stabilization  of  the  financial 
situation,  (2)  provision  of  adequate  finances  for  needed 
additions  and  betterments,  (3)  provision  of  a  more 
effective  and  responsible  means  of  adjusting  rates  and 
rate  relationships  for  the  promotion  of  broad  economic 
and  social  objectives,  (4)  social  desirability  of  estab- 
lishing marginal  cost  prices,  (5)  lowering  the  costs 
of  transportation,  (C)  uniting  powers  and  responsibili- 
ties of  management,  and  (7)  providing  a  desirable 
sphere  for  making  Government  investments. 

Stahllization  of  the  pmndal  situation. — Acquisition 
of  the  railroads  by  the  Federal  Government  would  im- 
mediately stabilize  the  railroad  financial  situation. 
Pending  a  final  settlement  for  the  properties,  iiUerim 
rentals  might  be  fixed  at  a  level  sufficiently  high  to 
prevent  the  collapse  of  additional  railroad  companies 
and  avoid  the  attendant  psychological  danger  of  such 
collapse.^^  Although  approximately  one-third  of  the 
railroad  mileage  of  the  United  States  is  being  operated 
under  receivers  or  trustees,  the  immediate  dangers  of 
further  collapse  are  limited  to  a  few  companies,  and, 
to  the  extent  that  substantial  increases  in  traffic  develop 
and  are  handled  efficiently,  they  may  be  temporarily 
eliminated.  Many  roads,  however,  continue  to  lind  it 
difficult  to  meet  fi.xed  charges  even  in  a  period  of  rela- 
tively good  traffic  volume.  The  necessity  of  utilizing 
progressively  more  obsolescent  equipment  to  haul  ad- 
ditional increments  of  traffic  is  likely  to  augment  the 
difficulties  of  realizing  greater  net  income  out  of  the 
enhanced  gross  earnings. 

Provision  of  a^l equate  finances  for  needed  improve- 
meiits. — During  the  past  decade  railroad  expenditures 


='  Tlio  sections  of  tlie  report  dciling  with  the  advantages  and  disad- 
vantages of  Government  ownership  and  operation  have  heen  largely 
written  by  Ernest  W.  Williams,  Jr. 

^Eastman,  Joseph  B.,  "Public  Ownership  and  Operation  of  Rail- 
roads," 187  AnnaU  of  the  American  Academy  of  Political  and  Soiial 
Science  117   (1936). 
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for  maintenance  of  way  and  equipment  have  been  cur- 
tailed as  traffic  has  fallen  off.  Thei'e  is  much  disagree- 
ment as  to  how  far  this  curtailment  of  expenditure 
represents  deferred  maintenance.  However,  it  maj-  be 
safely  assumed  that  structures,  j'ards,  and  equipment 
not  required  at  low  volumes  of  traffic  were  allowed  to 
deteriorate.  With  increasing  traffic  much  of  this  de- 
terioration nuist  be  made  good.  Moreover,  equipment 
ownership  lias  rapidly  declined  as  older  units  have 
been  retired;  many  yards,  additional  main  tracks,  and 
other  facilities  have  been  removed ;  and  existing  facili- 
ties have  been  adjusted  to  the  reduced  traffic  flow. 

Additions  and  betterments  have  been  restricted  in 
the  face  of  low  earnings.  Although  spectacular  prog- 
ress in  the  establishment  of  modern  passenger  trains 
has  been  made,  and  over-all  improvements  in  freight 
and  passenger  service  have  occurred,  the  railroads  have 
not  been  in  a  position  to  take  advantage  of  the  rapid 
advances  in  technology.  The  average  locomotive  has 
become  progressively  more  aged,  the  average  passenger 
train  has  shown  little  improvement,  comparatively  few 
modern  freight  cars  have  been  added  to  the  inventory, 
new  signaling  devices  have  been  applied  sparingly, 
obsolescent  shop  equipment  has  been  forced  to  do  con- 
tinued duty,  and  the  possibilities  of  modern  power 
equipment  for  track  work  have  not  been  fully  realized. 
In  large  part,  developments  have  been  prevented  by 
poor  business  prospects  and  the  difficulties  of  financing. 

Especially  in  the  face  of  the  urgent  requirements  of 
national  defense,  it  is  possible  that  large  capital  ex- 
penditures will  be  required  to  keep  the  railroads 
abreast  of  the  demands  imposed  by  traffic  increases. 
Estimates  of  the  capital  needs  of  the  railways  differ 
greatly  but  mount  as  high  as  one  billion  dollars  an- 
nually for  an  extended  period.  Although  a  large 
amount  of  financing  of  new  rolling  stock  through  equip- 
ment trusts  has  developed,  it  seems  unlikely  that  any 
large  volume  of  new  capital  investment,  especially  for 
improved  ways  and  structures,  can  be  obtained  in  the 
near  future  except,  perhaps,  by  a  few  of  the  stronger 
roads.^" 

In  the  Fifteen  Percent  Case,  1937-38,  the  Interstate 
Commerce  Commission  found  that  "the  existing  basis 
of  rates  is  not  sufficient  to  maintain  in  full  vigor  either 
rail  or  water  transportation."  ^'  The  Commission  ac- 
cordingly authorized  the  rails  to  raise  rates  5  percent 
on  agricultural  i^roducts  and  10  percent  on  other  com- 
modities; yet,  some  of  the  increases  granted  in  that 
proceeding  eitlier  were  not  made  at  all  or  were  later 


lessened  by  voluntary  reductions.  Under  present  con- 
ditions of  demand  and  agency  competition,  it  is  diffi- 
cult to  maintain  a  rail  rate  level  adequate  to  produce 
sufficient  earnings  to  attract  the  necessary  new  capital. 
Under  a  system  of  Government  ownership  the  credit  of 
the  Federal  Government  would  be  immediately  avail- 
able for  the  physical  improvement  of  the  carriers,  for 
the  financing  of  needed  emergencj'  facilities,  for  na- 
tional defense,  and  for  the  provision  of  improvements 
in  equipment  and  fixed  property  for  long-term  en- 
hancement of  efficiency.^-  The  difficulty  of  obtaining 
new  capital  would  cease,  since  public  credit  would  be 
used  as  a  substitute  for  private  sources.''' 

Provision,  of  a  more  effective  means  of  adfusfing- 
rates. — Specific  problems  of  adjustment  have  been  out- 
lined more  definitely  and  in  greater  detail  in  earlier 
sections.  Many  of  these  objectives  do  not  correspond 
with  the  short-  or  long-run  jorivate  objectives  which 
tend  to  govern  the  viewpoint  of  private  managements 
in  the  transportation  field.  One  of  the  major  argu- 
ments advanced  in  support  of  the  superiority  of  Gov- 
ernment over  private  ownership  of  transportation  fa- 
cilities is  the  possibility  of  adjusting  rates  and  services 
to  enable  the  Government  to  accomplish  desired  eco- 
nomic and  social  aims.'* 

In  seeking  to  promote  an  optimum  production  or- 
ganization in  the  economy  as  a  whole,  it  may  be  quite 
necessary  to  offer  special  inducements  to  the  move- 
ment of  population  and  facilities  wliich  ignore,  to  a 
greater  or  lesser  degree,  the  costs  of  transportation. 
Likewise,  efforts  to  secure  adequate  diversification  of 
industrj',  to  relieve  depressed  areas,  and  to  equalize 
economic  opportunities  of  population  in  broad  areas 
may  require  concessions  in  transportation  rates  in  an 
effort  to  promote  the  desired  adjustment.  Under  the 
present  system  of  ownership  and  operation  in  the  trans- 
port field,  Government  compulsion  and  subsidies  would 
jjrobably  be  necessary  to  accomjDlish  such  aims.'^ 

Fundamental  readjustments  in  the  movement  of  the 
general  rate  level,  such  as  one  designed  to  promote  lower 
rates  during  periods  of  depression,  have  been  especially 
difficult  to  secure  under  private  ownership.  The  ad- 
vantages of  such  i^olicies  accrue  chiefly  in  the  long 
run  and  have  important  social  effects  which  are  not 
measured  in  the  financial  results  of  privately  owned 
carriers.  Under  Government  ownership  and  opera- 
tion, however,  social  costs  could  presumably  be  more 
accuratelv  measured  and  reflected  in  rate  relationships. 


2"  Emergency  and  long-run  needs  should  be  distinguished.  To  the 
extent  that  improvements  or  extensions  are  necessary  for  strictly 
emergency  purposes  and  cannot  be  employed  when  the  emergency  is 
over,  it  is  not  unreasonable  to  ask  the  Oovernnient  to  make  these 
improvements  at  its  own  expense. 

"220  I.  C.  C.  41,  1S6  (19;!8). 


'=  Eastman,  op.  cit.,  p.  117. 

'' Locklin,  D.  Philip,  Economics  0/  Transportation,  rev.  ed.,  p.  670. 

^1  Johnson,  Emory  R..  Huebner,  Grover  G.,  and  Wilson,  G.  Lloyd, 
Transportation,  Economic  Principles   and   Practices,  pp.   248-249, 

^  The  railroads,  however,  have  often  in  the  past  made  low  rates 
for  the  purpose  of  developing  a  given  territory  or  type  of  enterprise. 
Siiih  rates  in  the  South,   for  example,   were  called   "missionary  rates.' 
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As  a  cautionary  note,  it  must  be  observed  that  many 
more  powerful  instruments  are  available  for  imple- 
menting public  policy  and  that  in  many  situations  the 
efficacy  of  rate  adjustments  in  promoting  proposed 
ends  can  be  easily  overestimated. 

Social  desiraMlity  of  pricing  services  at  Tnarginal 
cost. — The  central  point  to  be  made  in  connection  with 
the  policy  of  marginal  (incremental)  cost  pricing  is 
that,  by  forgetting  "sunk"  capital  costs  and  pricing 
•on  the  basis  of  added  "controllable"  costs  the  best  use 
will  be  made  of  established  facilities.^^  "Where  output 
is  below  capacity  this  basis  of  charging  will  leave  a 
deficit,  so  that  the  public  must  in  such  event  help  sup- 
port the  industry.  This  help  might  take  one  of  two 
forms,  subsidization  of  private  enterprise  or  Govern- 
ment ownership.  The  advocates  of  the  policy  of  mar- 
ginal cost  pricing,  although  recognizing  the  possibilitj' 
of  subsidizing  private  companies,  prefer  the  Govern- 
ment-ownership method,  apparently  because  they  be- 
lieve that  it  is  more  likely  to  appeal  to  the  general 
public  than  outright  private  subsidies." 

In  appraising  this  thesis  it  is  necessary  to  distinguish 
sharply  two  problems:  (a)  The  problem  of  achieving 
the  best  use  of  transportation  resources,  and  (b)  the 
problem  of  levying  the  costs  of  transportation,  whether 
on  the  direct  beneficiaries  or  on  the  taxpayers.  Once 
the  facilities  are  available,  fuller  use  should  be  in- 
duced up  to  the  point  where  traffic  will  yield  in  revenue 
just  sufficient  returns  to  meet  the  added  cost  for  which 
it  is  responsible.  Marginal-cost  pricing  would  ac- 
complish this  objective  without  the  present  discrimina- 
tory pricing  so  characteristic  of  the  railway  rate  struc- 
ture. The  public  today  accepts  "pi'ejudice"  which  is 
not  "undue"  as  a  means  of  accomplishing  fuller  use 
of  the  plant.  But  the  practice  results  in  some  mis- 
application of  resources. 

Many  aspects  of  the  theory  of  marginal  cost  pricing 
are  controversial,  but  it  is  questionable  whether  the 
fiscal  responsibilities  involved  could  properly  be  as- 
sumed by  the  Government,  except  perhaps  as  part  of 
an  explicitly  adopted  depression  policy  to  aid  in  halt- 
ing the  downward  spiral  of  business  activity.  There 
is  no  equitable  reason  for  asking  taxpayers  to  pay 
overhead  costs  but  not  direct  costs.  If,  however,  the 
effect  of  such  a  policy  is  to  accomplish  the  ends  above 
mentioned,  there  may  be  valid  economic  reasons  for 


its  adoption.  But  it  is  important  to  note  that  there 
are  limits  to  the  extent  to  which  we  can  depart  in  our 
society  from  the  quid  pro  quo  principle  in  pricing  and 
also  to  the  total  burden  that  tax  collections  can 
sustain.^^ 

Lowering  the  costs  of  transport. — Under  Government 
ownership  and  operation,  it  is  asserted,  many  types  of 
economies  would  bring  a  substantial  reduction  in  the 
total  cost  of  transport.  Opportunities  for  decreasing 
operating  expenses  should  come  as  a  result  of  unified 
of)ertition  of  the  entire  railroad  system."^  Likewise, 
the  way  would  be  opened  for  abandonment  of  unneces- 
sary lines  and  terminal  facilities,  pooling  of  merchan- 
dise traffic,  consolidation  of  shops,  and  pooling  of  loco- 
motive and  car  equipment  with  attendant  reductions 
in  empty  car  and  light  locomotive  mileage.  These  are 
substantially  the  types  of  economy  suggested  by  sup- 
porters of  consolidation  of  railroads  into  one  or  a 
limited  number  of  systems. 

Progress  in  reducing  costs  of  transport  might  also 
be  expected  to  result  from  the  accelerated  application 
of  modern  rolling  stock  and  equipment  of  all  types. 
Standardization  of  types  and  purchases  for  the  Nation- 
wide system  as  a  whole  should  lead  to  substantial  con- 
cessions in  price  for  various  types  of  equipment.  Few 
railroad  companies  are  able,  for  example,  to  absorb 
large  numbers  of  any  one  type  of  locomotive,  and 
much  locomotive  construction  must  be  done  largely  as 
small  special  jobs. 

In  the  field  of  finance  economies  are  looked  for  under 
Government  ownership  from  the  possibility  of  reduced 
interest  rates  and  gradual  amortization  of  indebtedness. 
Possible  economies  would  depend,  in  large  measure, 
upon  the  price  to  be  paid  for  the  acquisition  of  the  rail- 
roads and  the  nature  of  the  Government  securities  is- 
sued in  exchange  for  the  rights  of  railway  ownei-s.  Va- 
rious proposals  have  been  offered  with  a  view  to  insur- 
ing a  compensation  to  railway  security  holders  based,  as 
far  as  possible,  upon  existing  values  and  earnings  pros- 
pects." It  is  possible,  however,  that  argument  would 
be  advanced  for  payment  of  the  "fair"  or  rate-making 
value  of  the  railroads.  The  extent  to  which  income 
bonds  might  enter  into  the  capitalization  of  a  Govern- 
ment-owned system  would  also  have  an  important  in- 
fluence ui^on  the  interest  requirements. 


™  The  same  point  would  apply  also  to  true  decreasing  cost  situations 
and  not  merely  to  underutilized  existing  facilities,  provided  the  demand 
for  the  service  were  elastic. 

"  For  fuller  statements  in  support  of  the  marsinal-cost  theory  of 
rail  pricing  see  Ilotelling,  Harold,  "The  General  Welfare  in  Relation 
to  Problems  of  Taxation  and  of  Railway  and  Utility  Rates,"  G  Eco- 
nometrica  242  (1938)  ;  and  Montgomery.  R.  H.  "Government  Owner- 
ship and  Operation  of  Railroads",  201  AidhiI':  o/  the  American  Academy 
of  Political  and  Social  Science.     144-145  (1939). 


=s  Tile  railroads  have  made  many  rates  based  upon  "out-of-pocket" 
or  marginal  costs,  primarily  tor  competitive  reasons.  Tlie  policy  has 
caused  them  financial  embarrassment  under  conditions  of  business 
depression  and  diversion  of  high-rated  traffic  to  competing  forms  of 
transportation. 

"  Locklin,  op.  cit._,  p.  672. 

"  See,  for  example,  a  bill  to  provide  for  the  creation  of  a  corporation 
to  be  known  as  "United  States  Railways,"  which  was  to  possess, 
control,  and  own  certain  property  of  the  carriers.  S.  2573,  74th  Cong., 
1st  sess.,  1935.  See  al.-;o,  "Tentative  Plan  tor  Public  Ownership  and 
Operation  of  Railroad  Systems  of  the  United  States,"  Senulation  of 
Railroads,  Sen.  Doc.  No.  119,  73d  Cong.,  2d  sess..  1934,  pp.  82-84. 
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It  is  agreed,  of  course,  that  the  rate  of  interest  on 
Government  bonds  is  lower  than  on  the  bonds  of  pri- 
vate corjjorations.  It  is  assumed  that  these  lower  inter- 
est rates  would  be  available  on  securities  issued  to 
finance  acquisition  and  improvement  of  the  railroads, 
hence  providing  a  salutary  reduction  in  financing  costs. 
However,  there  may  be  a  distinct  possibility  that  large 
cajjital  needs  and  the  probable  necessity  of  compen- 
sating some  railroad  security  holders  in  cash,  and, 
therefore,  of  finding  another  market  for  a  portion  of 
the  acquisition  issues,  would  result  in  a  rise  in  the  inter- 
est rate  on  Government  securities.  But  very  probably, 
despite  the  possibility  of  a  generous  purchase  price 
and  increased  interest  rate,  capital  costs  could  be  re- 
duced under  Government  ownership,  providing  the 
Government  observed  sound  economic  principles  in 
building  or  improving  the  railroads. 

One  of  the  outstanding  difficulties  in  carrying  pri- 
vately owned  railroads  through  periods  of  business 
distress  has  been  the  failure  to  amortize  fixed  liabili- 
ties.^^ Under  Government  ownership  this  might  be 
done,  with  a  consequent  successive  reduction  of  capital 
costs.  Of  course,  to  the  extent  that  new  capital  invest- 
ment might  be  needed  for  additions  and  betterments, 
amortization  of  debt  might  be  retarded. 

The  present  system  of  ownership,  involving  Govern- 
ment regulation  superimposed  upon  private  manage- 
ment and  operation  produces,  according  to  advocates 
of  Government  ownership,  an  added  and  unnecessary 
cost  incident  upon  restraining  private  management.  In 
large  measure,  the  expense  of  maintaining  regulatory 
machinery  and  the  costs  to  carriers  and  shippers,  as 
well  as  governments,  of  proceedings  under  regulatory 
acts  would  be  eliminated.  Government  ownership 
would,  to  a  considerable  degree,  serve  as  a  substitute 
for  regulation,  but  to  some  extent  regulation  by  non- 
operating  authorities  would  still  be  required  for  the 
protection  of  the  user. 

Two  additional  possible  sources  of  savings  under 
Government  ownership  may  be  mentioned.  First, 
under  the  present  system  of  valuation  for  rate-making 
purposes,  land  is  included  at  its  current  value.  An 
upward  trend  in  land  values,  such  as  may  be  expected 
in  congested  terminal  areas,  is  thus  reflected  in  the  rate 
base.  Under  Government  ownership  increases  in  the 
value  of  railway  lands  need  not  be  considei-ed  in  the 
determination  of  the  rate  level.  Second,  in  the  past 
heavy  costs  have  been  inflicted  upon  the  public  by 
strikes  in  the  railroad  industry.  Although  in  recent 
years  there  has  been  little  difficulty,  strike  threats  con- 
tinue to  develop  at  rather  frequent  intervals.    Under 


Government  ownership  it  is  said  that  strikes  and  the 
resulting  stoppage  of  commerce  and  intercourse  would 
be  eliminated.  Some  suggest  that  the  Government 
would  be  a  fairer  employer  of  labor,  others  that  the 
right  to  strike  would  be  abrogated. 

Uniting  powers  and  responsibilities  of  manage- 
ment.— Under  the  regulatory  method,  it  is  contended 
by  advocates  of  nationalization  of  railroads,  managerial 
responsibility  is  divided  between  the  managements  of 
the  carriers  and  the  regulatory  bodies.*-  The  confusion 
of  authority  enables  both  elements  frequently  to  escape 
responsibility  for  the  effects  of  their  acts.  As  a  result, 
a  tendency  to  a  stalemate  occurs,  with  neither  Govei-n- 
ment  nor  private  management  prepared  to  make 
promptly  the  economic  decisions  regarding  rates  and 
service,  which  are  urgently  required  in  the  presence  of 
swift  changes  in  the  transportation  scene.  The  ability 
to  escape  responsibility,  it  is  alleged,  enables  manage- 
ment groups  to  assume  a  do-nothing  attitude. 

Under  Government  ownership  it  is  assumed  that  both 
the  powers  and  responsibilities  of  management  would 
be  concentrated  in  one  authority.  This  would  remove 
the  possibilities  for  escaping  responsibility  and  avoid- 
ing pressing  issues,  ijromote  rapidity  and  decisiveness 
of  action  in  dealing  with  new  situations,  and  enable 
a  definite  fixing  of  blame  for  inactivity  or  poor  plan- 
ning.''^ 

Desirable  sphere  for  making  Government  invest- 
ments.— ^The  Government  has  followed  the  policy  dur- 
ing the  depression  of  making  investments  in  roads, 
schools,  parks,  and  many  other  useful  facilities,  as  a 
means  not  only  of  granting  relief  to  needy  persons  but 
also  as  a  method  of  restoring  prosperity  to  the  econ- 
omy. Depressions  have  come  widely  to  be  regarded  as 
the  result  of  deficient  private  investment,  and  when 
such  investment  lags  the  only  feasible  alternative  is  the 
Government  commitment  of  funds.  Billions  of  dol- 
lars have  already  been  spent  in  such  fashion  by  the 
Federal  Government;  and  plans  are  now  being  made 
for  large  outlays  during  the  post-war  transition  period. 

A  number  of  responsible  economists  are  of  the  opin- 
ion, in  fact,  that  Government  investment  of  part  of 
the  Nation's  savings  will  be  necessary  much  of  the 
time,  in  view  of  far-reaching  structural  changes  which 
have  occurred  recently  in  our  economy.    It  is  suggested 


"  Whatever  Is  done  toward  retiring  bond  issues,  it  is  important  that 
facilities  lie  retired  financially  wlien  they  cease  to  be  of  use  physically. 


^  Tliis  argument  is  also  used  by  advocates  of  a  relaxation  of  resula- 
tion.  See.  for  example,  Taylor,  H.  G.  "Simplification  of  Railroad  Regu- 
lation," 187  Annals  0/  ihe  American  Academy  of  Political  and  Social 
Science,  49-56   (1936). 

"  It  should  be  observed  here  that  many  of  the  diflJculties  respecting 
the  action  of  management  under  the  regulatory  system  also  occur  in 
various  types  of  large  business  concerns  as  a  result  of  the  intricacies  of 
organization.  See  Morris,  Ray.  Railway  Administration,  rev.  ed.,  pp. 
41-76. 
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that  in  a  highly  developed  industrial  system,  which  is 
not  expanding  rapidly,  reliance  will  have  to  be  placed 
more  largely  in  the  future  than  in  the  past  on  public 
investment  as  a  suj^jilement  to  private  investment,  in 
order  to  achieve  full  employment  and  a  high  national 
income.  Professor  Alvin  H.  Hansen,  for  example, 
says  that  the  Nation  cannot  afford  to  let  its  national 
income  fall  below  60  billion  dollars  a  year,  and  he 
favors  a  scale  of  net  income-creating  governmental 
expenditures  adequate  to  prevent  a  fall  below  this 
minimum.''* 

If  this  view  is  correct,  there  is  a  good  deal  to  be  said 
for  turning  over  to  the  Government  important  spheres 
of  investment,  so  that  the  outlays  will  not  be  made  for 
makeshift  purposes,  as  some  of  them  have  been  in  the 
past.  The  railroads  provide  an  eligible  area  in  which 
the  role  could  be  played.  As  a  group,  they  are  said  to 
need  about  one  billion  dollars  of  new  capital  each  year 
in  peacetime  in  order  to  make  economically  desirable 
additions  and  betterments.  The  public,  as  we  have 
seen,  is  already  deeply  involved  in  supplying  cajDital 
for  transportation  purposes,  and  could  add  the  rail- 
roads to  the  list  without  introducing  the  much-feared 
Government  competition  "with  its  own  citizens"  into  a 
new  field.  There  would  probably  be  a  better  chance  of 
such  investment  in  railroads  being  self-liquidating,  and 
of  not  aggravating  the  debt  problem,  than  is  true  of 
most  public  investment.  Obviously,  a  policy  of  making 
Government  funds  available  for  rail  investments  could 
be  best  implemented  under  a  system  of  Government 
ownership  and  operation. 

Disadvantages  of  Government  Ownership 

In  opposition  to  Government  ownership  of  railroads 
many  arguments  are  offered.  The  most  salient  include 
(1)  the  danger  of  political  interference,  (2)  the  prob- 
lem of  organization  and  administration,  (3)  the  possi- 
bility of  loss  of  efficiency  because  of  i-emoval  of  in- 
centives, (4)  the  cost  of  acquisition  and  the  burden  of 
unprofitable  vmdertakings,  (5)  the  unworkability  of  an 
admixture  of  Government  and  private  operation,  (6) 
the  loss  of  monopoly  position  by  the  railroad  industry, 
and  (7)  the  uncertain  future  of  the  railroads. 

Dangers  of  political  interference. — This  is  a  many- 
sided  problem,  but  it  largely  turns  upon  possible  types 
of  interference  with  management  under  public  owner- 


"  See  Hansen,  Alvin  H.  "Economic  Progress  and  Declining  Population 
Growth,"  29  American  Economic  Review,  14  (1939).  Professor  Hansen's 
views  on  the  necessity  of  Government  investment  to  supplement  private 
investment  because  of  recent  structural  changes  in  the  national  econ- 
omy are  also  found  in  his  testimony  before  the  Temporary  National 
I3conomic  Committee,  Investigation  of  Concentration  of  Economic 
Power,  Hearings  pursuant  to  Pub.  Res.  No.  11.3,  76th  Cong.,  1st  Bess., 
1939,  "Savings  and  Investment,"  part  9,  pp.  3497-3515,  3546-3559.  See 
also  his  recent  book.  Fiscal  Policy  and  Business  Cycles. 


ship  and  operation.  The  dangers  of  the  extension  of 
political  patronage  into  the  service  are  recognized  by 
proponents  of  Government  ownership.  They  contend, 
however,  that  these  dangers  can  be  averted  by  the  use 
of  an  autonomous,  nonpolitical  type  of  enterprise."^ 
An  extension  of  the  practice  of  offering  positions  to 
political  henchmen  would  be  exceedingly  unfortunate 
and  would  threaten  a  general  decline  in  the  level  of 
railway  efficiency.  There  are  many  who  insist  that  it 
would  be  impossible  to  prevent  political  considerations 
from  entei'ing  into  the  appointment  and  promotion  of 
men  under  a  system  of  Government  ownership  and  op- 
eration. They  point  out  that  it  is  inconceivable  that 
men  in  authority  would  disregard  politics  in  selecting 
managers  for  the  railway  enterprise.'"  Moreover,  it  is 
claimed  that  many  of  the  best  men  could  not  be  per- 
suaded to  work  in  this  type  of  political  atmosphere. 

It  is  also  argued  that  serious  problems  would  arise 
in  maintaining  a  satisfactory  rate  structure  under  a 
plan  of  Government  ownership.  While  it  would  seem 
that  there  might  be  less  incentive  to  personal  discrim- 
ination under  Government  ownership,  the  dangers  of 
local  Or  commodity  discrimination  might  be  aggra- 
vated. Political  interference  on  behalf  of  special  inter- 
ests or  localities  in  an  effort  to  obtain  preferential 
treatment  must  be  expected,  and  the  type  of  pressure 
exerted  by  sectional  interests  under  the  present  reg- 
ulatory system  would  likely  become  more  insistent. 
Dissatisfied  communities  would  doubtless  seek  relief 
from  the  Congress,  and  the  pressure  might  be  very 
difficult  to  withstand.  There  might  be  additional  legis- 
lation of  the  Hoch-Smith  variety — congressional  man- 
dates directing  railway  management  to  accede  to  the 
wishes  of  political  pressure  groups.  In  part,  these  dif- 
ficulties might  be  obviated  by  continuing  the  jurisdic- 
tion of  the  Interstate  Commerce  Commission  over  rate 
relationships.  However,  there  is  no  assurance  that  the 
indeiDendence  of  the  Commission  would  be  maintained. 

The  rate  structure  of  the  railroads  of  the  United 
States  has  been  designed  to  move  the  traffic.  Although 
delicately  adjusted  to  the  demands  of  commerce  it  has 
exhibited  a  creditable  degree  of  flexibility  and  a  ready 
adaptability  to  new  commercial  conditions.  A  threat 
to  the  old  structure  has,  of  course,  appeared  in  the  form 
of  motor  carrier  competition.  The  relationships  of  the 
class  rate  structure  are  distinctly  disturbed.'"  How- 
ever, the  general  outlines  of  the  structure  continue,  and 


<^  Eastman,  Joseph  B.  "Public  Ownership  and  Operation  of  Kailroads," 
187  Annals  of  the  American  Academy  of  Political  and  Social  Science, 
108-109    (1936). 

'» Splawn,   Walter  M.   W.,   Government   Ownership  and  Operation  of 
Railroads,  pp.  412^13. 

"  For  example,  commodities  formerly  rated  In  Classes  1  and  2  now 
frequently  move  on  third-class  rates. 
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new  methods  are  currently  being  emijioyed  to  adjust  it 
to  the  changing  conditions." 

Another  danger  suggested  in  connection  with  Gov- 
ernment ownersliip  is  the  possibility  of  unwise  con- 
struction programs,  both  in  the  provision  of  new 
mileage  and  the  improvement  of  existing  facilities.'"' 
Pressure  from  particular  localities  or  areas  for  ad- 
ditional lines,  service,  or  special  facilities  may  influence 
expansion  that  cannot  be  justified  in  terms  of  traffic 
offered  or  in  prospect.  Pressure  from  rival  commu- 
nities may  result  in  the  construction  of  monumental 
new  stations  or  other  facilities  where  existing  struc- 
tures are  adequate.  Particularly  if  appiopriations  for 
new  structures  were  required  from  the  Congress  these 
pressures  might  manifest  themselves.  A  process  of 
"log-rolling,"  similar  to  that  with  which  we  have  be- 
come familiar  in  the  planning  of  many  types  of  public 
works,  might  apply  also  to  railroad  extensions  and 
betterments.  A  continuation  of  the  powers  of  the 
Interstate  Commerce  Commission  over  new  extensions 
might  lessen  the  dangers  of  unwise  construction,  but 
it  is  difficult  to  see  what  controls  could  be  applied 
satisfactorily  to  improvements  on  existing  lines. 

Labor  relations,  under  a  system  of  Government  own- 
ership, might  be  an  important  source  of  difficulty.  The 
total  number  of  railway  employees  may  be  expected  to 
range  from  1,000,000  upwards,  constituting  with  their 
families  a  very  large  group  of  voters.  It  is  asserted 
that  the  influence  exerted  by  such  a  body  of  Govern- 
ment employees  in  behalf  of  concessions  in  wages  and 
working  conditions  would  be  impossible  to  resist.  It 
must  be  remembered,  however,  that  the  same  danger 
exists  under  private  ownership.  Organized  railway 
labor  is  able  to,  and  does,  exert  pressure  for  favorable 
legislation,  and  the  Congress  has  at  times  enacted 
laws  placing  this  group  of  workers  in  a  special  class 
with  respect  to  hours,  pensions,  and  other  related  mat- 
ters. The  position  of  labor  in  such  a  strategic  industry 
as  railroad  transportation  enables  it  to  bring  very 
strong  pressure  for  wage  increases.  Whether  Govern- 
ment majiagement  would  more  readily  yield  can  only 
be  conjectured.  However,  since  wages  comprise  some 
60  percent  of  total  railway  operating  expenses,  the 
danger  of  increased  costs  from  concessions  to  labor  is 
readily  apparent.^" 

Some  critics  of  Government  ownership  predict  a 
considerable  increase  in  the  number  of  employees  en- 


«  For  example,  all-commodity  and  train-load  rates.  See  226  I.  f.  C. 
387,  455  (19.3S)  ;  232  I.  C.  C.  381  (1939)  ;  234  I.  C.  C.  589,  673  (1039)  ; 
and  235  I.  C.  C.  485  (1939). 

*^  Canadian  experience  in  this  regard  i.s  interesting,  but  not  neces- 
sarily applicaMe  to  possible  conditions  in  the  United  States.  See,  how- 
ever. Foiirnier,  IjpsMe  T.  Railicay  Nationalisation  in  Canada,  pp. 
177-178. 

«» Johnson,  Huebner,  and  Wilson,  op.  cit.,  pp.  252,  253;  Sharfman, 
[.  L.,  The  American  Railroad  Prollem,  p.  208. 


gaged  to  do  a  given  amount  of  work,  arising  in  part 
from  a  tendency  toward  mediocrity,  and  in  part  from 
rules  and  regulations  requiring  additional  men  to  be 
employed  in  the  performance  of  certain  jobs.  These 
difficulties  have  already  appeared  under  private  owner- 
ship, but  it  is  alleged  there  would  be  less  resistance 
offered  by  a  nationalized  railway  system."^  Under 
private  ownership  the  means  for  employing  additional 
men  are  not  available  unless  productivity  is  increased, 
but  such  a  check  would  have  less  direct  effect  on  a 
Govermnent  system. 

A  final  important  aspect  of  the  problem  of  political 
interference  is  the  question  of  securing  an  adequate 
separation  of  railroad  finances  from  Government 
finance  in  general.  Such  a  separation  is  essential  in 
order  to  ascertain  the  financial  results,  to  provide  ac- 
curate accounting  for  control  of  operations,  and  to 
impose  a  satisfactory  check  upon  expenditures  for 
extensions  and  improvements.  Some  students  of  tlije 
problem  assert  that  the  railroads,  if  Government 
owned  and  operated,  should  be  made  self-supporting.°- 
To  operate  them  at  a  profit  for  the  general  support 
of  the  Government  would  be  to  burden  shippers  for  the 
relief  of  taxpayers.  On  the  other  hand,  operation  at 
a  deficit  would  call  for  subsidy  by  the  taxpayers. 
Under  this  view  railway  surpluses  should  be  employed 
to  reduce  rates,  improve  service,  or  promote  social  wel- 
fare in  some  other  way,  but  deficits  should  be  quickly 
eliminated  by  economies  and  if  necessary  by  higher 
rates. 

The  use  of  the  autonomous  public  trust  offers  an 
opportunity  for  accomplishing  the  desired  segi'egation 
of  funds  and  has  had  some  success  in  this  connection. 
However,  its  use  must  be  decided  upon  only  after  con- 
sideration of  many  other  factors.  On  the  South  Afri- 
can Railways  and  on  certain  of  the  railways  of  India 
notable  success  has  been  achieved  in  maintaining  a 
distinct  separation  of  railway  finances  from  those  of 
other  departments  of  Government.  It  seems,  therefore, 
that  there  is  a  good  possibility  of  overcoming  this 
objection. 

ProhJein  of  organization  and  administration. — Since 
the  inception  of  railroad  enterprises  the  problems  of 
organization  and  administration  have  been  particularly 
formidable.  They  arise  in  large  measure  from  the 
widespread  character  of  railroad  operations  and  the 
necessity  of  having  much  work  performed  apart  from 
competent  supervision..  The  inherent  dangers  of 
operation,  the  close  relation  to  the  progress  of  local 
communities  upon  the  line,  and  the  effects  of  weather, 
topograpliy,    and    similar   conditions   upon   operation 


'^  SplaWD,  op.  cit.,  pp.  431-432. 

"=•  Jones,   Eliot,   Principles  of  Railway   Transportation,   pp.   542-543. 
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make  it  essential  that  managerial  decisions  be  founded 
upon  an  intimate  and  detailed  knowledge  of  the  terri- 
toi'y  served  and  the  facilities  employed.  Many  small 
systems  have  achieved  admirable  success  in  dealing 
with  administrative  problems.  However,  the  large 
systems  have  found  it  necessary  to  resort  to  complex 
organizations  with  carefully  designated  lines  of  au- 
thority. A  constant  struggle  has  resulted  to  harmonize 
sufficient  authority  in  local  units  witli  the  advantages 
of  specialization  in  various  branches  of  the  service  on 
a  system  scale. 

A  vast  organization  serving  far-flung  territory  breeds 
not  only  problems  of  authority,  but  also  the  wastes 
and  inefficiencies  which  often  seem  inherent  in  large 
organizations.  Prompt  action,  so  necessary  in  the 
transportation  field,  is  tliwarted  by  lengthy  lines  of 
comjnunication  from  observers  on  the  spot  to  men  in 
authority.  Interdepartmental  jealousies  and  tlie  lack 
of  opportunity  for  direct  contact  between  responsible 
officers  give  rise  to  narrow  viewpoints  and  prevent  a 
broad  appreciation  of  the  whole  operating  organiza- 
tion. The  mass  of  detail  requiring  attention  by  high 
executives  grows  with  the  extension  of  the  organiza- 
tion and  necessitates  increasing  delegation  of  authority 
to  chief  clerks  with  a  consequent  lessening  of  detailed 
knowledge  of,  and  close  contact  with,  the  practical 
situation  on  the  property. 

It  is  probably  true  that  the  close  attention  given  by 
private  managements  to  the  difficulties  of  administra- 
tion has  produced  satisfactory  results  even  on  the 
largest  systems.  Opponents  of  Government  ownership 
point  out,  however,  that  a  railroad  system  comj^rising 
some  240,000  miles  of  line  is  vastly  different  from  even 
the  largest  of  our  present  operating  units.^'  They  hold 
that  efficient  unified  organization  will  be  impossible  of 
attainment  and  that  the  central  authority  will  be  so 
far  removed  fi'om  local  conditions  as  to  ignore  them  in 
drafting  policy.  They  point  out  that  great  differences 
in  climate,  industry,  agriculture,  topography,  and 
countless  other  conditions  over  the  broad  area  of  the 
United  States  require  an  infinite  variety  of  policies 
and  an  adaptability  to  local  conditions  which  would  be 
very  difficult  to  achieve  under  unified  management. 
Although  many  proponents  of  Government  ownership 
admit  this  is  a  serious  pi"oblem,  they  hold  that  it 
can  be  solved  in  time.  Obviously,  men  of  very  high 
calibre  would  be  required  to  manage  so  vast  an  enter- 
prise. The  question  is  asked  whether  such  men  can 
be  found,  and,  if  so,  whether  they  can  be  attracted  into 
the  Government  service. 

Loss  of  efpeiency. — Under  private  management,  it  is 
said,  the  objective  is  clear  cut  and  definite,  viz,  to  in- 
crease net  income  through  the  provision  of  good  service 
at  lowest  cost.    It  is  asserted  that  any  increased  income 


will  be  divided  among  the  stockholders,  labor,  and  the 
public  and  that  the  interest  of  the  stockholder  makes 
itself  directly  felt  with  sufficient  force  to  control  man- 
agement in  the  desired  direction.  Moi-eover,  competi- 
tion between  railroads  is  held  to  be  very  efficacious  in 
promoting  the  efficiency  of  the  various  operating  units. 
Interest  in  improving  service  and  in  experimenting 
with  new  improvements  is  said  to  be  considerable  under 
the  competitive  system. 

The  objective  of  operation  might  not  be  so  clearly 
defined  under  Government  ownership,  since  it  would  be 
confused  by  much  discussion  of  the  "public  interest" 
without  any  precise  definition  of  that  term.  Competi- 
tion between  roads  would  cease  and,  while  a  sub- 
stitute might  be  sought  in  competition  between  dis- 
tricts and  between  divisions  of  the  Government 
system,  it  is  contended  that  this  type  of  competition 
would  be  less  powerful  in  promoting  efficiency. 
Additional  dangers  might  appear  from  the  advent 
of  less  capable  managers  whose  prospects  of  pro- 
motion would  be  limited.  It  is  known  that  many 
State-owned  railways  have  been  slow  to  adopt  improve- 
ments and  to  conduct  research  designed  to  discover  new 
methods  and  equipment.  However,  the  maintenance 
of  competition  from  other  forms  of  transport  might 
provide  some  incentive  for  this  type  of  development. 
It  should  be  noted  that  competition  of  the  Government 
system  in  Canada  with  its  privately  owned  rival  has 
resulted  in  a  highly  efficient  and  progressive  Govern- 
ment railway. 

Cost  of  acquisition  and  'burden  of  unprofltaHe  iin- 
dertakings. — Finally,  it  is  urged  that  the  heavy  cost  of 
acquiring  the  railroads,  with  the  accompanying  increase 
in  the  public  debt,  makes  it  undesirable  for  the  Govern- 
ment to  take  over  the  railway  system.  We  have  already 
observed,  in  noting  the  argument  that  the  cost  of  capi- 
tal would  be  decreased  under  Government  ownership, 
some  of  the  difficulties  attendant  upon  financing  acquisi- 
tion. It  is  impossible  to  say  what  the  cost  would  be, 
but  it  would  inevitably  add  heavily  to  the  debt  of  the 
Federal  Government.  To  the  extent,  however,  that  a 
favorable  exchange  of  Government  for  private  securi- 
ties was  effected  in  the  process  of  acquisition  the  total 
volume  of  debt  oi  the  economy  might  be  reduced. 

In  addition  it  is  pointed  out  that  losses  incident  to 
unwise  and  unprofitable  undertakings  would,  under 
Government  ownership,  fall  upon  the  taxpaj-er.  Under 
Government  ownership,  bonds  issued  to  construct  or 
acquire  facilities  which  subsequently  prove  to  be  un- 


"Tlie  largest  railway  systems  in  the  I'nitod  States  operate  from 
10,000  to  15,000  miles  of  first  main  track.  It  is  possible  lliat  a  holdini; 
company  system  modeled  upon  the  .\raerioan  Telejihone  and  Telegraph 
Company  and  adaptod  to  railroad  use  might  be  successfully  applied  to 
the  management  of  larger  systems. 
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profitable  continue  as  a  charge  upon  the  enterprise  and 
thus  upon  the  taxpayer.^*  Private  investors,  however, 
take  their  losses  when  an  organization  fails,  and  the 
reorganized  company  carries  on  with  a  reduced  cajiital 
structure  or  is  abandoned  altogether.  Since  the  rail- 
road industry  is  at  present  contracting  or  at  least  mark- 
ing time  rather  than  expanding,  the  dangers  from  un- 
wise new  construction  are  probably  limited  except  in 
the  instance  of  political  interference.  However,  much 
of  the  railroad  network  is  in  financial  difficulty  and 
substantial  abandonments  are  predicted  in  many 
quarters. 

JJ nxoorhability  of  admixture  of  Gover-nvvent  and  pri- 
vate operation. — If  Government  should  take  over  the 
railroads  alone,  the  other  chief  transport  agencies  would 
be  left  in  private  hands.  Hence,  the  Government  rail- 
roads would  be  competing  with  privately  owned  vessels, 
trucks,  busses,  airplanes,  and  pipe  lines.  The  oppo- 
nents of  rail  nationalization  claim  to  foresee  many 
difficulties  inherent  in  such  a  situation.  For  one  thing, 
they  fear  that  when  the  Government  confines  its  owner- 
ship to  the  railroads,  it  is  likely  to  discourage  the  proper 
development  of  the  privately  owned  carriers.  They 
think  the  Government  is  in  a  better  position  to  accom- 
plish this  result  than  private  rail  owners.  Reference 
is  made  to  the  experience  of  some  foreign  countries 
where  Government  railroads  are  protected  from  com- 
petition by  a  varietj-  of  devices  such  as  punitive  taxa- 
tion of  trucks  operating  more  than  a  certain  maximum 
distance. 

It  is  also  asserted  that  the  Government  may  pro- 
tect its  railroads  at  the  expense  of  other  carriers  by 
failing  to  build  new  facilities  or  failing  in  other  ways 
to  promote  additional  service.  The  claim  is  made  that 
the  Government  railroads  would,  if  necessary,  secure 
subsidies  from  the  treasury  to  meet  and  possiblj'  de- 
stroy competitors  who  otherwise  would  be  able  to  stay 
in  operation  by  performing  efficient  and  economical 
service.  This  possibility  is  viewed  with  concern  as 
not  only  harmful  to  competing  agencies  and  the  tax- 
payers but  to  the  users  as  well. 

It  is  undeniable  that  this  line  of  reasoning  possesses 
real  jnerit.  There  is  danger  that  the  Government 
might  resort  to  uneconomic  measures  to  protect  its  rail- 
roads against  legitimate  competition  at  substantial  cost 
to  other  agencies,  taxpayers,  or  users.  For  this  reason, 
the  activities  of  the  officials  managing  the  Government 
railroads  should  be  subjected  to  close  scrutiny  in  order 
to  detect  as  quickly  as  possible  any  emerging  anti- 


^  The  experience  of  Canada  is  again  instructive  in  this  connection.  A 
lieavy  liurileii  i)f  debt  is  carried  by  the  Canadian  National  System  as 
a  resuU  of  the  expansion  of  lines  into  territories  already  provided  with 
adequate  facilities,  and  the  provision  of  service  on  an  unnecessarily 
liberal   scale.     For  amplification,   see   Fournier,   ov.    cit.,  pp.   257-260. 


social  tendencies.  Once  detected,  steps  should  be  taken 
in  Congress  and  by  public  groups  to  eliminate  the 
restrictive  practices  and,  if  necessary,  to  remove  the 
offending  officials  from  their  positions. 

Loss  of  monopoly  position  by  the  railroad  indiostry. — 
As  a  consequence  of  the  enhanced  competition  of  the 
other  agencies  witli  the  railroads,  the  view  is  advanced 
that  the  need  for  Government  ownership  to  curb  the 
A'irtual  monopoly  jwsition  once  held  \>y  the  railroad 
industry  has  passed.  The  new  or  revived  competition 
is  said  to  have  restored  the  enterprise  and  initiative 
of  the  railroads  which  had  been  largely  lost  under 
conditions  of  regulated  monopoly.  It  is  asserted  that 
competition  has  led  to  service  betterments  and  the  in- 
troduction of  superior  rail  equipment.  Also  credited 
to  interagency  competition  are  the  piecemeal  rail  rate 
reductions  of  recent  years.  The  motor  and  water  car- 
riers are  said  to  have  complained  to  tlie  Interstate 
Commerce  Conunission  to  the  effect  that  rail  rate  re- 
ductions have  been  jiermitted  to  an  extent  adverse  to 
their  interests. 

Evidence  is  plentiful  that  the  rising  tide  of  agency 
competition  has  had  the  effect  of  forcing  the  railroads 
to  improve  their  service,  especially  in  speed  and  con- 
venience, and  to  lower  many  rates  and  charges.  In 
order  to  retain  perishable,  valuable,  and  short-haul 
traffic,  they  have  been  compelled,  as  a  rule,  to  adjust 
their  rates  downward  and  to  give  greater  recognition 
to  user  demands.  However,  the  railroads  have  been 
able  to  maintain  a  dominant  position  in  the  freight- 
traffic  field,  particularly  in  the  medium-  and  long- 
distance movement  of  bulky,  durable,  and  low-value 
commodities.  They  have  also  continued  to  hold  per- 
ishable traffic  in  transcontinental  territory.  Even  so, 
they  can  no  longer  practice  monopoly  pricing  of  ser- 
vices (including  discriminations)  to  the  degree  possible 
before  the  recent  rise  of  agency  competition. 

For  this  reason,  the  argument  that  Government  own- 
ership is  necessary  to  bring  under  proper  control  a 
monopoly  affected  with  a  public  interest  (in  the  com- 
mon law  sense)  has  lost  some  of  its  earlier  force.  But 
it  still  remains  true  that  the  railroads  have  the  power 
to  discriminate  to  a  significant  degree  between  areas, 
commodities,  classes,  and  localities.  They  have  also 
successfully  resisted  attempts  by  Government  to  ra- 
tionalize and  reorganize  their  plants  along  more  effi- 
cient and  economical  lines.  The  rail  consolidation 
problem  is  no  nearer  solution  today  than  it  was  in  1920. 

Uncertain  fidure  of  the  railroads. — The  view  is  fre- 
quently expressed  that  the  future  of  the  railroads  is 
now  much  less  certain  than  it  appeared  to  be  before 
the  development  of  competing  transport  agencies.  It 
is  particularly  difficult  to  determine  their  purchase 
value,  so  it  is  said,  since  their  earnings'  possibilities 
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are  hard  to  gage.  Fears  are  expressed  that,  in  view 
of  this  uncertainty,  the  likelihod  is  great  that  the  pay- 
ments for  the  properties  would  be  in  excess  of  their 
actual  worth.  This  danger,  coupled  with  the  fact  that 
the  Federal  budget  has  been  out  of  balance  and  the 
public  debt  has  been  increasing  for  a  decade  or  more, 
leads  critics  of  rail  nationalization  to  view  the  policy 
with  misgivings. 

This  argument  seems  to  lack  cogenc}'.  The  public 
might  purchase  the  railroads  for  a  price  higher  than 
their  worth  would  warrant,  but  there  is  no  certaintj^ 
that  this  would  be  done.  The  market  value  of  the 
railroads  is  discounted  in  advance  in  the  trading  or 
the  security  exchanges.  By  using  an  averaging  proc- 
ess, based  upon  market  value  of  securities  or  capitali- 
zation of  earnings,  the  purchase  price  ought  to  be 
reasonably  commensurate  with  economic  worth.  It 
would  be  necessary  to  have  these  values  determined  by 
competent  men  aided  by  a  staff  of  economists,  account- 
ants, and  engineers  familiar  with  the  railroad  industry. 
There  is  no  absolute  certainty  in  the  affairs  of  men,  of 
course,  but  railroad  valuation  for  purchase  would  not 
seem  to  offer  insuperable  obstacles. 

The  point  that  rail  nationalization  should  not  be 
undertaken  because  of  the  unbalanced  Federal  Budget 
and  rising  national  debt  appears  not  to  carry  much 
weight.  If  the  railroads  were  to  be  purchased  at  a 
reasonable  price,  the  debt  incurred  for  the  purpose 
would  not  place  any  additional  burden  on  the  treasury. 
Capital  charges  would  be  met  from  tiie  revenues  re- 
ceived by  the  railroads.  The  tiouble  with  the  unbal- 
anced budget  and  rising  public  debt  argument  is  that 
it  fails  to  include  the  assets  along  with  the  liabilities 
in  appraising  the  national  balance  sheet.  Rail  debt 
would  not  be  a  matter  of  concern  as  long  as  it  bore  a 
proper  relation  to  the  value  of  the  properties  and  as 
long  as  interest  charges  could  be  met  out  of  earnings. 

Government  Ownership  as  a  Policy 
for  the  United  States 

A  listing  of  the  alleged  advantages  and  disadvantages 
of  Government  ownership,  without  further  analj-sis, 
conclusions,  or  recommendations  as  to  policy,  is  un- 
satisfactory. Such  a  discussion  contributes  little  to 
the  advancement  of  public  policy  in  regard  to  the 
question.  Most  of  the  literature  on  the  subject  is 
strongly  pro  or  con  in  its  sympathies,  and  scant  at- 
tention is  given  to  a  balanced  account  in  which  shadings 
of  relative  merit  are  adequately  presented. 

It  is  necessary  to  keep  in  mind  the  fact  that  many 
of  the  problems  of  management,  whether  in  the  fornni- 
lation  of  high  policy  or  in  the  daily  routine  of  ad- 
ministration, confront  Government  and  private  officials 


alike.  Management  must  constantly  readjust  rates  and 
rate  relationships  to  meet  ceaseless  changes  in  industrial 
location,  in  consumer  tastes,  in  population  growth,  and 
in  the  countless  other  features  of  economic  activity. 
There  is  no  rule  of  thumb  or  scientific  formida  by  whicli 
the  administrator  can  reach  in  each  instance  a  decision 
acceptable  to  parties  of  adverse  interest.  The  dis- 
appointed shipper  who  thinks  his  transportation  bill 
is  too  high,  at  least  as  compared  with  that  of  his  com- 
petitor, will  object  strenuously,  whether  the  manager 
be  a  Government  official  or  a  private  executive.  Simi- 
lar difficulties  are  bound  to  arise  in  connection  with  the 
adequacy  and  quality  of  service  provided,  and  the  con- 
cessions made  in  transit,  reconsignment,  and  other 
privileges. 

As  difficult  as  the  problems  of  price  and  service 
which  users  constantly  lay  before  management  for 
solution  are  the  discretionary  questions  of  how  much 
capital,  land,  and  labor  resources  should  be  allocated 
to  transportation  jJurposes,  how  rapidly  new  inven- 
tions and  methods  should  be  introduced,  and  how  effi- 
ciently labor  and  other  lesources  should  be  employed. 
These  problems  are  especially  difficult  to  resolve  in 
quasi-monopolistic  markets  in  which  relatively  free 
competition  among  sellers  and  buyers  does  not  oper- 
ate, becau.se  the  costs  of  the  resources  aie  not  ali-eady 
objectively  determined  for  management. 

Pros  and  cons  evaluated. — If  we  disregard  for  the 
moment  questions  of  quality  of  management  and  per- 
sonnel and  of  politics,  vital  as  they  are,  there  is  a  pre- 
ponderance of  reason  in  support  of  a  policy  of  rail 
nationalization.  First,  the  Government  would  be  in 
a  position  to  stabilize  rail  finances  immediately.  In- 
vestors would  no  longer  live  in  the  shadow  of  fear  of 
default  on  interest  or  principal,  and  would  be  willing, 
therefore,  to  accept  a  lower  effective  rate  of  return 
than  they  now  expect  to  receive.  Of  course,  tiie  Gov- 
ernment itself  will  face  a  heavy  task  in  effecting  an 
exchange  of  its  securities  for  those  of  the  owners  and 
creditors  of  the  railroads.  The  public  debt  too  has 
been  rising  for  more  than  a  decade,  and  it  will  cer- 
tainly continue  on  to  higher  levels  as  long  as  the  na- 
tional emergency  continues.  However,  if  the  carriers 
are  taken  over  at  economic  prices,  the  added  burden 
of  Government  ownership  on  the  Treasury  should  be 
small  or  nonexistent. 

Second,  as  a  result  of  stabilization  of  rail  finances 
under  Government  ownership,  the  badly  needed  new 
capital  for  expansion  and  improvement  would  be  more 
readily  forthcoming  and  at  lower  cost.  Tiiis  would 
make  it  possible  to  offer  the  public  a  better  service 
at  a  minimum  burden  of  capital  costs.  Even  if  the 
capital  costs  were  not  lowered  by  Government,  a  proper 
supply  of  funds  would  be  available  when  needed. 
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Moreover,  the  Government  could  greatly  improve  its 
handling  of  the  rate  problem  if  it  owned  and  operated 
the  railroads.  The  disabilities  imposed  upon  its  free- 
dom of  action  as  a  regulator  of  private  concerns  by 
the  Constitution  would  no  longer  apply.  Long-run 
considerations  of  the  public  welfare  could  be  substi- 
tuted for  the  narrow,  individualistic  interests  of  private 
owners  and  managers.  Help  in  the  solution  of  the 
great  economic  problem  of  our  time  of  how  to  secure 
maxinunn  income  and  full  use  of  our  resources  would 
be  afforded  by  the  nationalized  railroads.  Private 
management  has  stubbornly  resisted  efforts  to  lower 
the  general  level  of  freight  rates  during  the  depression. 
The  Commission  has  been  equally  reluctant  to  order 
general  rate  cuts.  Rate  reductions  have  accordingly 
been  made  on  a  piecemeal  basis  as  conditions  from  time 
to  time  forced  changes.  Although  the  net  effect  of 
the  depression  and  the  increasing  competition  of  other 
transport  agencies  was,  until  193.5  or  1936  at  least, 
probably  to  lower  the  rail  rate  level  below  its  average 
in  1929,  rail  rates  remained  for  a  decade,  on  the  whole, 
materially  above  commodity  prices  prevailing  in  the 
twenties.  "Sticky"  rail  rates  have  unquestionably 
acted  as  one  barrier  to  the  rapid  recovery  of  the 
economic  system  and  indirectly,  therefore,  of  the  rail- 
roads themselves.  The  advantages  of  a  flexible  rate 
level  policy  accrue  only  in  the  long  run,  and,  thus, 
may  not  appear  soon  enough  in  the  net  income  figures 
of  the  individual  carriers  to  induce  action  on  their 
part. 

In  addition  to  the  rate-level  problem,  perplexing 
questions  arise  in  connection  with  the  distribution  of 
the  burden  of  cost  among  users.  Market  competitors 
in  particular  frequently  regard  tlie  relationships  be- 
tween the  rates  they  have  to  pay  and  the  rates  their 
competitors  pay  of  greater  consequence  than  the  rates 
standing  alone.  It  seems  likely  that  the  Government 
could  better  measure  the  economic  costs  and  judge  their 
effects  in  terms  of  rates  charged,  as  owner  than  as 
regulator.  Certainly  it  could  make  desired  adjust- 
ments more  promptly  than  is  now  possible.  Its  powers 
over  rates,  however,  should  not  be  used  apart  from, 
or  inconsistently  with,  other  powerful  instruments  of 
public  policy,  such  as  credit,  price,  and  fiscal  devices. 

But  will  a  program  of  nationalization  in  this  country 
actually  lower  costs  and  improve  service?  So  far  as 
capital  costs  and  the  supply  of  service  are  concerned, 
the  odds  are  strongly  in  favor  of  an  affirmative  answer. 
Those  who  fear  that  the  Government  will  go  too 
heavily  into  debt  for  unwise  plant  expansion  or  im- 
provements tend  to  overlook  the  fact  that  the  railroads 
long  ago  reached  a  plateau  of  development.  Railroads 
for  a  generation  have  served  every  part  of  the  country. 
For  twenty  years  abandonments  of  terminals,  rights-of- 


way,  and  services  have  been  as  important  as  extensions. 
We  may  hope  that  the  Government  ^vill  be  equally,  if 
not  more,  willing  than  private  groups  to  rid  the  system 
of  unnecessary  lines  and  facilities,  and  to  avoid  unjusti- 
fied additions  to  the  plant. 

Operating  costs  are  more  important  than  capital 
costs  in  the  rail  field.  Hence,  it  is  of  vital  interest  to 
speculate  upon  the  probable  effects  of  Government  own- 
ership on  operating  costs.  Opportunities  would  be 
immediately  available  for  reductions  as  a  result  of 
unified  operation  of  the  entire  system.  Management 
could  at  once  eliminate  such  competitive  wastes  as  ex- 
cessive duplication  of  service,  roundabout  routing  and 
cross-hauling,  competitive  traffic  solicitation,  and  much 
interline  accounting.  The  way  would  also  be  opened 
for  pooling  of  the  less-than-carload  merchandise  traffic, 
pooling  of  cars  and  locomotives,  unification  of  terminal 
operations,  and  consolidation  of  the  shops.  Equipment 
could  be  more  readily  standardized  as  to  sizes  and 
styles,  thus  reducing  the  costs  of  manufacturing  origi- 
nal equipment  and  parts  and  making  it  more  simple 
and  convenient  to  malie  many  repairs.  After  allowing 
for  the  diseconomies  which  inhere  in  tlie  wastes  and 
inertia  of  bureaucracies  and  in  the  political  demands 
of  special  interests,  a  nationalized  rail  system  could 
probably  save  several  hundred  million  dollars  a  year. 

The  greatest  question  in  many  minds  is  whether 
the  Government  will  be  able  to  develop  and  retain 
rail  officials  and  employees  of  sufficient  ability  and 
public  spiritedness  to  do  a  satisfactory  job.  It  is  real- 
ized that  many  of  the  weaknesses  of  Government  ad- 
ministration are  those  inherent  in  any  large-scale 
enterprise,  public  or  private.  To  overcome  this  diffi- 
culty, in  part,  civil  service  should  be  extended  to  the 
recruitment  and  promotion  of  that  portion  of  the 
jjersonnel  which  performs  standardized  tasks.  High 
policy  malcers  and  other  personnel,  whose  duties  require 
a  large  degree  of  judgment,  experience,  and  training, 
should  be  chosen  otherwise.  The  employees  should  be 
reasonably  well  paid,  protected  against  arbitrary  dis- 
missal, and  guaranteed  the  right  to  bargain  collectively. 
The  rank  and  file  of  classified  employees  now  working 
for  the  railroads  should  be  retained  under  Government 
ownership  as  long  as  they  demonstrated  their  fitness 
to  perform  their  assigned  tasks.  For  the  executives 
of  the  nationalized  railways  the  qualifications  must 
necessarily  be  more  rigorous.  They  must  possess  tech- 
nical competence  to  perfbrm  their  respective  duties, 
receptiveness  to  new  inventions  and  methods,  and  devo- 
tion to  the  public  welfare. 

It  is  believed  that  a  sufficient  number  of  individuals 
qualified  to  meet  these  standards  are  available  and  can 
be  induced  to  accept  positions  in  the  system.  Every 
effort  must  be  made  to  protect  the  public  from  infil- 
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tration  into  the  service  of  incompetent  or  political 
appointees.  Probably  no  activity  thus  far  undertaken 
by  the  Federal  Government  has  presented  difficulties 
equal  to  the  task  involved  in  operating  tli£  railroads. 
Very  likely,  public  pressure  will  be  applied  to  the  end 
of  requiring  efficient  operation  of  the  system.  Civil- 
service  procedures  must  be  perfected  and  standards 
raised  to  a  degree  not  heretofore  realized  in  practice. 

The  public  will  have  to  be  well  informed  and  con- 
stantly on  the  alert  lest  politics  in  its  various  forms  and 
manifestations  jeoj^ardize  the  successful  fiuictioning  of 
a  nationalized  system  of  railroads.  The  selfishness 
which  now  characterizes  the  special  interests  in  this 
field  will  not  quickly  vanish  and  be  re^Dlaced  by  high- 
minded  devotion  to  the  public  welfare.  The  overly  am- 
bitious executive  seeking  a  better  position  at  a  higher 
salary  with  greater  power  over  subordinates  can  be  as 
destructive  of  good  public  service  as  the  greedy  entre- 
preneur reaching  for  profits  at  the  expense  of  employees 
or  users.  But  these  problems  of  politics  are  never 
finally  settled,  either  under  Government  or  private  enter- 
prise. With  the  aid  of  a  few  important  safeguards, 
backed  by  public  opinion,  it  is  reasonable  to  suppose 
that  Government  operated  railroads  can  make  a  record 
at  least  as  good  as  and  possibly  better  than  that  made 
bj'  privately  oj^erated  railroads  under  regulation. 

If  a  policy  of  nationalization  were  adopted,  the  rail- 
ways should  be  owned  and  operated  by  a  public,  non- 
profit-making corporation  with  the  trustees  responsible 
to  the  Pi'esident  and  Congi'ess  and  the  officers  respon- 
sible to  the  trustees.  The  accounts  and  records  of  the 
corporation  should  be  kept  separate  from  those  of  other 
governmental  bodies  and  be  open  to  public  inspection 
on  reasonable  terms.  It  is  not,  however,  the  purpose 
here  to  go  into  details  of  organization  of  such  a  corpo- 
ration. For  further  presentation  of  a  plan  of  organiza- 
tion, the  reader  is  invited  to  consider  the  very  help- 
ful suggestions  made  by  the  Federal  Coordinator  of 
Transjjortation. 

Conclusions  of  the  Fed-eral  Coordinator  of  Trans- 
portation.— The  Federal  Cooi-dinator  gave  extended 
attention  to  Government  ownership  and  operation  as 
an  alternative  solution  of  the  railroad  problem.^^ 
After  weighing  the  advantages  and  disadvantages  of 
this  method,  he  concluded  that  the  time  was  not  yet 
ripe  to  adopt  it  in  the  United  States.  He  expressed 
the  fear  that  while  the  plan  "contains  the  greatest  po- 
tentialities of  good"  it  also  has  "at  the  same  time 
the  greatest  possibilities  of  harm."    Tlie  management 


'^Regulation  of  Railroads,  Sen.  Doc.  No.  119,  73d  Cong.,  2d  sess., 
transmitted  January  22,  1934,  pp.  13-21,  and  Appendix  II,  pp.  82-84. 
See  also  Report  of  the  Federal  Coordinator  of  Transportation,  1934, 
House  Doc.  No.  89,  74th  Cong.,  1st  sess.,  transmitted  January  30. 
1935.   pp.   49-55,   and   Appendix  II,   pp.    128-130. 


would  have  to  be  supported,  according  to  the  Coordi- 
nator, by  "an  enlightened  and  sustained  force  of  public 
opinion"  if  the  operation  were  to  be  successful  and  not 
"under  the  domination  or  control  of  the  political 
branches  of  the  Government."  ^'^  The  Coordinator  said 
lie  had  seen  no  evidence  of  the  "development  of  a  suf- 
ficiently strong  body  of  public  opinion  of  this  char- 
acter." He  added  that  it  would  be  dangerous  to  take 
so  far-reaching  a  step  until  the  public  was  ready  to 
embrace,  support,  and  protect  it. 

Tlie  Coordinator  opposed  rail  nationalization  also 
because  of  the  financial  and  economic  condition  of  the 
country  at  that  time  (1933-34).  He  pointed  out  that 
the  debt  of  the  Federal  Government  exceeded  the  max- 
imum of  the  World  War  period.  Moreover,  many  and 
very  heavy  public  expenditures  in  the  future  could  not 
be  avoided.  Therefore,  argued  the  Coordinator,  "a 
direct  or  indirect  indebtedness  of  several  billion  dollars 
created  by  the  acquisition  of  the  railroad  properties 
might  add  materially  to  this  burden,  to  the  extent  that 
such  indebtedness  were  not  self-sustaining."  "  The  Co- 
ordinator stated  that  no  one  could  definitely  foresee 
what  the  total  amount  might  be,  what  fixed  interest 
charges  would  be  imposed,  or  to  what  extent  the  earn- 
ings would  cover  the  obligations.  The  fear  was  also 
voiced  that  the  Government  would  be  likely  to  pay  a 
"relatively  high  price"  for  the  rail  properties  it  might 
acquire,  since  the  tribunals  (including  the  Supreme 
Court) ,  which  would  determine  the  compensation  to  be 
paid,  would  be  inclined  to  resolve  doubts  in  favor  of 
the  owners  of  the  properties  out  of  S3'mpathy  with  the 
individuals  who  were  compelled  to  part  with  their  hold- 
ings. "One  can  foresee  what  might  happen  under 
present  conditions,"  he  said.  "It  would  at  once  be 
argued  that  present  railroad  earnings  are  not  a  fair  test 
of  inherent  property  values,  on  the  theory  that  the 
deiDression  is  temporary  and  earnings  will  be  much 
higher  in  the  future.  The  possible  effect  of  dollar 
depreciation  would  also  enter  in."  °'  The  Coordinator 
felt  that  the  economies  obtainable  from  unified  opera- 
tion might  overcome  eventually  the  likely  inflated  fixed 
charges  created  by  the  conditions  just  described,  but 
he  insisted  that  there  vcould  be  difficulty  in  securing 
these  results  quickly  because  of  the  problem  of  dealing 
with  labor  and  getting  the  new  organization  in  efficient 
running  order.  Consequentlj-,  the  immediate  burden 
upon  the  Federal  finances  might  be  heavy,  and  the 
Coordinator  was  not  prepared  to  recommend  that  the 
budget  be  exposed  to  this  strain. 

The  Coordinator  noted  tliat  tlie  railroads  no  longer 


**  House  Doc.  No.  89,  op.  cit.,  p.  55. 

'■'■  Ibid.,  p.  53. 

■*Sin.  Doc.  No.  TlV9,  op.  cit.,  p.  21. 


298 


National  Resources  Planning  Board 


held  the  pi-edoniinant  position  in  transportation  they 
had  enjoyed  for  so  many  years.  The  rise  of  newer 
competing  agencies  had  diverted  traffic  and  beclouded 
the  future  with  grave  uncertainties.  He  also  observed 
that  if  the  railroads  alone  were  acquired  there  would 
be  a  public  system  of  carriers  competing  with  private 
enterprises,  a  situation  which  in  his  opinion  would 
lead  to  difficulties.'" 

Although  Mr.  Eastman  was  not  prepared  to  advocate 
rail  nationalization,  he  outlined  a  plan  for  the  owner- 
ship and  management  of  the  carriers.  He  felt  that 
publication  of  the  plan  would  serve  a  good  educational 
purpose,  since  Government  ownership  of  railroads 
might  eventually  be  forced  upon  the  country  by  cir- 
cumstances. According  to  this  plan,  the  properties 
were  to  be  owned  by  a  Federal  corporation  chartered 
by  a  special  act  of  Congress,  the  stock  to  be  nominal 
in  amount  and  owned  by  the  United  States.  The  cor- 
poration was  to  be  called  the  "United  States  Railwaj's." 
The  railroads  would  be  acquired,  in  part,  through  the 
debenture  bonds  of  this  corporation  guaranteed  by  the 
Government  and,  in  part,  through  income  bonds  or 
preferred  stock  not  so  guaranteed.  The  management 
would  consist  of  a  board  of  five  public  trustees,  three 
to  be  appointed  by  the  President  and  the  other  two, 
if  income  bonds  and  pi-eferred  stock  were  issued,  by 
the  holders  of  these  securities.     Otherwise,  the  Presi- 


'»  Spn.  Doc.  No.  89,  op  o'lt.,  p.  55.  Tliesp  .ippoar  to  be  Mr.  Eastman's 
continuing  views,  aa  set  fortli  in  Ifl^S,  Barron's  Weekly.  October  3, 
1938,  p.  9.  Mr.  Ha.qtman's  conclusions  were  of  interest  because  for 
many  years  he  bad  been  an  outstanding  and  outspolten  advocate  of 
Government  ownership  of  the  railroads.  In  1019,  for  example,  he  said 
in  a  paper  delivered  before  the  American  Academy  of  Political  and 
Social  Science.  "*  *  *  It  is  my  firm  conviction  that  it  is  unwise 
to  return  the  railroads  to  the  uncertainties  of  private  financing,  and 
the  confusion  bound  to  ensue  upon  the  Inauguration  of  new  schemes 
of  public  regulation,  the  raising  of  rates,  and  attempts  at  mergers  and 
the  pooling  of  interests,  not  to  speali  of  l.ibor  complications.  The 
Nation  will  bettor  conserve  its  strength  and  resounes  if  Federal  control 
ig  continued.  *  *  *"  "The  Advantages  of  Nation.il  Operation." 
86  Annals  of  the  American  Aeademy  of  Pohtii al  and  Sorial  Science.  90 
(1919).  It  is  true  that  he  later  on  wavered  somewhat  on  the  question 
of  the  expediency  of  rail  nationalization.  Ho  remarked  in  1932  that  he 
was  "not  urging  either  immediate  or  early  public  operation  of  the 
railroads."  He  went  on  to  say  that  the  necessary  preparation  and 
planning  tor  an  undertaking  of  this  magnitude  had  not  been  forth- 
coming. He  also  said  tlie  time  was  not  ripe  and  explained  his  view 
by  commenting,  "Paradoxically,  it  is  not  so  near  to  being  ripe  as  it 
was  some  years  ago.  Transportation  Is  now  in  .an  era  of  change. 
Competition  is  a  bigger  factor  than  it  has  been  for  many  years.  It 
is  difficult  to  visualize  even  the  near  future.  Until  we  can  see  ahead 
a  little  more  clearly,  at  least,  I  am  not  ready  to  advise  that  steps 
be  taken  toward  public  ownrrship  and  operation  of  the  railroads." 
"A  Plan  for  Public  Ownership  and  Operation,"  159  Annals  of  the 
American  Academy  of  Political  and  Social  Science,  112  (19:!2).  Even 
80,  he  stoutly  defended  at  that  time  the  principle  of  Government 
ownership,  suggested  a  plan  to  achieve  it,  and  closed  his  discussion 
with  a  forthright  challenge  of  the  tenet  that  the  desire  for  flnanci.il 
gain  is  the  only  motive  th.at  will  stimulate  men  to  their  best  endeavors. 
Mr.  Eastman's  concluding  words  were  "My  very  profound  belief  is  that 
the  best  things  which  have  been  done  in  the  world  have  been  impelled 
by  higher  motives  than  the  desire  for  financial  gain,  that  these  higher 
motives  have  an  influence  much  more  widespread  than  so  commonly 
supposed,  and  that  the  desire  for  gain,  while  it  may  cause  people  to 
engage  in  certain  valuable  endeavors,  rarely,  if  ever,  brings  into  play 
the  best  and  most  worthy  impulses.''     md.,  p.  119. 


dent  would  appoint  all  five  members.  The  term  of 
office  would  be  for  10  years,  and  the  salaries  would  be 
the  same  as  those  paid  to  justices  of  the  Supreme  Court. 
The  trustees  would  act  as  directors  of  the  cor^Doration. 
The  United  States  Railway's  would  be  managed  in  the 
same  manner  as  a  private  corporation,  with  executive 
power  to  control  all  salaries  and  wages,  free  from  inter- 
ference or  solicitation  by  public  officials  or  political 
party  officers.  Labor  would  have,  however,  the  com- 
plete right  of  organization  and  collective  bargaining. 

The  suggested  plan  also  provided  for  the  establish- 
ment of  an  advisory  council  of  24  unjjaid  members 
selected  by  groups  representing  business,  agriculture, 
labor,  and  other  interests.  This  advisory  council  would 
be  consulted  by  the  trustees  on  questions  of  general 
policy  at  the  request  of  either  group.  The  advice  of 
the  council  on  specific  matters  would  be  made  public, 
and  if  the  trustees  failed  to  follow  such  advice  their 
reasons  as  well  would  be  published.  The  corporation 
would  pay  taxes  to  the  Federal  Goveriunent  in  a  manner 
similar  to  that  of  a  private  corporation,  and  to  the  States 
and  municipalities  provided  the  latter  agreed  to  uni- 
form taxing  provisions  approved  by  the  trustees.  The 
trustees  would  be  charged  with  the  duty,  as  far  as  pos- 
sible, to  set  rates  with  a  view  to  producing  net  earnings 
sufficient  to  meet  all  charges,  including  bond  interest 
and  sinking  fund  provisions.  Any  surplus  earnings 
would  be  used  for  the  purchase  of  new  plant  and  equip- 
ment or  for  letiring  debt,  as  the  trustees  might  decide. 
There  would  be  no  limit  to  the  amount  of  surplus  earn- 
ings other  than  the  one  fixed  by  the  trustees.  The 
Government  would  meet  any  deficits  in  earnings. 
However,  the  plan  provided  for  the  repayment  of  such 
appro]")riations  as  a  charge  against  future  earnings  un- 
der a  10-year  amortization  plan.  The  Interstate  Com- 
merce Commission  would  be  continued  in  existence,  but 
its  powers  would  be  limited  to  control  of  rates,  account- 
ing, certificates  for  new  construction,  and  acquisitions 
of  other  transportation  agencies.  The  Commission, 
however,  would  have  no  power  to  suspend  changes  in 
rates.''" 

Types  of  Government  Ownership  and  Operation 

The  discussion  of  Government  ownership  and  oper- 
ation of  the  railroads  has  not  thus  far  been  directed 
to  any  particular  type  of  Government  participation  in 
the  railway  field.  Several  possibilities  may  now  be 
noted,  including:  (1)  Complete  Government  ownership 
and  operation;  (2)  Government  ownership  and  ojier- 
ation  of  selected  key  carriers;  (3)  Government  owner- 
ship and  private  operation ;  (4)  Government  ownership 
of  way  and  structures  with  private  ownership  of  equip- 


M  House  Doc.  No.  89,  op.  cit.  pp.  128-130. 
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ment  and  private  operation ;  and  (5)  private  ownership 
and  Government  operation  of  plant  and  equipment. 

Perhaps  the  commonest  suggestion  is  that  the  Gov- 
ernment own  and  operate  all  carriers,  not  counting  lines 
or  facilities  marked  for  abandomnent.  Complete  owner- 
ship and  operation  are  held  to  be  necessary  to  achieve 
fully  the  objectives  of  economy  and  efficiency  of  opera- 
tion. But  how  shall  the  system  be  operated?  Con- 
ceivably, the  rails  might  be  merged  into  one  national 
network  and  directed  by  one  centralized  management. 
This  would  avoid  division  of  authority,  eliminate  com- 
petition, and  permit  the  maximum  in  unification.  Yet 
it  would  place  a  million  employees  and  two  hundred 
odd  thousand  miles  of  line  under  one  management— a 
task  requiring  a  very  high  quality  of  executive  ability 
for  successful  operation. 

In  oi'der  to  obtain  the  advantages  of  more  intimate 
direction  of  activities,  it  has  been  suggested  that  the 
Government  set  up  a  small  ninnljer  of  regional  operat- 
ing divisions,  each  with  a  monopoly  in  its  territory  to 
function  under  its  respective  set  of  officials.  Questions 
of  high  policy,  rates,  service  and  efficiency  standards, 
and  financing  would  be  decided,  however,  by  a  central- 
ized group  and  not  by  the  regional  operating  officials. 

Another  possible  method  of  nationalizing  the  carriers 
would  provide  for  Government  ownership  and  opera- 
tion of  selected  key  roads  in  various  parts  of  the  coun- 
try. The  minor  carriers  would  be  left  in  private  hands. 
This  would  retain  the  competitive  system  to  a  consider- 
able extent,  but  would  have  the  advantage  of  permit- 
ting the  Government  to  control  competition  by  pointing 
the  activities  of  the  major  lines  toward  desired  objec- 
tives. It  would  also  be  less  burdensome  to  the  Gov- 
erimient,  whose  finances  are  already  severely  strained 
by  heavy  national  defense  and  other  expenditures  and 
commitments.  However,  it  is  doubtful  whether  the 
small  roads,  many  of  which  are  weak  financially,  could 
survive  independently  of  the  public  system. 

A  still  different  approach  would  nationalize  all  rail- 
roads but  lease  them  out  to  private  companies  for 
operation.  In  this  way  it  is  felt  that  the  advantages  of 
consolidation  and  coordination  could  be  realized  with- 
out the  dangers  of  inefficient  Government  operation.  It 
is  difficult  to  see,  however,  what  incentive  for  efficiency 
would  remain  to  management  if  the  chance  for  profit 
growing  out  of  risking  private  property  were  elimi- 
nated. 

There  is  another  possible  method  of  setting  up  a 
system  of  Government  participation  in  rail  transport. 
It  might  acquire  title  to  the  fixed  facilities — way,  struc- 
tui'es,  bridges,  terminals — and  lease  them  to  private 
companies  which  would  own  and  operate  the  rolling 
stock.  The  fixed  ])roperty  could  be  let  out  on  any 
number  of  alternative  bases.     The  Government  might 


undertake  to  maintain  the  facilities  or  it  might  stipu- 
late private  responsibility  for  such  service.  The  private 
companies  might  be  asked  to  pay  full  economic  costs 
incurred  in  the  construction  and  maintenance  of  the 
sunk  capital  goods  or  they  might  be  permitted  to  have 
use  of  the  plant  below  cost  or  at  no  rental  at  all.  This 
method  appeals  to  many  people  because  it  seems  best 
to  approximate  the  present  system  whereby  the  Gov- 
ernment builds  and  maintains  most  highways  and 
waterways  but  does  not  generally  operate  carriers  on 
them."  As  we  have  seen,  there  is  a  school  of  thought 
that  wishes  to  furnish  the  fixed  facilities  free  of  charge 
to  operators  in  order  to  promote  the  fullest  possible 
use  of  the  property.  It  is  argued  that  in  a  decreasing 
cost  industry,  such  as  the  railroads  tend  to  be,  it  is 
socially  advantageous  to  expand  operations  as  long  as 
the  users  are  able  and  willing  to  meet  the  incremental 
or  marginal  costs  of  operation.**^  However,  apart  from 
the  controversial  aspects  of  this  theory  of  rate  making, 
it  is  doubtful  if  the  admixture  of  public  and  private 
operations  thus  proposed  would  best  serve  the  public 
interest. 

It  is  conceivable  that  a  mixed  system  of  private 
ownership  and  Government  operation  might  be  estab- 
lished. This  method  has  been  tried  in  a  few  countries, 
including  our  own  during  the  brief  emergency  period, 
1918-20.  There  seems  to  be  little  to  commend  this 
method  for  long-term  use,  because  the  raison  d^etre  for 
lirivate  ownership  is  risk-taking  connected  with  mana- 
gerial responsibility.  If  operating  responsibility  is 
transferred  to  Government  hands,  it  would  seem  to  be 
sensible  also  to  eliminate  entirely  any  private  interest 
in  the  system,  and  thus  to  place  the  operation  on  a 
nonprofit  basis. 

Financial  and  Legal  Problems 
of  Acquiring  the  Railroads 

Government  ownership  involves  not  only  questions 
of  desirability  and  feasibility  in  the  field  of  policy, 
but  also  the  problem  of  choice  of  method  of  acquiring 
the  facilities.  This  question  breaks  down  logically 
into  two  sets  of  problems,  one  financial  and  the  other 
legal.  We  are  primarily  concerned  in  this  report  with 
the  financial  aspects. 

Financial  prohlems. — The  major  financial  problem 
focuses  on  the  valuation  which  is  to  be  placed  upon 
the  properties  for  the  purpose  of  purchase  and  the 
distribution  of  total  value  among  the  classes  of  out- 
standing securities.  The  properties  might  be  valued 
by  one  or  a  combination  of  several  procedures.  The 
simplest  method  in  those  instances  where  the  securities 


'"  An  exception  is  the  Federal  Barge  Line  operated  by  the  Government 
on  tlie  Mississippi  and  Warrior  Rivers. 
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are  frequently  traded  on  the  exchanges  is  to  base  value 
ujDon  market  prices  of  the  securities  over  a  representa- 
tive period  of  time.  The  period  should  be  long  enough 
to  iron  out  variations  due  to  technical,  episodic,  or  cy- 
clical factors.  This  method  is  the  most  precise  and 
current  of  them  all.  It  has  the  further  merit  of  re- 
flecting almost  automatically  from  the  hard  impartial 
market  place  the  opinions  held  by  the  most  expert  ob- 
servers of  their  destiny  concerning  the  economic  out- 
look of  the  carriers.  The  market  value  method  dis- 
closes, among  other  factors,  the  decline  in  the  value 
of  that  portion  of  the  railroad  plant  which  has  become 
obsolete  because  of  its  unfitness  to  render  service  at 
rates  which  the  newer  competitive  forms  are  prepared 
to  offer.  In  the  writer's  opinion  this  is  the  best  method 
of  determining  a  value  for  purchase  that  can  be  em- 
ployed. 

Unfortunately,  rail  securities  are  often  closely  held 
and  traded  infrequently  or  not  at  all  on  the  exchanges. 
In  such  instances  the  market  price  device  cannot  be  ap- 
plied to  solving  the  problem.  For  example,  the  stock 
of  the  Grand  Trunk  railroad  is  entirely  held  in  the 
name  of  the  Canadian  Government  and  there  is  no 
way  of  determining  its  value  on  the  basis  of  market 
quotations.  As  an  alternative,  the  proposal  most  often 
suggested  is  to  capitalize  net  earnings  before  interest 
at  an  agreed  upon  rate  of  return.  The  amount  of 
earnings,  thanks  to  the  Government  regulation  of  ac- 
counts and  reports,  can  be  easily  determined.  But  not 
so  with  respect  to  the  rate  of  capitalization.  Ob- 
viously, the  rate  must  be  higher  than  long-term  interest 
rates  on  high-class  obligations  such  as  United  States 
bonds,  but  it  should  not  be  as  high  as  interest  rates 
on  highly  speculative  or  risky  undertakings.  It  is 
not  easy  to  agi-ee  upon  some  intermediate  figiu'c  which 
will  strike  a  balance  between  stabilitj'  and  uncertainty 
about  the  future.  Probably,  informed  opinion  would 
concentrate  on  a  figure  in  the  neighborhood  of  6  per- 
cent as  a  reasonable  rate. 

There  are,  however,  objections  to  either  of  these 
methods  based  fundamentally  on  the  belief  that  market 
value,  being  primarily  a  reflection  of  earning  power 
present  or  anticipated,  fails  to  reflect  truly  the  selling 
value  of  the  properties.  The  claim  is  made  that  rates 
are  not  fixed  by  competition  in  an  open  market  but 
rather  are  subject  to  regulation  which  may  keep  earn- 
ings seriously  out  of  line  with  the  economic  importance 
of  the  properties.  It  is  also  asserted  that,  as  a  matter 
of  principle,  values  of  capital  goods  should  be  related 
more  nearly  to  costs  of  production  or  reproduction 
than  to  earnings. 

Those  who  object  to  the  market-value  approach  to 
pricing  for  sale,  advance  as  an  alternative  the  cost 
method  in  one  forin  or  another.    Wliere  it  is  possible 


to  do  so,  resort  could  be  had  to  value  based  upon  the 
original  cost  of  the  properties  still  used  or  useful,  less, 
of  course,  accrued  depreciation.  Since  reliable  data  of 
this  nature  are  seldom  available  for  all  the  railroad 
plant,  use  might  be  made  of  cost  of  reproduction  or 
other  data  carried  on  the  balance  sheet. 

It  is  no  mere  academic  question  as  to  which  method 
of  valuation  should  be  employed  to  fix  the  purchase 
price  of  the  proi^erties.  At  one  extreme,  rail  securities 
in  the  hands  of  the  public  not  long  ago  had  a  market 
value  of  less  than  10  billion  dollars.''-  At  the  other 
extreme,  the  railroads  carry  their  capital  assets  on  the 
books  at  an  investment  figure  of  26  billion  dollars.  Cer- 
tainly the  railroads'  figure  is  much  too  high  judged  by 
any  reasonable  standard  of  present  or  probable  future 
value.  It  rejDresents  book  investment  without  proper 
adjustment  for  depreciation  or  obsolescence.''^  The  mar- 
ket value  of  securities  represents  what  investors  and 
traders  think  of  the  railroads'  future  prospects.  The 
views  of  these  people  may  be  unduly  pessimistic,  yet  it 
is  not  likely  that  the  low  values  of  rail  securities  pre- 
vailing for  several  years  were  grossly  exaggerated.  As 
now  organized  and  operated,  the  railroads  probably  are 
worth  12  to  14  liillion  dollars,''^  which  means  that  the 
18-odd  billion  dollars  at  face  or  par  vahie  of  bonds  and 
stocks  outstanding  must  sell  on  the  average  at  a  heavy 
discount. 

Once  the  value  of  the  properties  is  finally  deter- 
mined, the  problem  of  distribution  of  equities  among 
the  classes  of  securities  outstanding  will  come  to  the 
fore.  Where  the  values  are  sufficient  to  cover  creditor 
claims  the  problem  will  be  simple.  The  creditors  can 
be  paid  off  in  accordance  with  the  face  value  of  their 
bonds  and  notes,  and  the  stockholders  can  share  the 
remainder  of  the  valuation  in  accordance  with  concepts 
of  justice. 

Tlie  difficult  problems  in  acquisition  cases  will  arise 
when  the  properties  are  found  not  to  be  valuable 
enough  to  meet  the  claims  of  all  the  creditors  at  face 
value.     Allowing  for  rising  earnings  and  reorganiza- 


"=  See  Tart  I.  Section  V,  this  report.  Note  also  that  the  market  value 
of  securities  iu  1929  was  only  20.3  billion  dollars. 

«^  Most  carriers  apply  depTeciation  at  low  rates  to  rolling  stock  and 
work  efiniprueut  as  prescribed  by  the  Commission. 

"  On  the  assumption  that  the  rate  of  capitalization  were  6  percent 
and  the  average  net  railway  operating  income  (after  deduction  of  oper- 
ating expenses,  rentals  on  equipment,  and  taxes)  were  750  million 
dollars  per  year,  the  market  value  of  the  railroads  would  be  about 
12.5  billion  dollars.  The  average  net  railway  operating  income  of 
the  Class  I  carriers  for  the  10  years  ending  in  1940  was  519  million 
dollars,  and  for  the  10  years  ending  in  1930  it  was  nearly  1  billion 
dollars.  It  is  not  unreasonable  to  suppose  that  the  earnings  in  the 
future  may  average  about  750  million  dollars,  neither  reaching  the 
levels  attained  in  the  boom  days  of  the  1920's  nor  falling  to  the  depths 
of  the  depression  years  of  the  1930's.  However,  it  would  be  dilBcult  at 
this  time  to  acquire  the  carriers  at  the  figures  named  because  of  high 
current  earnings. 
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tion  of  bankrupt  lines,  a  substantial  proportion  of 
companies  will  unfortunately  fall  into  this  category. 
The  equities  might  be  distributed  in  order  of  priority 
of  claim  upon  the  assets.  Thus,  senior  lien  mortgage 
bondholders  would  take  precedence  over  second  and 
tliird  mortgage  bondholders.  These  in  turn  would 
be  paid  off  in  full  before  holders  of  income  bonds  and 
unsecured  debentures  could  receive  anything.  Where 
the  exact  order  of  priority  of  claim  is  definitely  known 
this  procedure  would  have  the  advantage  of  simplicity 
of  administration.  But  the  problem  is  seldom  as  easily 
solved  as  here  presented.  Even  with  precedence  defi- 
nitely established,  the  junior  lien  security  holders 
would  object  vigorously  to  any  arrangement  which 
might  leave  them  without  any  compensation  at  all. 
Hence,  they  suggest  that  if  the  properties  are  not  valu- 
able enough  to  meet  fully  all  creditor  claims,  each  class 
should  receive  a  pro  rata  share  of  the  total.  Naturally, 
this  proposal  is  not  favored  by  the  holders  of  the 
underlying  bonds  or  senior  liens  on  property.  It  is 
likely  that  a  compromise  of  this  conflict  will  be  neces- 
sary, which  will  concede  something  to  both  sides. 
Probably,  the  secured  obligations  will  fare  relatively 
better  than  the  rest,  but  doubtless  all  will  get  some- 
thing. There  is  much  to  be  said,  also,  for  including 
stockholders  as  well  as  creditors  in  these  compromises. 
The  details  of  each  arrangement  will  have  to  be  worked 
out  later,  and  necessary  allowances  for  variations  in 
mortgage  provisions  and  capital  structures  from  one 
company  to  another  will  have  to  be  made. 

Legal  prohlems. — As  to  the  legal  aspects  of  railroad 
acquisitions,  certain  obstacles  of  special  importance 
under  our  constitutional  system  must  be  recognized, 
and  appropriate  steps  taken  to  overcome  them,  if  na- 
tionalization is  to  become  an  accomplished  fact.  The 
project  will  require  passage  by  Congress  of  appropriate 
legislation.  This  act  will  probably  come  under  the 
general  welfare  or  common  defense  clause,  and  not 
under  powers  of  eminent  domain.  The  problem  of 
acquisition  will  be  simplest  in  those  instances  where 
carriers  are  in  default  on  principal  or  interest  on 
R.  F.  C.  or  P.  W.  A.  loans.  The  Government  can 
directly  point  the  reorganization  of  the  carriers  in  ques- 
tion toward  Government  ownersliip.  Reorganizations 
of  carriers  now  controlled  by  receivers  or  trustees, 
but  not  having  R.  F.  C.  loans,  might  also  be  directed 
toward  Government  ownership.  It  is  questionable, 
however,  whether  the  Interstate  Commerce  Commission 
and  the  courts  could  legitimately  confine  their  approval 
only  to  plans  of  reorganization  of  bankrupt  carriers 
which  would  result  in  Government  ownership.  Cer- 
tainly, this  would  not  be  possible  until  Congress  voted 
ii  change  in  existing  national  policy.  Court  action  will 
iloubtedless  be  necessary  where  the  holders  of  high-grade 


securities  refuse  to  part  with  their  holdings  except 
at  a  high  value  and  for  cash.  Court  action  will  cer- 
tainly be  necessary  to  acquire  carriers  not  in  debt  to 
the  Government  (or,  if  in  debt,  in  a  position  to  repay 
easily  any  loans  outstanding)   or  in  bankruptcy. 

The  due  process  clauses  of  the  fifth  and  fourteentli 
amendments  operate  with  special  force  to  protect  the 
property  rights  of  solvent  enterprises.  Many  of  our 
most  important  railroads,  including  the  Pennsylvania, 
the  Burlington,  the  Santa  Fe,  the  Great  Northern,  the 
Union  Pacific,  the  Chesapeake  and  Ohio,  the  Norfolk 
and  Western,  and  the  Louisville  and  Nashville,  are 
financially  robust;  hence,  the  legal  problems  of  their 
acquisition  are  formidable.  But  these  questions  must 
be  faced,  since  a  rational  nationalization  of  the  rail- 
roads must  begin  with  the  strongest  and  most  impor- 
tant carriers.  We  should  not  repeat  the  crucial  error 
of  those  countries  which  have  taken  over  the  weak 
or  bankrupt  lines,  leaving  the  strong  and  solvent  car- 
riers in  private  hands.  Such  a  course  not  only  has 
saddled  the  Governments  with  budget  draining  enter- 
prises, but  exposed  them  to  unwarranted  attacks  at 
home  and  abroad  by  the  opponents  of  Government 
ownership  who  have  charged  that  the  financial  deficits 
were  due  to  inefficient  management  and  operation.  The 
Government  should  not  be  the  last  haven  of  refuge 
for  broken-down  or  bankrupt  railroads. 

Conclusions 

1.  Public  interest  in  Government  ownership  and 
operation  of  the  railroads  has  recently  revived  in  tliis 
country.  The  renewed  interest  has  occurred  for  very 
practical,  down-to-earth  reasons.  It  does  not  represent 
any  material  development  of  socialistic  ideologies,  but 
only  a  conviction  that  Government  ownership  may 
offer  a  feasible  alternative  to  the  traditional  policy  of 
regulating  privately  owned  railroads,  since  that  policy 
has  failed  to  accomplish  rate,  efficiency,  and  financial 
objectives  desired  by  the  public. 

The  present  system  of  promotion  of  transportation 
facilities  by  public  construction  and  aid  has  created  a 
competitive  situation  which  raises  doubts  as  to  the 
ability  of  private  management  to  operate  the  railroads 
successfully.  This  policy  may  have  placed  the  rail- 
roads in  an  untenable  economic  position.  It  may  be 
necessary  to  nationalize  the  railroads  in  order  to 
neutralize  the  effects  of  subsidies  received  by  their 
competitors.  If  this  is  not  done,  it  is  likely  that  the 
railroads  will  continue  their  efforts  to  have  legislative 
restrictions  placed  upon  their  competitors.  To  the 
extent  that  such  efforts  are  successful,  the  protection 
of  established  interests  will  waste  public  investments 
already  made  in  new  facilities  and  keep  rates  high  to 
shippers  and  travelers. 
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It  seems  likely  that  the  continued  wastes,  inefficien- 
cies, and  excessive  duplication  of  I'ail  facilities  will  not 
be  voluntarily  corrected  under  private,  competitive 
management.  The  adverse  reactions  of  the  carriers 
and  their  employees  to  the  proposals  of  the  Federal 
Coordinator  of  Transportation  revealed  their  unwill- 
ingness or  inability  to  introduce  the  degree  of  efficiency 
into  rail  operations  demanded  by  the  public.  Also,  the 
high  level  of  rail  freight  rates  during  the  depression 
of  the  thirties  (in  relation  to  commodity  prices  from 
1924-29)  accompanied  by  inferior  service  in  some  in- 
stances and  the  existence  of  interterritorial  discrimina- 
tions and  other  preferences,  are  likely  to  turn  attention 
increasingly  to  Government  ownership  and  operation 
of  the  carriers.  The  continued  objectionable  rail  finan- 
cial practices  resulting  in  faulty  capital  structures  and 
overindebtedness,  numerous  instances  of  high  finance 
causing  bankruptcy  and  heavy  losses  to  investors,  and 
holding  company  manipulations  have  also  led  to  con- 
sideration of  nationalization  as  a  means  of  avoiding 
repetition  of  these  and  similar  practices. 

The  war  emergency  has  aroused  anxiety  about  the 
physical  preparedness  of  the  railroads  to  meet  the 
unusual  service  demands  already  in  evidence.  Car 
shortages  are  in  prospect,  and  if  they  actually  mate- 
rialize, the  railroads  will  then  have  to  resort  to  such 
restrictive  devices  as  priorities,  embargoes,  and  higher 
demurrage  charges.  Although  this  program  may  ac- 
complish desirable  results,  it  is  likely  to  be  insufficient 
because  of  the  reluctance  of  the  competitive  rail  man- 
agements to  cooperate  fully,  and  because  the  users  are 
inclined  to  submit  to  drastic  service  controls  only  when 
they  are  administered  by  the  Government.  On  ac- 
count of  physical  and  operating  deficiencies,  inherent 
in  the  situation,  the  Government  may  not  be  able  to 
rely  upon  private  operation  in  wartime.  As  materials 
and  supplies  rise  in  price  and  the  employees  demand 
and  obtain  higher  wages,  rail  costs  are  certain  to  go 
to  higher  levels.  By  threatening  to  strike  the  em- 
ployees have  already  received  a  substantial  increase 
in  wages  which  the  railroads  immediately  sought  to 
recover  by  a  request  for  a  horizontal  increase  of  10 
percent  in  freight  and  passenger  rates.  The  Inter- 
state Commerce  Commission  rejected  the  proposed  in- 
creases on  freight,  but  did  authorize  lesser  advances 
on  most  commodities.  Passenger  fares,  however,  were 
permitted  to  rise  by  10  percent.  Should  further  wage 
demands  be  refused  because  rail  finances  cannot  meet 
the  increases  or  for  other  reasons,  and  a  strike  is  again 
threatened,  the  Government  may  prefer  to  meet  the 
situation  directly  as  operator  rather  than  as  a  third 
party. 

2.  If  rail  nationalization  were  adopted  in  this  coun- 
try, the  Government  would  be  in  a  position  to  stabilize 


rail  finances  immediatel}'  and  would  make  available 
badly  needed  capital  for  expansion  and  improvement 
at  lower  cost  than  is  now  possible  through  private 
channels.  As  owner  and  operator,  the  Government 
would  be  able  to  make  expeditious  adjustments  in  the 
rate  level  with  reference  to  the  long-run  considerations 
of  the  ijublic  welfare.  Also,  as  owner  and  operator, 
the  Government  could  more  effectively  alter  the  rela- 
tionships of  rates  in  line  with  general  public  policy. 
Moreover,  the  average  level  of  rates  could  be  lowered 
b}'  this  policy.  In  addition  to  the  financial  and  rate 
considerations,  operating  costs  could  be  reduced  by  the 
elimination  of  such  wastes  as  excessive  round-about 
hauling  and  dui^licated  service.  Efficiency  could  be 
promoted  by  pooling  of  cars  and  traffic  and  by  unifica- 
tion of  terminals.  A  nationalized  system  of  railroads 
ought  to  yield  savings  of  several  hundred  million  dol- 
lars per  year. 

The  greatest  question  is  whether  an  oi'ganization 
employing  a  million  men  or  more  could  attract  and 
retain  officials  and  employees  of  sufficient  ability  and 
public  spiritedness  to  do  the  necessary  job.  To  insure 
a  qualified  and  public-spirited  group  of  employees, 
great  care  must  be  exercised  in  the  recruitment  and 
promotion  of  all  personnel.  Wages  and  working  con- 
ditions must  be  made  reasonably  attractive,  and  the  em- 
ployees must  be  protected  against  arbitrary  dismissal 
and  guaranteed  the  right  to  organize  and  bargain  col- 
lectively. The  top  executives  must  be  paid  relatively 
high  salaries,  and  be  judged  solely  with  reference  to 
their  skill,  open-mindedness  to  new  inventions  and 
methods,  and  devotion  to  duty. 

3.  If  a  policy  of  rail  nationalization  were  decided 
upon,  the  carriers  should  be  completely  owned  and 
operated  by  the  Goverimaent.  The  properties  should 
be  owned  by  a  Federal  Corporation  chartered  by  a  spe- 
cial act  of  Congress,  the  stock  to  be  nominal  in  amount 
and  owned  by  the  United  States.  This  policy  would 
best  achieve  the  benefits  of  unified  management.  The 
actual  operation  of  the  system  should  be  placed  in  the 
hands  of  a  limited  number  of  regional  offices,  each  func- 
tioning with  its  respective  set  of  officials. 

4.  In  the  acquisition  of  the  raih'oads  difficult  finan- 
cial and  legal  problems  are  involved.  The  major 
financial  problems  focus  on  the  valuation  to  be  placed 
on  the  properties  and  the  distribution  of  total  value 
among  the  classes  of  outstanding  securities.  Where 
the  securities  are  widely  held  and  actively  traded  on  the 
exchanges,  the  market-value  method  is  the  best;  but 
where  the  securities  are  closely  held  and  market  value 
is  difficult  to  determine,  capitalization  of  income  is  a 
possible  alternative  method  rather  easy  to  apply  once 
agreement  is  reached  on  the  rate  of  capitalization. 
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Of  vital  consequence  is  the  mattei-  of  choice  of 
method  to  obtain  vahie  of  plant.  For  example,  the 
railroads  carry  their  capital  assets  on  the  books  at  26 
billion  dollars.  At  the  other  extreme,  rail  securities 
in  some  recent  jears  have  been  estimated  to  have  a 
market  value  of  less  than  10  billion  dollars.  Under 
present  boom  conditions,  the  securities  are  valued  con- 
siderably above  the  depression  lows,  but  well  below  the 
26  billion  dollars  claimed  by  the  railroads  as  the  value 
of  their  capital  assets.  Probably  the  railroads  are  not 
worth  more  than  1-1  billion  dollars,  on  the  average,  as 
they  are  now  organized  and  ojDerated.  As  there  will 
be  many  instances  where  the  total  value  of  a  given  rail- 
road is  less  than  the  total  face  value  of  stocks  and 


bonds  outstanding,  compromises  will  be  necessary  in 
the  distribution  of  the  purchase  price  among  classes 
of  securities. 

In  order  to  overcome  the  legal  difficulties  of  acquisi- 
tion created  by  our  constitutional  system,  it  will  be 
necessary  to  enact  ap]3ropriate  legislation  to  accomplish 
two  somewhat  antagonistic  results,  \'\z,  expediting  the 
purchase  of  the  lines  at  a  reasonable  value  but  with- 
out impairing  the  legitimate  rights  of  the  sellers.  It 
will  also  be  necessary  for  the  courts  to  exhibit  out- 
standing qualities  of  statesmanship  in  these  acquisition 
proceedings  since  aggrieved  owners  of  securities  will 
doubtless  start  numerous  court  actions  in  opposition 
to  proposed  purchase  arrangements. 


PART    I  — SECTION    IX 
THE     ROLE     OF    PUBLIC    ACTION     IN    TRANSPORTATION    ABROAD 

By  Ludwig  M.  Homberger  ' 


The  Concept  of  Public  Action 

Transportation  has  been  a  matter  of  intense  public 
interest  in  all  countries  with  a  remarkable  similarity 
of  issues  confronting  communities  in  areas  of  similar 
economic  development,  particularly  during  the  period 
following  the  World  War.  Owing  to  the  differences 
in  the  concepts  of  the  role  which  public  action  must 
play  in  shaping  transportation  policies,  the  methods 
adopted  for  public  action  have  been  different  in  the 
various  countries. 

This  section  of  the  report  discusses  the  main  issues 
in  transportation  and  the  methods  of  public  action 
used  in  foreign  countries.  Completeness  is  not  aimed 
at,  and  only  issues  of  special  interest  will  be  examined. 
The  section  is  concerned  primarily  with  problems  of 
peacetime  transportation.  Developments  during  the 
present  war  are  considered  in  "Emergency  Measures 
of  Control  and  Coordination". 

Transportation  can  be  considered  both  as  a  public 
service  and  as  a  business.  In  the  Anglo-Saxon  coun- 
tries of  America  and  Europe,  the  idea  that  transporta- 
tion is  a  part  of  the  business  activities  of  the  country 
is  stronger  than  in  other  regions  of  the  world.  For  a 
long  time  public  action  was  designed  primarily  to 
avoid  abuses  arising  from  monopolistic  tendencies  and 
to  protect  private  interests,  at  first,  those  of  the  shipper 
and  passenger,  and  in  later  periods  those  of  the  carrier 
and  the  investor.  This  is  still  the  main  objective  in 
Great  Britain  and  in  the  United  States.  Public  action 
in  these  countries  has  gone  beyond  this  line  only  to  a 
limited  extent.  In  other  countries,  for  example  in 
Canada  and  in  Germany  (befoi'e  the  present  regime 
came  into  power)  certain  additional  objectives  were 
leading  the  governments  to  exercise  their  power  over 
transportation,  such  as  the  development  of  special 
areas  or  of  special  interests.  These  included  impoil  and 
export  and  farming,  as  well  as  the  promotion  of  social 
welfare,  particularly  the  fight  against  unemployment. 
In  totalitarian  states,  transportation  is  used  without 
hesitation  as  a  tool  for  achieving  general  national 
economic  and  social  goals. 

In  many  cases,  political  considerations  have  also  been 
a  vital  factor  in  dealing  with  transportation.  The 
German  National  Railways,  for  instance,  were  amalga- 
mated in  1920  primarily  in  order  to  increase  the  powers 


of  the  central  government;  improved  efficiency  and 
economy  were  onlj'  of  secondary  importance. 

The  role  which  transportation  plays  in  problems  of 
national  defense  can  hardly  be  overemphasized.  In 
European  countries  transportation  has  always  been 
considered  an  important  matter  of  strategy.  Peace- 
time activities  have  included  not  only  a  thorough  study 
of  the  existing  transportation  facilities  and  their  pos- 
sible use  in  emergencies,  but  also  the  construction  of 
additional  facilities  for  military  purposes  and  special 
training  of  transportation  officials  as  well  as  prepara- 
tion of  regulations  and  plans  for  operations  covering 
all  contingencies.  Consequently,  military  considera- 
tions have  been  the  incentive  for  strengthening  the 
position  of  railroads. 

In  analyzing  the  attitude  of  governments  toward  the 
competitive  struggle  between  the  different  modes  of 
transportation  and  toward  problems  of  railroad 
organization,  it  will  be  found  that  fiscal  interests  have 
influenced  policies  when  railroad  finances  have  been 
tied  up  with  public  finances.  Methods  in  use  in  France 
could  hardlj'  be  explained  without  considering  this 
relationship. 

The  Means  of  Public  Action 

The  means  of  public  action  in  transportation  are 
government  ownership  and  operation,  regulation,  pub- 
lic aids,  and  taxation.  Government  ownership  and 
operation  is  almost  entirely  limited  to  railroads.  In 
1938,  according  to  Julius  H.  Parmelee's  -  computation. 
48  percent  of  the  world's  railroad  mileage  was  "state 
mileage,"  and  52  jDercent  was  privately  operated. 
Within  the  last  decade,  the  ratio  of  state  mileage  has 
increased  owing  to  the  growth  of  railroad  systems  in 
areas  where  industrial  expansion  is  just  beginning 
(such  as  Russia,  China,  Turkey,  Iran),  as  well  as  to  a 
widespread  tendency  toward  nationalization,  which  in 
some  cases  has  as  its  objective  the  elimination  of 
foreign  influence. 

It  can  be  generally  stated  that  private  operation  pre- 
vails in  the  Anglo-Saxon  countries  of  America  and 
Europe  and  state  ownership  and  oiseration  in  the 
Latin,^  Germanic,  and  Slavic  countries  of  Europe,  in 


^  visiting    Professor    of    Transportation.    The    American    T^ni^■e]•sity. 
Waslilngton,  D.  C. 

an4 


"  Parmeler.  Julius  H.,  TJie  Modern  Railway,  New  Yoric,  1940,  p.  601. 

'  With  the  exception  of  Portugal.  In  Spain,  the  Government  has 
taken  over  tlie  whole  hroad  gauge  (5  ft  6  in)  railroad  system  of  7,725 
miles  under  the  law  of  January  24,  1941.  Cf.  RaiUcay  Oasette,  London. 
JIarch  2S,  1941,  p.  360.  and  April  25.  1941,  p.  471. 
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the  British  dominions  and  colonies  and  tlie  other 
countries  in  Asia,  and  in  Africa.  In  Central  and 
South  America  58  percent  is  privately  owned  and  oper- 
ated, 42  percent  is  state-owned  and  operated.  The  last 
figure  includes  Mexico,  where  since  May  1,  1938,  the 
national  railroads  had  been  operated  by  the  "Workers 
Administration."  This  experiment  with  operation  by 
a  union  was  doomed  to  failure.^  By  an  act  passed  in 
December  1940,  this  form  of  organization  was  abol- 
ished and  the  Mexican  Government  took  over  the  rail- 
roads again. 

In  Great  Britain,  as  in  the  United  States,  the  total 
railroad  mileage  is  operated  by  private  companies, 
whereas  in  Russia  all  lines  are  operated  by  the  Govern- 
ment. Many  examples,  however,  can  be  cited  of  sys- 
tems in  which  only  a  part  is  operated  by  the  govern- 
ment. This  is  true  of  Canada,  where  the  Canadian 
National  Railways  operate  55  percent  of  the  mileage. 
In  France,  where  until  the  end  of  1937,  79  percent  of 
the  mileage  had  been  under  private  operation,  the 
right-of-way  of  all  railroads  with  tracks,  bridges, 
terminals,  and  shops  has  been  considered  an  essential 
part  of  the  "grand  voirie"  and  included  in  the  "do- 
maine  jjublique,"  private  companies  being  treated  as 
concessionaires.^  On  January  1,  1938,  a  state  company 
was  formed  for  operation  of  the  main  line  railroads 
(05  percent  of  the  mileage) .  In  Germany  and  in  Italy, 
private  operation  is  greatly  limited  (8  percent  in  both 
countries). 

With  very  few  exceptions  transportation  agencies, 
other  than  railroads,  are  operated  by  private  com- 
panies. In  specific  cases,  however,  the  investment  of 
public  money  in  such  companies,  made  for  different 
reasons,  has  strengthened  the  influence  of  government 
upon  the  conduct  of  the  business. 

Whether  government  or  j^rivate  operation  is  the 
more  desirable  form  of  organization  depends  primarily 
on  the  economic  and  political  situation  in  a  given 
country.  Different  aspects  of  the  problems  will  be 
presented. 

Government  regulation  of  private  companies  and 
autonomous  public  corporations  varies  widely  in  scope 
and  intensity.  In  the  United  States,  since  the  Trans- 
portation Act  of  1940,  all  modes  of  transportation  have 
l)oen    regulated     (water    transportation    to    a    limited 


'  Lack  of  discipiliQe.  excessively  liiyh  wages,  inadequate  repairs  and 
inaintena!icp.  and  insuificient  equipnient  are  mentioned  by  the  Secretary 
of  Communications  in  his  report  of  December  7,  1940,  to  tlie  President  as 
problems  with  which  the  Worl^ers  Administration  was  not  able  to  cope. 
A  similar  development  took  place  in  Yucatan  where  the  United  Railways, 
which  had  been  operated  by  the  employees'  union  for  several  years,  were 
recently  taken  back  by  the  Government.  Cf.  Railway  Age,  New  York, 
December  28,  1940,  p.  996 ;  January  11,  1941,  p.  148 ;  February  8,  1941, 
p.  291. 

'Karl  Ottmann,  Das  oeffentliche  Eisenhahnrecht  Frankreichs,  Archiv 
filer  Eisenbalinwesen.  Berlin,  in2r»,  p.  TiGl  et  seij. 


extent  only).  The  intensity  of  American  regulation 
was  aptly  described  recently  by  using  the  term  "man- 
agerial supervision." ''  Various  issues  of  regulatory 
policy  are  discussed  in  other  sections.  It  might  only 
be  mentioned  at  this  point  that  in  Great  Britain  fewer 
instances  of  lengthy  and  costly  regulatory  procedure 
are  found  than  in  the  United  States,  where  the  large 
number  of  companies  offers  greater  difficulties  for  thor- 
ough supervision. 

Many  examples  can  be  cited  of  the  jjromotion  of 
transjjortation  agencies  with  government  aid.  The 
only  country  where  there  is  almost  no  instance  of  sub- 
stantial government  subsidies  to  railroads  in  modern 
times  is  Great  Britain.'  In  other  countries,  such  as 
France  and  Canada,  railroads  have  been  a  drain  on 
public  finances  for  considerable  periods.  Highways 
and  waterways  are  built,  improved,  and  maintained 
with  public  funds  in  almost  all  countries.  The  devel- 
opment of  air  transport  all  over  the  world  would 
have  been  impossible  without  government  subsidies. 
Reliable  information  about  the  amounts  spent  for  all 
these  purposes  by  the  respective  governments  is  not 
available  since  there  exists  in  no  country  a  careful 
study  such  as  the  publication  by  the  U.  S.  Federal 
Coordinator  of  Transportation,  "Public  Aids  to 
Transportation." ' 

Subsidies  are  usually  balanced  to  some  extent  by 
taxation;  highway  users  in  particular  pay  their  con- 
tribution for  road  construction  and  maintenance. 
Special  taxes  on  transportation  of  passengers  and 
freight  seem  not  to  be  a  very  desirable  method  of  taxa- 
tion. In  the  United  States  such  a  tax  had  been  intro- 
duced by  the  War  Tax  Law  of  1917  as  one  of  the 
measures  "to  defray  war  expenses."  It  was  repealed 
by  the  Revenue  Act  of  1921.  A  new  tax  on  transporta- 
tion of  passengers,  introduced  by  the  Revenue  Act  of 
1941  (Sec.  3469)  became  effective  October  10,  1941. 
Transport  taxes  are  still  being  levied  in  various  coun- 
tries. In  France  and  in  Germany  a  transport  tax  had 
been  imposed  on  railroad  and  water  transportation 
only.  It  was  recently  extended  to  motor  transportation 
(France,  1936;  Germany,  193C).  On  the  other  liand, 
the  tax  in  Germany  on  water  transportation  was  abol- 
ished in  1936.  In  Great  Britain  a  special  transport  tax, 
the  railway  passenger  duty,  applies  to  first  and  second 
class  only.    When  the  same  transport  tax  is  levied  on 


"Lyon,  Leverett  S.,  and  Abramson,  Victor,  Gofenimcnt  and  Economic 
Life,  Washington,  1940,  p.  763  et  seq. 

'The  Railways  (Agrcemeni)  Act  of  1935  has  provided  government 
guarantees  for  railroad  borrowing  up  to  27  millions  in  order  to  enable 
the  railroads  to  finance  new  works  at  low  interest  rates  :  cf.  K.  C.  Fene- 
lon,  liritixh  Railiiaiis  ToiUui,  London.  19:19.  Similar  provisions  had 
been  introduced  through  the  Development  (Loan  Guarantees  and 
Grants)  Act  of  11)29;  cf.  also  the  chapter  on  "Kailroad  Charges"  for 
tax  fund  for  rate  rebates. 

'  Four  volumes.  Washington.   1940. 
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different  modes  of  transportation,  it  can  be  considered 
as  a  factor  in  equalizing  the  costs  of  the  respective 
services. 

Men  and  women  engaged  in  transportation  represent 
a  huge  sector  of  the  labor  force.  In  America  and 
Eurojje  operating  men,  increasingly  guarded  by  safety 
regulations,  appear  much  alike  in  reliability  and  cool 
awareness  of  their  responsible  functions.  The  protec- 
tion of  labor  by  public  action  has  made  great  progress. 
A  comparative  study  of  the  existing  conditions  would 
reveal  interesting  similarities. 

Government  Agencies 

Public  action  is  initiated  by  parliaments  and  Gov- 
ernment departments.  In  the  United  States  various 
Government  agencies,  such  as  the  Interstate  Connnerce 
Commission,  the  United  States  Maritime  Commission, 
and  the  Civil  Aeronautics  Board,  all  quasi- judicial  bod- 
ies, deal  with  transportation,  as  does  the  Public  Koads 
Administration.  Several  departments  have  transpor- 
tation divisions  but  there  was  no  central  Government 
agency  in  charge  of  coordinating  transportation  mat- 
ters until  recently  when  the  Office  of  Defense  Trans- 
portation was  established.  Abroad,  imder  different 
forms  of  government,  central  departments  to  deal  with 
the  problems  of  more  than  one  mode  of  transportation 
came  into  existence."  In  Great  Britain  the  Min- 
istry of  Transport,  created  in  1919,  was  first  in  charge 
for  the  most  part  of  railway  matters  but  has  acquired 
increasing  power  over  motor  transportation.  In  France 
the  Ministry  of  Public  Works,  which  has  existed  for 
more  than  100  years,  handles  matters  of  rail,  water, 
and  road  transportation.  In  Germany  tlie  Reich's  Min- 
istry of  Transport,  created  in  1020  after  tlie  Reich  had 
taken  over  railroads  and  waterways  from  the  State,  is 
in  charge  of  rail,  waterway,  and  highway  transporta- 
tion. Air  transportation,  which  had  previously  been 
under  this  agency  was  in  1933  transferred  to  a  special 
Ministry  of  Aviation  in  charge  of  civil  and  military 
flying.  In  Italy,  the  Ministry  of  Conununications  is 
responsible  for  railroads,  highways,  and  the  merchant 
marine  (post  and  telegraph  are  also  under  this  min- 
istry). In  Canada,  a  Ministry  of  Transport  was  formed 
in  1936  to  coordinate  all  modes  of  transportation.  Con- 
centrating matters  of  different  modes  of  transportation 
in  one  departmental  agency  has  proved  to  be  of  great 
helj)  when  attempting  to  shape  a  national  transporta- 
tion policy.^" 


"Witte,  Bernard,  Eiseniahn  and  Staat,  Jena.  1932. 

"'  In  countries  where  no  such  central  government  agency  functions, 
changes  are  now  being  considered.  This  is  the  case,  for  instance,  in  the 
Union  of  South  Africa,  where  the  Minister  of  Railways  and  Harbours  Is 
in  charge  of  railways,  ocean  transportation,  and  airways,  whereas  high- 
way matters  are  under  the  Minister  of  the  Interior.  The  creation  of  a 
Ministry  of  Transport  in  charge  of  all  modes  of  transportation  is  advo- 


For  purposes  of  regulation  quasi-judicial  bodies  are 
functioning  in  some  countries.  In  Great  Britain  the 
Railway  Rates  Tribunal,  in  existence  since  the  Rail- 
ways Act  of  1920,  has  exercised  regulatory  powers  over 
railroads,  and  since  1933  over  the  London  Passenger 
Transport  Board.  In  Canada  under  the  Transport 
Act  of  1938  the  Board  of  Transport  Commissioners 
(known  from  1904  to  1938  as  the  Board  of  Railway 
Commissioners)  regulates  rail,  water,  and  air  (but  not 
highway)  transportation.  It  is  obvious  that  in  these 
countries  the  initiative  in  welding  the  transportation 
sysytem  together  rests  with  a  Government  department 
which  can  move  with  more  flexibilitj'  than  quasi-judi- 
cial agencies. 

In  Great  Britain,  France,  and  Germany  transport 
advisory  councils  represent  the  shipper  and  carrier 
interests.  At  first  glance  they  seem  to  be  great 
transportation  assemblies,  from  which  not  much  con- 
structive activity  might  be  expected.  But,  particularly 
in  Great  Britain,  smaller  committees  of  the  Transport 
Advisory  Council  have  succeeded  in  bringing  repre- 
sentatives of  all  modes  of  transportation  to  the  con- 
ference table  where  mutual  agreements  were  reached 
on  common  problems. 

Railroad  Charges 

Rates  and  fares  have  played  the  most  important  role 
in  problems  of  public  action  for  a  long  time.  Countries 
where  railroads  are  not  operated  by  Government  de- 
partments agree  that  regulation  of  railroad  charges 
cannot  be  dispensed  with.  In  1938  the  British  rail- 
roads started  the  "Square  Deal  Campaign"  to  obtain 
freedom  in  rate  making.  Their  efforts  have  not  as 
yet  met  with  success.  Public  action  dealing  with  rates 
and  fares  has  to  reconcile  the  carrier  interest  in  ob- 
taining sufficient  revenues  with  what  is  termed  in  the 
language  of  the  American  laws  as  "public  interest."  No 
generally  acknowledged  line  of  demarcation  exists 
abroad  between  carrier  and  public  interest.  Opinion 
also  differs  as  to  what  is  to  be  considered  the  public 
interest  and  what  action  should  be  taken  to  protect  it. 

The  general  level  of  rates  is  determined  in  the  rate- 
making  rules  of  different  countries  by  standards  indi- 
cating which  items  of  the  expense  accounts  should  be 
covered  by  revenues.  There  is  a  marked  difference  be- 
tween standards  which  include  operating  expenses  and 
fixed  charges  only,  and  those  which  allow  for  profits. 
The  American  Transportation  Act  of  1920  provided 
that  the  carriers  should  earn  a  fair  return  upon  the 
value  of  the  property,  the  fair  return  being  determined 
in  1922  bv  the  Interstate  Commei'ce  Commission   at 


cated  by  the  General  Manager  of  Railways  and  Harbours ;  cf.  his  re- 
ports for  the  years  ended  March  31.  193P  (pp.  65.  81)  and  1910  (pp. 
60,  7S),  Pretoria. 
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5%  percent.  It  might  be  noted  that  this  provision  of 
the  Act  did  not  rehxte  to  individual  carriers.  It  rehited 
to  an  average  return  upon  the  aggregate  value  of  the 
railroad  projDerties  and  permitted  the  strong  roads  to 
earn  much  more  than  5%  pei'cent.  This  provision  was 
repealed  by  the  Emergency  Transportation  Act  of  1933 
which  prescribed  that,  as  one  of  the  factors  in  rate  mak- 
ing, due  consideration  should  be  given  to  the  needs  of 
revenues  sufficient  to  enable  the  carriers  to  provide 
adequate  and  efficient  service.  This  rule  was  not 
changed  by  the  Transportation  Act  of  lOiO. 

The  British  Eailways  Act  of  1921  ^^  has  prescribed 
as  the  basis  for  rate  making  the  "standard  revenue," 
that  is,  the  net  revenue  obtained  in  1913  plus  5  percent 
of  the  capital  expenditures  incurred  since  that  year. 
Because  (contrary  to  the  American  method)  in  Great 
Britain  a  greater  proportion  of  the  capital  expendi- 
tures of  the  railroads  is  financed  by  share  capital  than 
by  borrowing,  liberal  allowance  for  dividends  is  in- 
cluded in  this  "standard  revenue."  These  provisions 
became  effective  January  1,  1928.  Considerations  as  to 
means  of  obtaining  the  standard  revenue  entered  Brit- 
ish rate-i'egulation  policies  to  a  considerable  extent. 
In  no  year  after  1927,  however,  was  the  standard  reve- 
nue earned  in  full,  a  situation  similar  to  that  in  Amer- 
ica where  a  "fair  return"  was  not  obtained  even  in 
most  of  the  years  from  1920-29  and  where  the  returns 
after  1929  were  much  smaller. 

In  France,'-  as  has  already  been  mentioned,  the 
private  companies  have  been  treated  as  concessionaires 
of  the  railroads,  the  construction  of  which  had  been 
financed  partly  by  the  state  and  partly  by  the  com- 
panies— a  form  of  organization  under  which  a  clearcut 
division  of  responsibilities  never  was  achieved.  The 
Government  had  assumed  not  only  extensive  regulatory 
power  over  all  spheres  of  carrier  activities,  but,  feeling 
responsible  for  the  accounts  of  the  companies,  had 
also  undertaken  to  guarantee  interest  and  a  certain 
amount  of  dividends  from  the  early  days  of  railroad 
history.  The  convention  of  1921  created  a  common 
fund,  both  for  the  state  and  the  private  railroads,  into 
which  surplus  receipts  had  to  be  paid  by  successful 
roads  and  out  of  which  deficits  of  others  could  be  cov- 
ered. Dividends,  as  guaranteed  earlier,  had  to  be  paid 
out  of  the  fund.  Higher  dividends  were  made  possible 
through  a  system  of  bonuses  for  companies  showing 
good  operating  results.     Deficits  of  the  fund  had  to 


be  met  by  government  advances.  The  fund  was  to  be 
kept  in  balance  through  the  adjustment  of  rates 
("equilibre  automatique  par  le  jeu  des  tarif s") .  In  the 
period  following  this  arrangement  the  instability  of 
the  currency  frequently  required  such  adjustments. 
The  political  forces,  however,  resented  the  unpopular- 
ity of  rate  increases  so  much  that  for  considerable 
periods  one  cabinet  after  another  failed  to  give  the  rail- 
roads the  power  to  increase  their  rates  sufficiently. 
Consequently,  the  financial  returns  of  the  railroads 
wer«  unsatisfactory,  and  the  burden  upon  the  public 
finances  increased  from  year  to  year.  The  legislation 
of  August  31,  1937,  creating  the  French  National  Rail- 
road Co.  has  provided  a  new  device  for  avoiding  rail- 
road deficits.  When  the  budget  for  the  ensuing  year 
indicates  that  all  necessary  expenses  will  not  be  cov- 
ered by  estimated  revenues  under  the  existing  tariffs, 
the  company  must  propose  an  adequate  rate  adjust- 
ment. If  the  ministers  of  public  works  and  of  finance 
do  not  approve  such  changes,  they  must  ask  Parlia- 
ment to  appropriate  the  amount  necessary  to  cover  the 
deficit.  If  Parliament  does  not  act  upon  this  request, 
the  rate  adjustments  become  effective.  This  piece  of 
legislation  is  evidence  of  a  growing  conviction  that 
national  railroad  deficits  cannot  be  tolerated;  it  is, 
however,  realized  that  adjustment  of  rates  is  not  alwaj'S 
a  proper  tool  for  avoiding  deficits,  so  an  early  decision 
to  pay  a  certain  subsidy  is  deemed  preferable  to  the 
danger  of  being  surprised  by  deficits  at  the  end  of  the 
year." 

In  Canada,'^  no  reference  is  made  in  the  existing 
laws  to  standards  for  rate  making  similar  to  those 
already  discussed. 

In  Germany '°  the  operation  of  railroads  is  consid- 
ered more  a  public  service  than  a  business.  In  the 
German  post-war  literature,'"  it  is  emphasized  that 
the  main  aim  of  a  state-owned  railroad  system  should 
be  to  provide  adequate  services  for  as  low  rates  as  pos- 
sible. Rates  shoidd  be  fixed  so  that  all  operating 
expenses  and  fixed  charges  are  covered  but  no  em- 
phasis is  laid  upon  making  profits.  In  keeping  with 
these  ideas,  the  German  law  of  August  30,  1924,  pro- 
vided that  the  Ministry,  in  exercising  its  regulatory 
powers,  sliould  not  prevent  the  railroad  company  from 
earning  revenues  necessary  to  cover  operating  expenses 
and  fixed  charges  as  well  as  statutory  dividends  upon 


"  Sherrington,  C.  E.  R.,  The  Economics  of  Rail  Transport  in  Great 
Britain,  London,  vol.  I.  192S,  vol.  II,  2d  ed.,  1937. 

"  Closset,  M.,  **Le  Nouveau  Regime  des  Cbemins  de  Fer  Francais," 
RH'ue  OCnvrale  lies  Chemins  de  Fer,  Paris,  1(137.  2  seni..  p.  22.T  et  seq. 
Dougall,  Herbert  E..  "Railway  rates,  and  Rate  making  in  France  since 
1921,"  Journal  of  Political  Economy,  Chicago.  111.,  1933,  p.  289  et  seq. 
Godfornaux,  R.,  Apercus  de  I'Evolution  des  Chemins  de  Fer  Francais, 
Paris,  1928. 


'5  This  machinery  was  already  functioning  in  1938,  when  Parliament, 
instead  of  appropriating  a  subsid.v  to  the  railroad  company,  decreased 
the  transport  tax  in  order  to  avoid  an  increase  in  rates. 

"Jackman,  W.  T.,  Economic  Principles  of  Transportation,  Toronto, 
193.5.     Henry,  R.  A.  C,  "nailroad  Freight  Rntcs  in  Canada.''  1939. 

"  Hellauer.  Josef.  QueterverUehr,  Jena,  1938. 

"  Cf.,  for  instance,  van  der  Leyen,  A.,  "Eisenbahnen,  Allgemeiner 
Teil,"  Handuoerterbuch  der  Staatsu-issenschaften,  Jena,  1926,  vol.  3 
p.  577  et  seq. 
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Dividends  upon  the  common  shares  (which  were 
preferred  shares,  which  virtually  were  funded  debts, 
owned  by  the  government)  were  not  mentioned  in  this 
connection.  The  German  National  Railroads  never 
paid  dividends  upon  the  common  shares  but  were  able 
to  meet  the  fixed  charges  and  to  pay  dividends  upon 
preferred  shares. 

Legal  provisions  fixing  standards  for  rate  making. 
such  as  those  described,  undoubtedly  have  their 
merits.  In  many  cases,  however,  dire  necessities  have 
overruled  the  good  intentions  of  the  legislators. 

The  next  question  of  general  importance  is  the  prob- 
lem of  the  rate  structure.  The  value-of-service  prin- 
ciple has  been  the  general  basis  for  rate  malcing  as 
long  as  the  railroads  have  tried  to  attract  goods  of 
hisrli  as  well  as  of  low  value  for  haulage.  As  far  as 
the  rate  structure  is  concerned,  the  meaning  was  almost 
the  same  when  the  veteran  of  modern  transportation 
economists,  the  late  Sir  William  Acworth,^'  wrote  of 
"charging  what  the  traffic  will  bear."'  and  when  Ger- 
man officials  and  scholars  advocated  a  rate  structure 
based  on  the  interests  of  the  economic  life  of  the 
country  ("gemeinwirtschaftliches  Tarifsystem").  No 
attempt  will  be  made  to  analyze  the  merits  of  this 
controversial  issue  at  any  length  beyond  the  simple 
statement  that,  according  to  the  conviction  prevailing 
in  many  countries,  cheap  transportation  of  raw  ma- 
terials, such  as  coal,  ore,  and  farm  products,  sliould  be 
facilitated  by  allowing  higher  charges  for  manufac- 
tured goods  and  otlier  commodities  of  higher  value.^* 
This  general  statement  is,  of  course,  subject  to  many 
qualifications.  In  the  United  States  the  costs  of  trans- 
porting raw  materials  which  load  heavily  and  move  in 
bulk,  are  in  many  cases  comparatively  low.  Conse- 
quently, low  rates  for  such  commodities  are  often  re- 
munerative. This  is  not  equally  true,  however,  in  most 
countries  where  facilities  and  equipment  are  not  so 
highly  developed  for  moving  large  quantities  of  goods 
over  long  distances. 

The  issue  of  the  value-rate  structure  had  a  great  bear- 
ing on  rate  policies  when  railroads  had  a  quasi-monop- 
oly ;  it  is  even  more  important  in  solving  the  problems 
of  I'egulating  competing  agencies,  as  will  be  discussed 
later.  At  this  point  it  should  only  be  mentioned  that 
the  value-rates  structure  and  its  preservation  has  played 
and  still  plays  an  important  role  in  rate  policies  in 
Great  Britain,  France,  Germany,  and  Canada.  It  is 
the  general  basis  for  the  classification  of  commodities 
and  the  fixing  of  rates  for  individual  classes  in  these 
countries.     In  numerous  cases,  however,  other  princi- 


ples, in  particular  the  necessity  of  coping  with  the  com- 
petition of  water  and  motor  transportation,  are  govern- 
ing the  fixing  of  individual  rates. 

Personal  discrimination  is  unlawful  in  the  United 
States,  and  up  to  recent  years  this  was  true  in  all  other 
countries.  The  greatest  deviation  from  the  principle 
that  personal  discrimination  should  be  avoided  is  the 
British  system  of  "agreed  charges"  '"  which  was  au- 
thorized by  the  Road  and  Rail  Traffic  Act  of  1933. 
Agreed  charges  are  not  permitted  when  the  traffic  in- 
volved can  be  secured  for  rail  transportation  by  offering 
commodity  rates.  These  charges  have  to  be  established 
by  agreement  between  the  carrier  and  an  individual 
shipper.  The  agreement  includes  the  provision  that 
all  of  the  shippers'  goods  must  be  shipped  by  rail,  with 
minor  exceptions  specified.  No  rule  is  given  by  law  for 
fixing  the  rates.  The  usual  method  is  that  the  total 
freight  charges  which  have  been  paid  for  the  rail  and 
road  traffic  of  the  shipper  in  a  representative  previous 
period  are  used  as  basis  for  computing  an  average  rate 
for  a  weight  or  other  unit  (e.  g.,  nmnber  of  packages). 
This  average  rate  or  a  slightly  reduced  amount  is 
applied  to  the  same  units  of  future  traffic  irrespective 
of  the  kind  of  commodities  and  of  the  length  of  haul- 
age, the  extreme  case  being  tliat  of  a  chain  store,  where 
the  charge  is  determined  hy  a  percentage  of  the  pur- 
chase price  of  all  goods  handled  by  the  store.  Agreed 
charges  have  to  be  approved  by  the  Railway  Rates 
Tribunal.  Shippers  operating  under  the  same  or  simi- 
lar circumstances  as  the  partner  in  a  rate  agreement 
may  apply  for  analogous  charges  to  the  Railway  Rates 
Tribunal.  These  legal  provisions  for  agreed  charges 
apply  to  railroads  only,  since  the  freight  rates  of  other 
modes  of  transportation  are  not  being  regulated."" 

In  Canada  agreed  charges  have  been  permitted  for 
rail,  water,  and  air  carriers  by  the  Transportation  Act 
of  1938.  The  British  example  has  influenced  this  legis- 
lation, but  the  deviations  from  the  acknowledged  prin- 
ciples of  rate  making  have  not  been  so  far-reaching. 
Differing  from  the  British  method,  agreed  rates  in  all 
cases  must  be  expressed  in  cents  per  weight  unit,  train- 
load  rates  being  forbidden.  Agreed  rates  between 
points  served  by  competing  rail  carriers  are  unlawful 
unless  all  these  carriers  join  in  the  agreement.  In 
France  also,-'  the  charter  for  the  newly  created  French 


"  Acworth,  Sir  William  M.,  The  Elements  of  Railway  Economics,  New 
Edition.  Oxtoirl.  1S24.  p.  S3  ct  seq. 

"  Cf.  Conference  Report  on  tlie  Transportation  Act  of  1940,  April  26. 
1940,  7Gth  Cong.,  3d  sess.,  Rept.  No.  201G,  p.  81. 


"  Cf.  Sherrington.  C.  E.  R.,  Transport  Conditions  in  Great  Britain 
and  the  Railicay's  Campaign  for  a  J'Sf/iiare  Deal."  Address  to  the  49th 
Annual  Meeting  of  the  Railway  .Vccounting  Officers.  Fifty-third  Report 
of  the  Railway  -\ccounting  Officers,  .\ssociation  of  .American  Railroads, 
p.  61  et  spq. 

2"  In  1939  over  SaO  agreed  charges  were  in  operation,  representing 
over  4  million  pounds  revenue.  They  are  used  for  higher  class  traffic 
only.     RniUriui  Gazette.  London.  March  31,  19.39. 

^  Aurenge,  M.,  "I^e  Cahier  des  charges  des  lignes  exploits  par  la 
Soci«t«  Nationale  des  Chcmins  de  Fer  Francais."  R6rue  Cinf.rale  des 
Cliemins  do  Fer.  Paris,  1938,  1.  sem.,  p.  S69  et  seq. 
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National  Railroad  Company  has  permitted  agreed 
charges  on  freight  traffic. 

The  system  of  agreed  charges  in  Great  Britain  and 
in  Canada  can  be  considered  as  some  kind  of  compensa- 
tion granted  to  the  railroads  for  not  I'egulating  motor 
carrier  rates.  In  France,  where  motor-carrier  rates 
are  regulated,  everything  seems  to  have  been  done  that 
could  be  of  help  to  the  railroads  in  distress. 

In  the  United  States,  the  level  of  rates,  and  to  some 
extent  the  rate  sti'ucture,  differ  in  the  various  rate 
territories  and  areas,  the  spread  in  the  rates  for  haul- 
ing the  same  commodity  over  the  same  distance  being 
remarkably  high.--  The  United  States  is  so  much 
bigger  in  area  than  any  European  country  (except 
Russia)  that  in  many  instances  comparisons  must  be 
made  very  carefully.  It  should  be  borne  in  mind,  how- 
ever, that  each  of  the  great  European  countries  is  by 
no  means  an  area  of  equal  economic  development.  But, 
except  for  commodity  rates  between  specific  places,  the 
general  level  of  rates,  the  classification  and  the  ratings, 
are  the  same  throughout  the  country  in  Great  Britain, 
France,  and  Germany.  Disadvantages  of  such  a  system 
were  minimized,  when,  through  amalgamation,  rail- 
roads operating  under  less  favorable  conditions  were 
absorbed  by  the  great  networks.  Increasing  the  areas 
to  be  served  under  the  same  financial  responsibility 
means  increasing  the  areas  where  equality  of  rates  can 
be  justified. 

Changes  in  rates  are  initiated  usually  by  the  carriers, 
Abroad,  as  in  this  country,  the  railroads  offer  many 
advantageous  rates  for  certain  parts  of  industry  and 
agriculture  or  sell  cheap  tickets  to  tourists  or  com- 
muters. Insofar  as  this  is  based  on  the  voluntary  de- 
cision of  a  privately  owned  railroad  company,  it  is  a 
matter  of  its  business  policy  and  not  relevant  to  this 
discussion.  Of  interest,  however,  are  actions  initiated 
by  governments  in  order  to  promote  objectives  of  a 
national  economic  or  social  policy  wliich  lie  outside  the 
sphei'e  of  transportation.  In  the  United  States  rate 
regulation  as  a  rule  is  not  exercised  under  these 
aspects.  In  other  coimtries,  many  examples  of  such  pol- 
icies have  been  in  evidence.  As  far  as  the  general  level 
of  rates  was  concerned,  examples  of  Government  action 
of  this  kind  are  not  numerous.  In  Germany,  at  the 
end  of  1931,  the  Government  initiated  measures  in  all 
sectors  of  German  economy  to  reduce  the  general  level 
of  prices.  The  National  Railroad  Co.,  while  suffering 
heavily  from  the  depression,  was  called  upon  to  follow 
this  lead  and  to  decrease  its  general  rate  level  consid- 
erably.   The  company,  althougli  still  autonomous,  did 


not  feel  strong  enough  m  this  period  to  refuse  the  de- 
mand, though  no  hope  could  be  entertained  that  even 
a  part  of  the  resulting  losses  in  revenues  would  be  bal- 
anced by  an  increase  in  traffic.  This  case,  although  an 
exception  in  German  transportation  history,  shows  the 
dangers  involved  in  such  policies  for  sound  conduct  of 
railroad  finances.  It  may  be  noted  that  at  the  same 
time  the  Interstate  Commerce  Commission  in  the 
United  States  authorized  the  railroads  to  increase  the 
rate  level  through  the  so-called  "emergency  charges."  -' 

Many  more  examples  of  public  action  which  were 
designed  to  promote  special  areas,  special  industries, 
export  and  import,  and  agricultural  production  could 
be  enumerated.  Such  efforts  in  some  cases  concerned 
the  classification  of  conunodities,  but  for  the  most  part 
they  were  directed  toward  commodity  rates. 

In  Great  Britain  the  regulatory  agency,  the  Railway 
Rates  Tribunal,  has  not  felt  empowered  to  enforce 
changes  in  rates  to  promote  such  objectives.  The  Gov- 
ermnent,  however,  in  order  to  foster  cheaper  transpor- 
tation, offered  special  compensation  for  this  purpose. 
By  the  Local  Government  Act  of  1929,  a  system  of 
rebates  has  been  introduced  for  shipments  of  agricul- 
tural products,  coal,  and  coke  for  export  and  for  do- 
mestic iron  and  steel  works,  raw  material  for  such 
works,  and  mine  timber.  These  rebates  were  paid 
from  a  fund  into  which  a  certain  proportion  of  local 
taxes  levied  from  the  railroads  was  paid. 

In  Canada  Parliament  took  the  initiative  in  rate 
policies  on  several  occasions.  The  Maritime  Freight 
Rates  Act  of  1927  provided  for  rate  reductions  for  the 
Maritime  Provinces.  Not  only  the  Canadian  National 
Railways,  which  were  involved  primarily,  but  the 
private  railroad  companies  as  well  were  awarded  spe- 
cial compensations  for  losses  in  revenues  incurred  be- 
cause of  these  rate  reductions.  "Wlien  in  1897  the 
Dominion  Government  had  granted  over  3  million  dol- 
lars to  the  Canadian  Pacific  Railwaj's  for  building  a 
new  line  through  the  Crow's  Nest  Pass,  an  agreement 
on  rate  reductions  in  favor  of  the  shippers  of  Western 
Canada  had  been  reached  with  tliis  company.  In  1925 
an  act  of  Parliament  amending  the  Railway  Act  of 
1919  ordered  that  the  low  "Crow's  Nest  Pass"  rates 
should  apply  to  all  grain  and  flour  shipments  east- 
bound  to  Lake  Superior.  No  current  compensation 
was  offered  in  this  case,  and  the  subsidy  given  in  1897 
can  hardly  be  considered  as  compensation  for  rate  re- 
ductions prescribed  in  1925.  In  the  following  years 
reduced  export  rates  on  grain  and  flour  were  also  fixed 
by  the  Board  of  Railway  Commissioners  for  shipments 
eastbound  to  Quebec  and  westbound  to  Vancouver. 


^  Cf.  Hearings  on  Omnibus  Transportation  Bill,  76th  Cong..  1st  ses3., 
vol.  I,  p.  811. 


'The Fifteen  Percent  Case,  1931,  178  I.  C.  C.  539. 
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In  Germany  -•*  during  the  period  from  1924  to  1933 
the  railroad  company  published  a  series  of  new  com- 
modity rates  -which  had  ostensibly  been  initiated  by  the 
Government,  designed  to  reduce  prices  of  food,  to  aid 
industries  in  distressed  areas,  and  to  encourage  export. 
From  1933  on,  after  the  present  regime  had  come  into 
power,  a  great  number  of  new  commodity  rates  were 
established  in  order  to  promote  all  kinds  of  govern- 
mental objectives.  Among  these  were  production  of 
substitutes  (synthetic  rubber,  artificial  wool,  synthetic 
oil,  and  potatoes  for  use  in  breadstuffs),  use  of  low- 
grade  ores  for  steel  production,  of  fertilizers  in  agri- 
culture, building  of  new  settlements  for  workers,  aid 
for  distressed  areas  (border  districts,  flooded  areas), 
and  construction  of  forums  and  buildings  for  party 
rallies.  Special  export  rates  and  other  commodity  rates 
which  facilitated  competition  with  trade  routes  out- 
side of  Germany  were  designed  to  assist  the  foreign 
trade  policy  of  the  Government.  Tliese  freight-rate 
reductions  have  their  counterpart  in  an  increasing  num- 
ber of  special  passenger  fares  introduced  to  aid  the 
social  and  racial  goal  of  the  Government.  In  1938,  73 
percent  of  all  revenue  passengers  traveled  at  reduced 
fares.^°  This  great  number  of  rate  and  fare  reduc- 
tions implied  sacrifices  on  the  part  of  the  railroads 
which  they  could  bear  without  difficulties,  however, 
since  the  industrial  recovery  had  considerably 
improved  their  financial  status. 

This  discussion  shows  that  there  are  ample  oppor- 
tvmities  for  using  transportation  charges  as  an  efficient 
instrument  of  promoting  national  and  social  objectives. 
Whether  such  tools  should  be  utilized  in  a  democracy 
appears  to  be  an  issue  of  fundamental  importance. 
Another  matter  for  further  consideration  would  be  to 
what  extent  privately  owned  transportation  agencies 
should  be  protected  against  losses  resulting  from  such 
methods  of  public  action. 


-'Reports  of  the  German  National  Railroads  (Oeschaeftesierichte  der 
Dcutschen  Eeichal)tthn    [Gesellschaft] ). 

"The  following  items  tal;en  from  a  full  list  of  special  tares,  published 
in  the  1937  Report  of  the  National  Railroads,  may  be  of  interest  for 
different  reasons,  the  figures  indicating  the  percentage  of  reduction  : 
20^3  percent,  vacation  ticl^ets  ;  25  percent,  round-trip  ticliets  ;  33%  per- 
cent, weeli  end  ticltets  (including  ticl<ets  for  holidays  and  Wednesdays)  ; 
tourists  (9-29  persons)  ;  foreign  visitors  of  fairs ;  40  percent,  vacation 
trains  ;  40-49  percent,  round  trips  to  East  Prussia  ;  50  percent,  children 
(4-10  years)  ;  families  with  more  than  4  children  ;  tourist  parties  (over 
29  persons)  :  sportsmen  traveling  to  games  ;  personnel  of  societies  aiding 
ill  persons  and  unfortunate  girls  ;  ill  persons  ;  blind  persons  ;  veterans  ; 
disabled  veterans  of  war  and  invalids  of  the  national-socialist  revolu- 
tion ;  student  tiel;ets  ;  worlimen  ticl;ets ;  SA  men  (brown-shirts);  spe- 
cial tourist  trains  (at  least  SOD  persons)  ;  60  percent,  foreigners  and 
Germans  living  abroad  ;  special  tourist  trains  (at  least  600  persons)  : 
vacation  trains  to  East  Prussia ;  62-65  percent,  military  personnel ;  SS 
men  (blaclt  shirts)  ;  compulsory  worlj  service;  62-82  percent,  worlcmen 
weelily  ticliets ;  75  percent,  special  trains  for  the  National  Socialist 
party  organization  "Strength  through  Joy,"  and  to  rallies  of  the  Na- 
tional Socialist  party  ;  100  percent,  persons  accompanying  disabled  war 
veterans  and  invalids  of  the  National  Socialist  revolution. 


The  Relationship  Between  the  Different 
Modes  of  Transportation 

Development  of  New  Facilities 

As  in  tlie  United  States  during  the  period  following 
the  World  War,  a  remarkable  development  of  new 
transportation  facilities  has  taken  place  abroad.  In 
Middle  and  Western  Europe,  most  of  the  capital  ex- 
penditures for  railroads  were  devoted  to  improvement 
and  modernization  of  existing  lines.  The  tendency  to- 
ward increasing  speed  of  operation  resulted  in  con- 
tinuous efforts  to  provide  for  efficient  equipment  and 
for  heavier  and  better  rails.  Automatic  air  brakes  on 
freight  cars,  which  had  been  in  common  use  in  the 
United  States  a  long  time  before  the  World  War,  were 
not  used  in  Europe  at  all  before  the  1920's.  At  this 
time,  the  European  countries  started  programs  for 
equipping  locomotives  and  freight  cars  with  such  de- 
vices. Automatic  couplers  are  still  not  used  there, 
except  for  specific  purposes  (e.  g.,  suburban  trains). 
The  efforts  sponsored  by  the  League  of  Nations  to 
develop  an  international  finance  and  construction  pro- 
gram for  automatic  couplers  were  unsuccessful.  In 
North  and  Middle  Europe  and  in  Italy  electrification  of 
of  railroad  lines  has  made  great  progress.  In  Russia,^^ 
entirely  new  rail  lines  have  been  built  by  the  Govern- 
ment on  a  large  scale  in  connection  with  industrial 
expansion  programs.  Table  1  shows  the  development 
of  the  length  of  line  and  of  the  traffic  as  reported  from 
Russian  sources.  The  increase  in  freight  traffic  seems 
to  be  considerably  higher  than  could  be  reasonably 
expected. 

Table  1. — Railroad  Operations  in  Russia,  1913  and  19S8 


Miles  operated 

Passengers  carried -millions-. 

Passenger-miles. do 

Freight millions  of  tons.. 

Freight millions  of  ton-miles-- 


1913 

1938 

36,888 

52, 865 

185 

1,178 

15,  671 

59, 000 

132 

516.3 

40,  830 

208,  740 

Percent 

increase, 

1913-38 


146 
637 
377 
391 
612 


Source:  Britannica  Book  of  the  Year,  1941,  p.  687;  cf.  also  Modern  Transport,  Lon- 
don, March  23,  1940,  p.  7;  V.  S.  Department  of  Commerce,  Foreign  Railway  News, 
March  23,  1940,  p.  7. 

Note. — No  responsibility  can  be  assumed  for  the  accuracy  of  these  figures. 

In  Canada,  railroad  construction  during  this  period, 
except  for  completion  of  the  lines  to  the  Hudson  and 
James  Bays,  was  mostly  confined  to  the  building  of 
new  branch  lines. 

The  rise  of  motor  transpoilation,  which  has  been  the 
outstanding  event  in  American  transportation  history 


»  Tverskoy,  K.  N.,  The  Unified  Transport  System  of  the  U.  8.  S.  R., 
London,  1936  ;  "Transport  in  Soviet  Russia,"  Modern.  Transport,  lK)n- 
don,  1940,  March  23,  p.  7  et  seq..  May  4,  p.  11  et  Beq.,  June  1,  p.  7 
et  seq. 
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in  the  post-war  period,  was  not  so  turbulent  in  other 
countries.  Table  2  shows  a  comparison  of  the  figures 
involved. 

Table  2. — Motor  Vehicle  Registrations  in  Leading  Countries  for 
Selected  Years 

[Number  of  vehicles  in  thousands] 

PASSENGER  VEHICLES 


Private  cars: 

1926 

193S 

Buses: 

1926 

1938 

Total: 

1923 

1926 

1938 


U.  S.  A. 


17,465 
25.  151 

58 
132 

10.  794 
17,  622 
25.283 


Canada 


645 
1.156 

2 
2 

473 

647 

1,158 


Great 
Britain 


661 
1,846 


353 

679 

1,932 


Fiance 


450 
1,745 

35 
39 

201 

485 
1,780 


Germany 


215 
1.416 

6 
13 

83 

220 
1,429 


TRUCKS 

1923     

1,445 
2,432 
4,202 

36 
73 
217 

145 

224 
490 

95 
250 
468 

46 

1926 

107 

1938 

3SS 

TOTAL  MOTOR  VEHICLE  REGISTRATIONS 

1919 

7,569 
12,239 
19.  954 
29.486 

337 

609 

720 

1,375 

255 

498 

903 

2,423 

202 

296 

735 

2,251 

75 

1923     

129 

1926 

327 

1938 

1,816 

POPULATION  PER  VEHICLE 

1919 

14 
9 
6 
4 

21 
17 
12 
8 

180 
88 
49 
19 

198 
133 
54 
18 

866 

1923 

411 

1926 

194 

1938 

42 

Source:    Automobile  Manuiacturers  Association,  Automobile  Facts  and  Figures, 
Washington,  D.  0. 

For  the  years  prior  to  1923,  only  figures  for  total  regis- 
trations are  available,  and,  for  the  years  prior  to  1926, 
no  figures  for  busses  are  available. 

Nevertheless,  in  Europe  and  in  Canada  the  increasing 
needs  of  motor  transportation  also  made  large  road- 
building  programs  unavoidable.  Federal,  State,  and 
local  Governments  have  spent  large  amounts  for  the 
construction  and  improvement  of  highways.  In 
EuroiDe,  highways  restricted  to  motor  traffic  only  were 
built  first  in  Italy,  partly  as  private  undertakings  and 
as  toll  roads.  In  Germany  the  construction  of  the 
Reichsautobahnen  started  after  the  present  regime 
came  into  power.^^  The  tendency  to  foster  motor 
transportation  generally  and  to  provide  jobs  was  the 
leading  idea,  rather  than  military  reasons,  when  a 
public  corporation  was  chartered  for  this  purpose  in 
1933  as  a  subsidiary  of  the  German  National  Railroads. 
The  railroads  offei'ed  considerable  personnel  and  finan- 
cial assistance,  but  were  not  able  to  exert  much  influ- 
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ence  upon  tlie  policies  adopted.  In  1939  the  ties  be- 
tween the  National  Railroads  and  the  Reichsautobahnen 
were  severed  almost  entirely.  The  Reichsautobahnen 
were  planned  as  a  country-wide  system  of  superhigh- 
ways connecting  all  important  cities,  the  total  program 
including  4,300  miles.  This  pi'ogram  was  extended, 
particularly  after  Germany  acquired  Austria  and  parts 
of  Poland.  At  the  end  of  1938  almost  2,000  miles  had 
been  completed  and  600  miles  were  under  construction. 
Tolls  are  not  levied  on  these  roads. 

Experience  gained  during  the  World  War  gave 
European  governments  incentive  for  new  works  on 
waterways.  Many  schemes  have  been  developed  for 
improving  the  main  rivers  and  the  existing  canals  as 
well  as  for  constructing  canals.  Achievements  in  river 
improvements  have  been  numerous.  The  most  im- 
portant new  canals  which  were  completed  by  the  re- 
spective governments  in  this  period  were:  in  the 
Netherlands,  the  Juliana  Canal  (Zutphen  to  Enshede) ; 
in  Belgium,  the  Albert  Canal  (Liege  to  Antwerp)  ; 
and  in  Germany,  the  Mittelland  Canal  (Hannover  to 
Magdeburg),  which  links  the  Western  and  Eastern 
German  river  systems.  Other  projects  are  under  con- 
struction. In  Russia,  large  river  improvements  and 
new  canals,  connecting  the  river  systems  of  the  White, 
the  Baltic,  the  Black,  the  Azov,  and  the  Caspian  Seas, 
are  completed  or  under  construction  by  the  government. 
In  Canada,  the  Welland  Ship  Canal  (connecting  Lake 
Erie  and  Lake  Ontario)  was  completed. 

Air  transportation  will  be  mentioned  only  briefly. 
In  Europe  and  in  Canada  an  increasing  network  of 
airways  has  been  developed.  The  most  spectacular 
success  has  been  the  system  of  scheduled  flights  between 
Great  Britain  and  her  dominions  and  colonies  over- 
seas. 

Pipe  lines  of  any  great  length  are  not  in  operation 
in  Europe  or  Canada.  Of  high  commerical  value,  and 
at  the  present  time  of  great  political  importance,  are 
the  oil  pipe-line  system  in  Rumania,  the  pipe  lines 
between  Baku  and  Batum,  Russia  (Black  Sea),  and  the 
two  lines  from  Iraq  to  Syria  and  to  Palestine  (Medi- 
terranean). 

This  short  resume  of  development  of  additional  fa- 
cilities in  so  many  fields  gives  rise  to  the  question  as 
to  whether  these  activities  were  based  on  thorough 
planning  following  studies  of  the  potentialities  of  the 
existing  transportation  systems  and  of  future  economic 
and  social  traffic  needs  in  larger  areas.  Such  work  is 
in  progress  in  some  places,^'  but  the  complaints  about 


"  Yolk,  Franz,  Der  Aufbau  der  Oesellschajt  Reichsautobahnen,  Leip- 
zig, 1935. 


^  In  Germany,  for  instance,  a  Government  agency,  "Eeichsstelle  fiir 
Raumordnung,"  Is  In  charge  of  such  studies  in  cooperation  with  trans- 
portation authorities  and  agencies.  Cf.  Raumforschung  and  Raumord- 
nung. Special  issue.  Veriehr  and  Raumordnung,  Berlin,  1939,  No.  4/6, 
p.  149  et  seq. 
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overdevelopment  of  traffic  facilities  which  could  be 
heard  in  many  countries  indicate  that  much  remains  to 
be  done  in  coordinated  efforts  toward  efficient  planning. 

Competition  and  Coordination 

The  increase  of  facilities  and  equipment  abroad  cre- 
ated new  issues  =^  which  were  similar  in  essence, 
although  in  many  cases  different  in  scope,  to  those  con- 
fronting the  United  States  in  the  recent  period. 

In  the  thirties,  railroads  were  suffering  not  only  from 
the  world-wide  depression,  but  also  from  losses  in 
traffic  which  new  competitors  gained.  Traffic  condi- 
tions differed  considerably,  however,  in  different  coun- 
tries. Table  3  shows  freight-traffic  trends  of  various 
railroad  systems  as  compared  with  that  of  class  I  rail- 
roads in  the  United  States. 


Table    3.— Index    Nu>n1)ers    of    Freight    Traflic    Trends, 

to  19S9 

[Freight  ton-miles  in  1929=1001 

UNITED  STATES  OF  AMERICA 


19S0 


National  railroad  systems 

~ 

1930 
80 

1931 
69 

1932 
62 

1933 
56 

1934 
60 

1936 
63 

1936 
76 

1937 
81 

1938 
65 

1939 

74 

CANADA 

83 
83 

74 

74 

65 
69 

58 
64 

65 
69 

68 
72 

75 
78 

76 
80 

73 
83 

86 

Canadian  Pacific  Railways             -  . 

96 

GREAT  BRITAIN 

London  Midland  &  Scottish  Railway. 

94 
99 
94 

86 
98 
84 

80 
93 

78 

80 
92 
80 

80 
9(i 
86 

88 
95 
88 

94 
95 
92 

99 
97 
100 

89 
90 
90 

FRANCE 

Soci6t§  Nat.  des  Chemins  de  Fer  i- . . 

98 

89      76 

74 

71 

65 

71 

76 

64 

GERMANY 

German  Nat.  Railroads -  - 

80 

67 

.58     63 

75 

83 

93 

104 

2123 

Sources:  Interstate  Commerce  Commission  Reports  on  the  Statistics  of  Railways 
in  the  United  States,  Washington.  D.  C.  Bulletin  de  I'Union  Internationale  des 
Chemins  de  Fer,  Paris,  April-May  1939.  Reports  of  the  Canadian  National  and 
Canadian  Pacific  Railways. 

I  1930-37,  the  7  great  systems. 
'  Includes  Sudetenland. 

As  these  figures  reveal,  the  changes  in  volume  of 
traffic  in  Great  Britain  were  comparatively  moderate. 
American  and  German  figures  indicate  almost  the  same 
losses  after  1930.  German  traffic  recovered  in  recent 
years  during  tlie  rearmament  and  government-spend- 
ing period.  In  France,  the  greatest  decline  occurred 
later  than  in  America  and  Germany,  but  almost  no 
upward  trend  is  recorded  since  then. 

These  changes  in  railroad  traffic  with  the  resulting 
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losses  in  revenues  more  than  anything  else  drew  the 
attention  of  many  governments  to  the  growing 
competition  of  the  different  modes  of  transportation. 

Road  and  Rail 

Licensing. — The  most  urgent  problems^"  have  been 
presented  by  road  and  rail  competition.^^  The  in- 
creasing traffic  handled  by  private  car  and  private 
truck  made  successful  government  interference  particu- 
larly difficult.  In  most  countries  no  decisive  steps  have 
been  taken  to  regulate  private  carriers  effectively  other 
than  to  provide  for  safety  of  operations.  In  France 
private  carriers  of  property  were  forbidden  to  carry  re- 
turn loads  for  compensation.  Wlien  operating  over  a 
certain  distance,  they  had  to  pay  the  same  transport  tax 
as  commercial  carriers,  and  i5rivate  vehicles  weighing 
over  12  metric  tons  had  to  be  licensed.  Licenses  for  new 
vehicles  were  issued  only  when  no  public  road  or  rail 
services  were  available.  In  Great  Britain  private 
carriers  of  property  must  obtain  a  license  ("C"  license 
for  "ancillary  users"),  but  this  license  is  issued  when 
the  safety  requirements  have  been  met  without  exami- 
nation as  to  whetlier  any  traffic  demand  for  such  service 
exists.  The  most  far-reaching  restrictions  of  private 
carriers  exist  in  two  of  the  British  dominions,  viz; 
South  Africa  and  Western  Australia.  In  both  coun- 
tries, as  in  the  other  Australian  States,  transportation 
policies  were  directed  toward  protection  of  the  gov- 
ernment-owned railroads.  In  the  two  countries  men- 
tioned, private  operators  carrying  their  own  goods  in 


^  The  special  problems  of  taxation,  safety,  and  other  police  matters, 
as  well  as  those  of  the  protection  of  labor,  are  beyond  the  scope  of  this 
discussion. 


"Mance.  Sir  H.  Osborne.  The  Road  and  Rail  Transport  Problem, 
London,  1940;  Long,  W.  Rodney.  Transport  Control  Abroad,  V.  S.  De- 
partment of  Commerce,  Trade  Promotion  Series,  No.  196,  Washington. 
D.  C.  1939  :  Wohl.  Paul,  and  Albitreccia,  A..  Road  and  Rail  in  Forty 
Countries,  London,  1935  ;  Chester.  D.  N.,  Public  Control  of  Road  Pas- 
senger Transport,  Manchester,  1936  ;  Delanney,  L.,  Goods  Transport  by 
Rail  and  Road,  Rates  and  Regulations  in  France,  Modern  Transport, 
London,  1939,  October  7,  p.  5  ;  Aitchison,  Clyde  B.,  State  Control  of 
Transport  Services  and  Rates  in  Great  Britain,  The  .\nnals  of  the 
American  Academy  of  Political  and  Social  Science,  Philadelphia.  Janu- 
ary 1939.  p.  185  et  seq. ;  Walker,  Gilbert,  Road  and  Rail — A  Study  of 
the  Competition  of  Two  Industries ;  Der  Stand  der  Gleichordnung  von 
Eisenhahn-und  Strassenverl^er  in  Frankreich.  Von  einem  Franzosis- 
cben  Eisenbahnfachniann.  Archiv  fiir  Eisenbahnwesen,  Berlin,  1939. 
u.  395  et  seq.      Hellauer,  Josef,   op.  cit. 

31  Most  important  legislation  on  motor-carrier  regulation  : 
Great  Britain. — Road  Traffic  Act  of  1930  (Passenger),  Road  and  Rail 
Traffic  Act  of  1933  (Freight),  Road  Traffic  Act  of  1934,  Road  Traffic  Act 
of  1937  ;  Regulations  of  1935,  1936,  1937  ;  Road  Haulage  Wages  Act  of 
1938   (Labor). 

France. — .\  series  of  decree-laws  were  issued  since  1934.  The  decree- 
law  of  November  12,  1938,  and  the  decree  of  January  12,  1939,  Anally 
codified  and  amended  all  previous  legislation. 

Germany. — Licensing  was  introduced  by  the  emergency  decree  of  Octo- 
ber 6,  1931.  Further  legislation — passenger  :  law  of  December  4,  1934, 
decree  of  March  26,  1935,  law  of  December  6,  1937;  freight:  law  of 
June  26,  1935,  decree  of  March  27,  1936,  Reichskraftwagentarif  of 
March  30.  1936,  decree  of  February  2,  1938. 

Union  of  South  Africa. — Motor  Carrier  Transportation  .\ct  of  1930, 
amended  1932,  1934,  1937. 

Australia. — Legislation  was  enacted  in  New  South  Wales  1930,  1931, 
1932;  in  Queensland  1932,  1938;  in  South  Australia  1930,  1931,  1932, 
1933.  1934,  1936  ;  in  Tasmania  1930,  1933,  1935,  1936,  1938,  1939  ;  in 
Victoria  1932,  1933,  1935  ;  and  in  Western  Australia  1933,  1938. 
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the  course  of  commercial  activities,  are  treated  like 
commercial  carriers  and  are  subject  to  the  same  strict 
licensing  requirements  which  make  competition  with 
railroad  or  highways  services  operated  by  the  railroads 
almost  impossible.  Exempted  from  these  restrictions, 
among  other  operators  of  minor  importance,  are  owners 
of  farm  trucks  who  are  permitted  to  carry  their  own 
farm  products  to  markets,  mills,  railroad  stations,  and 
to  transport  goods  of  any  kind  for  their  own  use  as 
return  loads.?^ 

As  far  as  commercial  carriers  are  concerned,  similar 
methods  are  in  use  abroad  as  are  provided  for  in  the 
American  Motor  Carrier  Act  of  1935  which  has  re- 
quired application  for  certificates  of  public  convenience 
and  necessity  for  common  carriers  and  of  permits  for 
contract-carriers.  "Licensing"  will  be  used  as  the  term 
for  procedures  of  this  kind.  When  certain  types  of 
commercial  operators,  while  applying  for  licenses,  must 
prove  that  the  traffic  demand  requires  their  services, 
licensing  is  used  as  a  tool  for  limiting  the  motor 
carrier  business.  In  Great  Britain,  licenses  are  re- 
quired in  the  case  of  commercial  carriers  of  passengers 
and  property.  Carriers  of  property  which  undertake 
for-hire  business  only  must  apply  for  "A"  licenses  as 
"iJublic  haulers."  Carriers  which  do  partly  com- 
mercial and  partly  private  business  apply  for  "B" 
licenses  ("limited  cari'iers").  Different  from  Amer- 
ican methods,  licenses  are  granted  for  a  limited  period 
only;  they  indicate  the  number  of  vehicles  permitted 
for  use,  and  new  licenses  are  required  for  additional 
vehicles.  In  charge  of  licensing  are  regional  Traffic 
Commissioners  (Licensing  Authorities).  In  France, 
also,  licensing  was  required  for  commercial  carriers  in 
the  passenger  and  freight  service  and  the  same  was  true 
in  Germany  where  the  rules  were  particularly  strict. 
From  1933  to  1938  the  issuance  of  new  licenses  was 
discontinued  entirely.  The  imminent  war  and  the  con- 
sequent need  for  trucks  on  a  large  scale  when  the  West 
wall  was  being  built  necessarily  changed  this  policy. 

Licenses  for  commercial  carriers  com^Deting  with 
raih'oad  services  are  not  issued  at  all  in  Western 
Australia,  and  only  a  few  exceptions  from  this  rule 
are  permitted.  In  the  other  Australian  States  and  in 
South  Africa  ^^  licensing  is  used  to  a  great  extent  to 


''  The  Commissioner  of  Railways  of  Western  Australia  complains  that 
the  provisions  for  limiting  return  loads  are  often  not  adherod  to  and 
recommends  new  legislation.  Cf.  Western  Australia.  Report  of  the 
Government  Railways  *  •  •  for  the  years  ended  June  30,  1939 
(p.  11)  and  June  30,  1040  (p.  10). 

^  Special  methods  employed  by  the  South  African  Railroads  to  pro- 
mote rail  transportation  include  the  "transport  reciprocity  clause"  in 
railway  tenders,  which  means  that  bids  for  railroad  materials  and  sup- 
plies can  only  be  submitted  by  contractors  who  undertake  the  liability 
of  using  rail  or  road  services  operated  by  the  railroads  exclusively  for 
transportation  of  all  their  goods.  A  contract  stipulating  the  same  lia- 
bility is  required  from  importers  who  want  to  avoid  increased  wharfage 
charges  at  the  harbors  operated  by  the  railroads. 


protect  the  government-owned  railroads.  This  is 
achieved  in  New  South  Wales,  South  Australia,  and 
Tasmania  by  levying  sjDecial  charges  as  license  fees. 
The  charges  consist  of  a  percentage  of  the  revenues  in 
Tasmania,  of  a  lump  sum  or  a  percentage  of  the  gross 
earnings  in  South  Australia  and  of  a  comparatively 
high  fixed  amount  per  traffic  unit  in  New  South  Wales. 
If  a  license  is  granted  at  all  for  traffic  competitive  with 
railroad  services  the  charges  are  usually  higher  than 
those  for  noncompetitive  traffic.  It  is  of  interest  that 
in  Australia  a  court  review  found  that  the  imposing 
of  charges  of  this  kind  on  interstate  traffic  by  the  State 
of  New  South  Wales  was  unconstitutional.  Victoria 
seems  to  be  the  only  Australian  State  where  motor 
transportation  is  treated  somewhat  liberally  and  where 
a  "gi-andfather  clause"  protects  carriers  which  had 
operated  during  a  certain  period  before  the  enactment 
of  the  licensing  regulation.^^  The  significance  of  dif- 
ferent treatment  of  long  and  short-distance  traffic  in 
most  of  the  countries  mentioned  will  be  discussed  later. 

In  Canada  no  action  was  taken  on  a  bill  introduced  in 
Parliament  by  the  Ministry  of  Transport  which  would 
have  provided  for  licensing  and  other  Federal  regula- 
tion of  highway  transportation,  nor  has  there  been 
much  progress  reported,  of  closer  cooperation  in  this 
field  by  the  Provincial  Governments.^^ 

Coordination. — Many  attempts  have  been  made  to 
bring  the  conflicting  carrier  interests  into  closer  rela- 
tionship. In  Germany  the  project  was  under  consid- 
eration for  years  to  gi'ant  the  railroads  a  monopoly  for 
long-distance  trucking.     This  plan  was  finally  rejected. 

In  Eire  the  Koad  Transport  Act  of  1932  and  1933 
required  licenses  for  commercial  motor  carriers  of  pas- 
senger and  freight.  By  the  Act  of  1933  the  railroads 
were  encouraged  to  engage  in  motor-passenger  and 
freight  services.  They  were  given  unrestricted  licenses 
for  these  services  and  were  empowered  to  take  over  any 
passenger  or  freight  license  from  other  commercial 
carriers  upon  payment  of  compensation.  Failing 
agreement,  there  should  be  arbitration.  Following  this 
legislation  the  railroads  obtained  almost  a  complete 
monopoly  of  highway  passenger  services.  They  also 
took  over  a  great  proportion  of  the  trucking  business 
but  they  were  not  able  to  acquire  all  of  the  business  and, 
being  limited  in  their  rate  making  by  regulation,  they 
could  not  cope  with  the  competition  of  the  remaining 
independent  truckers  whose  rates  were  not  regulated 


••Many  complaints  about  this  policy  are  voiced  in  the  reports  of  the 
Victorian  Railway  Commissioners.  Cf.  Report  for  the  years  ended  June 
30.  1939  (p.  43)  and  1940  (p.  10),  Melbourne. 

'^Report  of  the  Royal  Commission  on  Dominion-Provincial  Relations, 
1940,  ("Sirvis  Commission")  Book  2,  p.  187  et  seq.  Cf.  for  provincial 
motor  vehicle  and  traffic  regulations,  and  for  the  influence  of  the  unregu- 
lated motor  competition  upon  the  railroad  rates  structure:  Canada 
Year  Book  19i0,  Ottawa,  1941,  p.  568  et  seq. 
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and  of  the  private  carriers.  The  raih-oads,  which  had 
paid  considerable  amounts  acquiring  licenses,  suffered 
great  losses.  Investigations  are  underway  preparatory 
to  introducing  new  legislation. 

In  Northern  Ireland  the  exclusive  power  of  operating 
busses  and  trucks  for  hire,  including  pick-up  and  de- 
livery services  to  railroad  stations,  was  vested  in  a 
public  corporation,  the  Road  Transport  Board,  under 
the  Road  and  Rail  Transport  Act  of  1935.  A  pool  of 
net  receipts  was  to  be  formed  with  the  railroads,  so 
that  the  road  and  rail  operating  agencies  had  a  common 
jfinancial  interest.  This  scheme  was  not  successful. 
The  Road  Board  operated  at  a  deficit,  the  railroads 
which  had  lost  their  road  transport  business  were  not 
satisfied,  and  the  use  of  private  trucks  increased. 
Studies  were  being  made  before  the  outbreak  of  the  war 
for  preparing  new  legislation.  Both  the  schemes  of 
Eire  and  that  of  Northern  Ireland  were  doomed  to 
failure,  owing  mainly  to  the  particular  circumstances 
prevailing  in  these  areas.  Therefore  they  offer  only 
a  slight  basis  for  final  judgment  as  to  whether  it  would 
be  possible  under  more  favorable  conditions  to  over- 
come the  fundamental  difficulties  of  any  monopoly  or 
quasi  monopoly  of  this  kind. 

A  quasi  monopoly  of  road  and  rail  transportation 
was  in  operation  in  Rumania  for  some  time.  In  1934 
the  "Autonomous  Railroad  Administration"  was  given 
the  exclusive  right  to  operate  passenger  and  freight 
services  over  a  limited  number  of  highways  parallel 
to  the  rail  lines.  Under  these  provisions  the  railroads 
operated  some  bus  lines  and  a  small  number  of  trucks. 
The  motor  carriers  complained  about  the  restriction  of 
their  activities,  and  the  shippers  were  not  satisfied 
with  the  freight  services  offered.  In  1938  the  highway 
mileage  over  which  the  railroads  had  a  monopoly  was 
reduced.  In  1939  the  monopoly  was  abolished  because 
it  was  felt  that  the  existing  number  of  highway  vehi- 
cles did  not  constitute  a  serious  threat  to  the  railroads, 
and  the  restrictions  on  highway  transportation  were 
not  in  the  public  interest.  This  Rumanian  example  is 
mentioned  because  it  seems  to  be  a  typical  case.  Truck 
operation  by  railroads  can  be  a  useful  instrument  for 
improving  the  service  when  a  well-devised  plan  of  sup- 
plementing rail  services  through  road  operations  is 
carried  out.  There  is,  however,  a  great  temptation  for 
railroad  management  to  use  monopolistic  rights  to 
oppress  road  services  more  or  less  entirely.  The  result 
is  a  handicap  to  the  sound  development  of  motor  trans- 
portation in  the  country  involved. 

An  often-cited  example  of  coordination  of  road,  rail, 
and  river  transport  is  the  organization  of  the  London 
Passenger  Transport  Board.  Since  this  discussion  is 
concerned  particularly  with  intercity  transportation, 
the  achievements  of  the  Board  can  be  mentioned  only 


briefly.  Under  the  London  Passenger  Transport  Act 
of  1933,  as  amended  in  later  years,  the  Board  operates 
all  subways,  streetcars,  busses,  and  passenger  steamers 
in  the  London  urban  and  suburban  area.  It  also  has 
operating  and  pooling  agreements  with  the  four  rail- 
road companies  for  the  operation  of  their  suburban 
lines.  The  Boaid  has  worked  very  satisfactorily  as  can 
be  judged  by  its  financial  returns  and  its  high  reputa- 
tion which  is  evident  from  many  comments  in  English 
publications.  It  must  be  remembered,  however,  that  its 
activities  are  limited  to  passenger  services. 

Many  more  examples  seem  to  indicate  that  it  is 
easier  to  bring  competitors  together  in  passenger  trans- 
portation than  in  freight  business.  This  is,  in  par- 
ticular, true  in  cases  where  the  railroads  have  been 
able  to  acquire  financial  interests  in  existing  or  new 
bus  lines.  American  railroad  companies  made  con- 
siderable investments  in  bus  companies.  The  same  took 
place  in  Great  Britain  where,  under  the  Road  Trans- 
port Acts  of  1928,  the  railroads  were  empowered  to 
enter  the  motor  transportation  field  by  ruiming  their 
own  busses  and  trucks  or  by  acquiring  interests  in 
motor  transportation  companies.  As  far  as  passenger 
services  were  concerned,  British  railroads  made  ample 
use  of  these  possibilities.  The  carriers  as  well  as  the 
general  public  felt  satisfied  with  the  results. 

Trucking  has  also  been  undertaken  by  the  British 
railroads  not  only  in  the  pick-up  and  delivery  service 
but  over  long  distances  as  well.  These  attempts, 
however,  were  not  large  in  scope  and  proved  to  be  of 
little  value  for  solving  the  rail  and  road  problems. 
The  same  has  been  true  in  Germany.  The  National 
Railroads  with  the  consent  of  the  goverimient  have 
operated  a  limited  number  of  trucks  in  local  and  long 
distance  traffic.  More  interesting  is  their  cooperation 
with  forwarding  agencies,  one  of  them  a  subsidiary, 
in  improving  less-than-carload  services  and  holding 
down  the  cost  of  cartage.  They  also  have  started  bus 
services  on  a  small  scale,  in  particular,  express  lines 
over  the  superhighways.  However,  neither  in  Great 
Britain  nor  in  Germany  does  the  volume  of  motor 
services  operated  by  the  railroads  represent  any  con- 
siderable proportion  of  the  total  traffic  moving  over 
highways.  A  different  situation  exists  in  South  Africa. 
There  the  government-owned  railroads  engage  in  truck 
transportation  coordinated  with  their  rail  services  on 
an  increasing  scale  and  carry  a  great  proportion  of  the 
motor  freight  traffic  of  the  country.  Since  these  activ- 
ities, as  mentioned  above,  are  protected  against  competi- 
tion by  commercial  and  to  some  extent  by  private  car- 
riers the  operating  results  for  the  railroads  are  satis- 
factory.^" 


^'  In  France  rail  carriers  were  not  encouraged  by  the  Government   to 
operate  road  services. 
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Special  methods  for  division  of  function. — As  far  as 
passenger  service  is  concerned  another  German  Gov- 
ernment agency,  the  Post  Office  Department,  is  en- 
gaged in  road  transportation.  Even  after  the  rail- 
roads were  already  operating  the  main  arteries  of  the 
trade  routes  the  Post  Office  Department  of  the  German 
states  continued  to  use  their  horse-ch-awn  mail  coaches 
for  the  service  over  feeder  lines.  It  was  a  natural 
step  for  them  to  put  motorbusses  into  service  when  tliis 
proved  useful.  The  Post  Office  Department  of  the 
Reich,  which  took  over  the  state  systems  in  1920,  has 
adopted  the  same  policy  and  has  increased  the  pas- 
senger services  considerably.  Since,  with  few  excep- 
tions, no  lines  parallel  to  the  railroads  have  been  oper- 
ated, conflicts  about  competitive  traffic  have  been 
avoided.  This  example  of  the  division  of  functions 
between  government  agencies  is  also  an  example  of 
the  division  of  traffic  between  rail  and  motor  carriers. 
It  fits  in  with  the  theory  often  advanced  that  short 
distance  traffic  and  traffic  of  light  density  can  be 
handled  more  economically  by  road  than  by  rail. 
There  is  a  difference  of  opinion,  however,  as  to  whether 
such  a  division  of  traffic  should  Ije  favored  by  govern- 
ment action.  In  Great  Britain  strict  licensing  re- 
quirements, which  include  proof  that  the  traffic  de- 
mand necessitates  the  services  in  tlie  public  interest 
and  that  suitable  traffic  facilities  are  not  already  aA'ail- 
able,  have  applied  equallj'  to  short-  and  long-haul  com- 
mercial transportation  (A  and  B  licenses).  In  Ger- 
many long-distance  carriers  only  have  been  subjected 
to  strict  licensing  of  this  kind.  In  France,  licensing 
requirements  have  been  stricter  for  long-distance  than 
for  short-distance  carriers.  Furthermore,  in  both 
comitries  short-distance  operators  are  not  subject  to 
regulation  of  rates,  as  will  be  explained  later.  Exemp- 
tions from  strict  licensing  requirements  for  short- 
distance  operators  are  also  in  evidence  in  South  Africa 
and  in  the  Australian  states. 

Somewhat  different  from  these  methods  used  to  dis- 
courage long-distance  motor  traffic  are  those  for  divid- 
ing main  and  branch  line  traffic,  or,  in  other  words, 
traffic  of  high  and  low  density.  After  the  British 
Government  had  empowered  the  railroads  to  enter  the 
bus  business,  they  closed  down  rail  passenger  services 
on  over  700  miles  of  branch  lines,  since  the  bus  com- 
panies in  which  the  railroads  had  financial  interests 
furnished  adequate  services  on  these  routes.^^  In 
France,  under  the  legislation  which  has  come  into 
effect  since  1934,  agreements  were  required  between 
railways  and  bus  operators  for  exchange  of  passenger- 
miles  in  order  to  enable  the  railroads  to  close  the  pas- 
senger traffic  on  branch  lines  whereas  the  bus  operators 


"Sherrington,  C.  E.  R.,  A.  Hundred  '^eara  oj  Inland  Transport,  Lon- 
don, 1934,  p.  343. 


had  to  discontinue  their  services  paralleling  main  rail 
lines.  These  agreements  were  parts  of  regional  plans 
for  coordination  of  services.  Before  the  outbreak  of 
the  present  war,  5,800  miles  of  railway  were  completely 
and  3,100  miles  partly  closed  to  passenger  traffic,  and 
the  complete  or  partial  closure  of  an  additional  400 
miles  was  under  consideration.  Bus  services  were 
introduced  superseding  the  rail  services.  The  far- 
reacliing  influence  of  these  changes  can  be  illustrated 
by  the  fact  that  the  9,300  miles  involved  represent  23 
percent  of  the  total  French  railway  system.  Consid- 
erable economies  are  reported  as  a  result  of  these 
measures. 

The  French  methods  for  division  of  freight  traffic 
tended  to  limit  the  quantities  hauled  by  trucks.  Agree- 
ments about  traffic  quotas  were  required  by  law  between 
road  and  rail  operators.  These  quotas  had  to  be  based 
on  the  traffic  of  previous  periods.  Excess  over  quotas 
could  be  permitted  upon  payment  of  a  toU  to  the  rail- 
roads. No  results  could  be  gained  from  the  working 
of  these  quota  arrangements,  since  up  to  the  outbreak 
of  the  present  war,  the  agreements  had  not  been  com- 
pleted. It  is  needless  to  say  that  such  a  scheme  is 
particularly  apt  to  help  the  railroads  and  to  decrease 
road  competition. 

Regulation  of  Rates. — Bus  fares  are  regulated  in 
Great  Britain,  France,  and  Germany  as  well  as  in 
South  Africa  and  in  most  of  the  Australian  states.  No 
issue  of  any  importance  came  up  in  tliis  field. 

The  problems  concerning  freight  rates  are  much 
more  complex.  The  main  issues  are  whether  motor- 
carrier  rates  should  be  regulated  at  all,  whether  such 
regulation,  if  any,  should  be  used  to  restrict  their 
activities  in  order  to  protect  other  carriers,  and  whether 
it  should  be  a  tool  for  preserving  the  value  rate  struc- 
ture of  the  railroads,  a  question  already  discussed 
briefly.  In  the  United  States,  motor-carrier  rates  are 
regulated  but  equality  of  rates  is  not  prescribed  by  law 
noi  aimed  at  by  regulation.  The  objective  of  regu- 
latory action  is  a  proper  balance  between  road  and 
rail  rates,  whereby  the  cost  of  service  plays  an  increas- 
ing role  in  cases  decided  recently.  This  American 
solution  can  be  considered  as  a  middle  course  between 
two  extreme  possibilities,  represented  on  the  one  hand 
by  the  method  in  use  in  Great  Britain — no  regulation 
of  motor-carrier  rates — and  on  the  other  hand,  by  the 
method  adopted  in  France  and  in  Germany — enforced 
equality  of  road  and  rail  rates. 

In  Great  Britain,  the  freedom  of  motor  carriers  from 
rate  regulation  was  the  reason  why  the  railroads  in 
their  "Square  Deal"  campaign,  as  already  mentioned, 
demanded  freedom  in  rate  making  for  themselves. 
This  was  not  granted,  but  the  tendency  expressed  in 
the  1939  report  of  the  Transport  Advisory  Council  is 
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to  encourage  agreements  on  rates  between  the  different 
carriers  in  cooperation  with  the  shippers.  It  is  sug- 
gested, but  no  legal  action  has  been  tali;en,  that  motor- 
carrier  rates  fixed  by  agreements  should  become 
enforceable  by  making  such  rates  a  part  of  the  condi- 
tions of  the  licenses.  The  rate  making  of  the  railroads 
should  become  more  flexible.  The  standard  revenue 
should  no  longer  be  the  basis  for  the  rate  level.  The 
provisions  against  personal  discrimination,  and  dis- 
crimination between  places  should  be  lessened  if  the 
rates  as  such  are  reasonable.  These  proposals  assume, 
however,  that  the  regulations  of  railroad  rates  by  the 
Railway  Rates  Tribunal  should  be  continued  to  some 
extent.  Should  these  suggestions  become  the  basis  for 
new  legislation  the  railroad  operators  would  gain  con- 
siderable discretionary  power,  but  the  road  operators 
would  lose  a  good  deal  of  their  present  freedom.  It 
can  be  assumed  that  road  and  rail  rates  fixed  by  such 
agreements  would  at  least  be  similar.  To  what  extent, 
however,  the  value  rate  structure  would  be  preserved 
by  such  methods  can  hardly  be  predicted. 

In  France,  agreements  on  freight  rates  to  be  reached 
by  the  diiferent  carriers  in  cooperation  with  the  ship- 
pers were  also  prescribed  by  law.  Motor-carrier  rates 
had,  as  a  matter  of  principle,  to  be  equal  to  rail  rates 
but  a  simpler  classification  was  used.  Special  charges 
for  pick-up  and  delivery  had  to  be  levied  by  motor 
carriers.  It  is  reported,  however,  that  the  road  and 
rail  rates  were  not  strictly  equal  for  all  commodities, 
goods  of  higher  value  being  transported  somewhat 
more  cheaply  by  road  than  by  rail. 

The  German  legislation  of  1935  has  been  stricter  m 
flatly  prescribing  that  carrier  rates  must  be  the  same  as 
rail  rates.  From  1936,  when  the  first  motor-carrier 
tariff  was  published,  to  1938,  the  motor  carriers  were 
permitted  to  charge  the  higher  class  rates  and  a  limited 
number  of  commodity  rates  only.  This  limitation  was 
repealed  in  1938;  from  then  on  all  class  rates  and  all 
commodity  rates  which  were  of  interest  to  motor  car- 
riers were  available  to  them.  The  previous  require- 
ment that  motor  carriers  should  levy  special  charges 
for  pick-up  and  delivery  was  repealed  also.  Regula- 
tions such  as  those  enacted  in  France  and  in  Germany 
involve  great  limitations  on  motor  carriers.  It  is  not 
astonishing  that  in  Germany  at  least  they  were  dissat- 
isfied with  this  solution.^^  Rate  regulation  is  also  in 
force  in  South  Africa  and  in  some  of  the  Australian 
states.  Equality  of  rail  and  motor-carrier  rates  is 
not  prescribed  by  law  in  these  countries. 

Where  distribution  of  functions  between  rail  and 
road  opei-ators  had  to  become  a  part  of  a  national 


transportation  policy,  nothing  could  be  achieved  by  a 
policy  of  laissez-faire.  Little  evidence  exists  as  yet  of 
successful  operation  of  transportation  monopolies,  so 
the  last  resort  has  been  limitations  imposed  in  one  way 
or  another  on  the  carriers  in  spite  of  the  undesirable 
effect  of  such  a  policy  upon  technical  progress  and 
enterprise  in  the  industries  involved.  This  is  the  not 
very  encouraging  result  of  all  the  methods  studied  and 
put  into  effect  in  other  countries. 

Organization  of  the  Motor  Carrier  Industry 

The  French  and  German  ^^  governments  created 
strong  organizations  of  the  commercial  carriers  of  prop- 
erty and  used  them  for  enforcement  of  the  regula- 
tions. In  German}',  membei-ship  in  the  organization  is 
compulsory;  in  France,  it  was  not  compulsoi-y  in  a 
formal  sense,  but  commercial  operators  who  were  not 
members  are  subject  to  special  supervision  by  govern- 
ment inspectors  and  are  subject  to  a  transport  tax  twice 
as  high  as  that  of  members.  In  both  countries,  the 
organizations  were  made  responsible  for  their  members 
abiding  by  the  tariffs  and  other  rules.  In  Germany,  the 
organization  operates  distributing  centers  for  freight 
traffic  which  in  emergencies  may  prove  an  expedient 
instrument  for  influencing  the  handling  of  traffic. 

Water 

Water  carriers,^"  for  a  long  time  the  only  competitors 
of  the  railroads,  have  for  the  most  part  been  protected 
rather  than  limited  by  public  action.  Abroad,  gov- 
ernments, as  a  rule,  have  paid  little  attention  to  studies 
made  by  scholars  about  the  cost  to  the  coimnunity  of 
water  transportation,  all-inclusive  costs  being  con- 
sidered. 

Tolls  on  public  waterways,  if  levied  at  all,  have 
mostly  been  confined  to  canals,  usually  as  more  or  less 
nominal  charges.  British  canals,  unlike  those  in  other 
European  countries  and  in  Canada,  have  been  built  and 
operated  by  private  companies.  Since  they  are  not 
constructed  according  to  uniform  standards  of  width 
and  depth,  and  the  locks  in  particular  have  different 
dimensions,  through  traffic  often  cannot  move  over 
several  canals  without  unloading.  Amalgamation  of 
canal  companies,  which  had  improved  this  situation 
was  not  favored  by  those  railroads  in  control  of  some 
of  the  canals. 

"Wlien  in  the  thirties  the  overdevelopment  of  traffic 
facilities  began  to  endanger  not  only  railroads  and 


=»Cf.  Hauptvciivaltung  dfs  HcirJislirdft'icagcnbetriebsver'bandes.  R.   K. 
B.  Bericht,  Jena,  1938. 


^'Ibid.;  Homberger,  Ludwig  M.,  "Coordination  o£  Road  and  Rail 
Transport  and  the  Organization  of  the  Trucking  Industry,"  17  Journal 
of  Land  and  Public  Utility  Economics,  21G. 

'"  Moulton,  Harold  G.,  Waterwaus,  Inland,  Encyclopaedia  of  the  Social 
Sciences,  New  York,  1935,  vol.  VIII,  p.  377  et  seq. ;  Napp-Zinn,  Anton 
Felix,  Binnenschiffahrt  utid  Eisenbahn,  Leipzig,  1928;  Closset,  M.,  op. 
cit. 
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motor  carriers,  but  also  the  water  carriers,  some  gov- 
ernments considered  imposing  restrictions  on  water 
transportation.  Licensing  has  been  used  for  this  pur- 
pose in  a  way  similar  to  that  in  the  motor-carrier  field. 
In  France,  under  the  regulations  of  1934,  licenses  were 
required,  and  a  license  for  a  new  vessel  may  not  be 
issued  unless  a  vessel  in  service  at  that  time  was 
retired.  The  Canadian  Transport  Act  of  1938  re- 
quires licenses  for  water  carriers  operating  over  inland 
waterways,  jDctween  Great  Lake  ports,  and  in  the  coast- 
wise trade.  There  are,  however,  far-reaching  exemp- 
tions. In  particular  all  traffic  in  bulk  commodities  is 
exempted  as  well  as  intercoastal  traffic,  traffic  between 
the  Maritime  Provinces  and  Great  Lakes  ports,  traffic 
in  the  Maritime  Provinces,  and  on  the  eastern  part  of 
the  St.  Lawrence  river.  In  Germany,  the  Minister  of 
Transport  has  been  authorized  by  the  laws  of  1933  to 
restrict  even  the  use  of  existing  equipment;  the  owners 
being  compensated  out  of  funds  of  the  industrial  asso- 
ciations, measures  designed  primarily  to  protect  the 
water-carrier  industry  against  uneconomic  expansion, 
not  to  limit  it  in  favor  of  rail  and  liighway  carriers. 
Under  the  present  regime,  as  well  as  in  previous  peri- 
ods, the  Goverimient  has  sponsored  water  transporta- 
tion through  regulation  of  railroad  rates  by  forbidding 
competitive  rail  rates  in  many  cases  and  by  demanding 
special  rates  to  and  from  inland  ports  even  for  com- 
modities which  could  have  been  hauled  over  the  rails 
all  the  way  through. 

In  France,  the  policy  of  dividing  the  functions  of 
the  different  modes  of  transportation  included  water- 
ways. Private  carriers  were  forbidden  to  do  for-hire 
business.  Regional  commissions  were  appointed  which 
prepared  rules  for  the  division  of  traffic,  and  arranged 
for  agreements  on  rates  between  rail  and  water  car- 
riers. Water  transportation  was  considered  a  con- 
venient way  to  haul  bulk  commodities  of  low  value. 
Commercial  carriers  were  required  to  apply  for  permis- 
sion when  they  intended  to  engage  in  traffic  in  other 
commodities,  such  permission  being  denied  imless  traf- 
fic of  the  same  kind  had  moved  over  waterways  in  pre- 
ceding periods.  This  method  is  adopted  to  prevent 
water  carriers  from  taking  the  "cream"  away  from  the 
railroads  which  have  the  duty  of  service. 

In  Great  Britain,  no  regulation  of  rates  or  other  re- 
strictions are  in  evidence.  Some  voluntary  cooperation 
between  canal  and  railroad  companies  has  developed, 
sponsored  by  the  Transport  Advisory  Council. 

In  France  and  Germany  railroads  have  operated 
water  services  to  a  limited  extent.  British  and 
Canadian  railroads  do  a  large  shipping  business,  and 
British  railroads  also  own  and  operate  extensive  dock 
facilities. 


To  sum  up,  the  coordination  of  all  modes  of  trans- 
portation can  hardly  be  achieved  without  including 
water  transportation  in  the  general  scheme  of  public 
action.  This  has  been  realized  in  different  countries. 
It  is,  however,  of  interest  to  note  that  in  some  quarters 
much  hesitation  exists  about  adopting  a  comprehensive 
system  of  regulation  in  this  particular  field. 

Air 

Air  transportation  ^^  has  not  yet  entered  the  com- 
petitive struggle  between  the  different  modes  of  trans- 
portation. As  in  the  United  States,  public  action 
abroad  has  been  mostly  concerned  with  measures  for  in- 
creasing the  safety  and  reliability  of  scheduled  flights, 
with  the  construction  of  airports,  the  maintenance  of 
airways,  and  aids  to  air  carriers  through  mail  con- 
tracts'*- and  other  forms  of  subsidies.  Regulation  of 
transportation  charges  has  as  a  rule  been  a  consequence 
of  dealing  with  the  subsidy  problem.  With  few  excep- 
tions air  transportation  is  in  the  hands  of  privately 
operated  companies.  In  almost  all  European  countries 
as  well  as  in  Canada,  national  air  companies  are  in 
existence,  most  of  them  formed  through  amalgamation 
with,  or  absorption  of  smaller  companies.  In  many 
countries,  such  as  Great  Britain,  France,  Germany,  the 
Netherlands,  Denmark,  and  Canada,  the  governments 
have  invested  public  funds  in  these  companies,  or  have 
undertaken  to  guarantee  capital  and  interest.  They 
usually  possess  voting  rights  and  representation  on  the 
boards. 

International  cooperation  between  air  carriers  is 
based  on  treaties  between  governments  and  on  the  work 
of  the  International  Air  Traffic  Association,  formed  in 
1919,  of  which  most  European  companies  and  some 
companies  operating  in  other  continents  are  members. 
In  Europe,  air  traffic  between  countries  has  usually 
been  arranged  on  the  principle  of  reciprocity. 
European,  as  well  as  American,  companies  had  consid- 
erable interests  in  other  continents,  in  particular  in 
South  America  and  in  the  Far  East. 

Friendly  relations  of  air  carriers  with  rail  and  other 
operators  have  facilitated  some  degree  of  cooi^eration. 
British  and  Canadian  railroads  have  financial  inter- 
ests in  air  companies.  South  African  Airways,  wliich 
operates  all  scheduled  air  services  within  the  Union, 
is  owned  entirely  by  the  South  African  railways.  In 
France,    a    committee    of    the    Transport    Advisory 


*^  Van  Zandt,  J.  Parker,  European  Air  Transport  on  the  Eve  of  War, 
1939,  Northfield,  Vt.,  1940 ;  Ziegler,  Joseph,  Die  Bedeutung  des  Luft- 
linicnverkefirs  im.  7ieu:eitlichen  Transportsystem,  Dresden.  1938; 
Schnitzler,  Reinhold,  Luftverkelir,  Berlin,  1938. 

*^  In  Europe,  first-class  letter  mail  is  transported  by  air  over  many 
routes  without  extra  charge  when  this  method  means  quiclier  delivery, 
but  this  Is  optional  on  the  part  of  the  post  otHce  .Tnil  not  a  matter  of 
right. 
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Council,  "Fer-Air-Mer,"  was  in  charge  of  coordination 
of  rail,  air,  and  ocean  transportation.  Combined  re- 
turn tickets  were  introduced.  A  similar  kind  of  co- 
operation between  railroads  and  air  carriers  exists  in 
Germany.  Tickets  can  be  used  there  on  railroads  when 
scheduled  flights  have  to  be  cancelled  for  teclmical 
reasons  and  baggage  of  air  passengers  can  be  checked 
at  railroad  stations  without  extra  charge.  No  conflicts 
between  air  and  other  carriei-s  are  in  evidence. 

Organization  of  Railroads 

Cooperation — Consolidations 

In  all  parts  of  the  world,  railroads  came  into 
existence  as  units  of  limited  size.  Many  expanded  dur- 
ing the  Nineteenth  century.  At  the  begmning  of  the 
Twentieth  century,  in  no  important  country  was  there 
one  system  covering  the  territory  of  the  whole  nation. 
In  the  following  period,  the  increasing  speed  in  opera- 
tion, and  new  methods  of  communication  changed  the 
concept  of  distance,  and  consequently  of  the  size  of 
areas  which  should  be  served  by  a  single  agency.  World 
War  experience  added  to  these  tendencies.  Both  for 
the  Allies  and  for  Germany  and  her  confederates  there 
were  instructive  examples  of  the  advantages  derived  by 
operating  in  large  areas  under  unified  control. 

The  development  after  the  World  War  was  twofold. 
On  the  one  hand,  throughout  Europe  (with  the  excep- 
tion of  Russia)  railroad  cooperation  was  much  im- 
proved by  concerted  action  of  government  and  man- 
agement.^^ The  legal  provisions  for  passenger  and 
freight  traffic  were  unified.  Schedules  for  long  dis- 
tance passenger  and  freight  services  were  prepared. 
Common  rules  for  technical  devices  (brakes,  couplers, 
and  containers)  were  adopted.  The  existing  regula- 
tions for  interchange  of  passenger  and  freight  cars 
were  revised. ^^  Railroad  transportation  in  this  area 
would  have  presented  a  jDicture  of  cooperation  similar 
to  that  in  the  area  covering  the  United  States,  Mexico, 
and  Canada,  if  the  work  of  the  transportation  experts 
had  not  been  upset  by  the  increasing  difficulties  of 
money  exchange  and  other  trade  barriers.  On  the 
other  hand,  in  various  countries  the  opinion  about  the 
advisability  of  encouraging  interrailroad  competition 
changed  gradually.  In  Great  Britain,  after  the  World 
War,  many  suggestions  were  made  to  nationalize,  or 
at  least  to  unify,  the  great  number  of  existing  railroad 
networks  in  oi-der  to  improve  operating  results,  but 
much  opposition  was  voiced  against  such  a  solution. 


The  Railways  Act  of  1921  did  not  provide  for  Govern- 
ment operation.  Under  this  Act,  however,  about  120 
railroad  companies  were  amalgamated  into  four  com- 
panies; the  London,  Midland  and  Scottish  (6,845 
miles), *^  the  London  and  North  Eastern  (6,349  miles), 
the  Great  Western  (3,782  miles),  and  the  Southern 
Railway  companies  (2,169  miles).  But  the  areas  to 
be  served  by  each  of  the  new  companies  were  not  clearly 
defined.  In  many  instances,  it  remained  possible  to 
use  different  routes  for  journeys  and  shipments  between 
the  same  points  until  in  the  1930's  the  Government  per- 
mitted pooling  arrangements  between  the  companies, 
eliminating  railroad  competition  almost  entirely. 

The  French  main-line  system  consisted  up  to  the 
end  of  1937  of  five  privately  operated  and  two  govern- 
ment-operated units.  Railroad  competition  was  not 
much  in  evidence,  but,  as  already  described,  public  finan- 
ces were  adversely  affected  by  rail  deficits.  The  Govern- 
ment, therefore,  wanted  to  increase  its  influence  upon 
the  management  and  to  secure  all  possible  economies 
through  unification.  By  the  decree  of  August  31, 1937, 
the  main-line  railroads  were  amalgamated  into  the 
French  National  Railroad  Company  (26,520  miles) 
which  started  operation  January  1, 1938. 

In  Germany,  for  many  decades,  the  greatest  part  of 
the  railroad  system  had  been  owned  and  operated  by 
the  eight  major  states.  These  networks  had  served 
primarily  the  areas  of  the  states,  but  for  traffic  over 
longer  distances  some  competition  had  taken  place. 
Under  the  law  of  March  30,  1920,  the  state  railroads 
were  amalgamated  into  the  German  National  Railroads 
(39,851  miles).  Political^''  and  economic  considera- 
tions were  the  reasons  for  this  decision. 

The  main  railroad  system  of  Canada  *''  consists  of 
two  great  networks :  the  privately  owned  and  operated 
Canadian  Pacific  Railway  (21,257  miles)  and  the  gov- 
ernment-owned Canadian  National  Railways  (23,790 
miles) .  At  the  end  of  the  World  War  the  network  of 
the  Canadian  Pacific  was  completed  through  new  con- 
struction and  absorption  of  other  lines  except  for  in- 
significant extensions  in  later  years.  The  Canadian 
National  Railways  was  created  in  1919  through  amal- 
gamation of  railroads  already  under  government  opera- 
tion and  of  those  which  were  taken  over  because 
private  operations  had  failed  to  attain  financial  success. 
Wliereas  the  Canadian  Pacific  was,  up  to  recent  years, 
a  profitable  enterprise,  the  Canadian  National  had  con- 
siderable financial  difficulties.  Amalgamation  of  the 
two  corporations,  either  through  nationalization  of  the 


*•  WoU,  Paul,  Die  Deutsche  Reichsbahn  und  ihre  Beziehungen  zu  aus- 
liindischen  Eisenbahnen,  Berlin,  1931. 

"  As  example  of  good  cooperation  there  may  be  mentioned  also :  or- 
ganization ot  clearing  houses  for  interline  accounting  and  publication 
by  the  great  systems  of  consolidated  time  schedules  (official  guidebooks) 
for  international  passenger  and  freight  services,  which  show  all  connec- 
tions between  important  points. 


"^  Mileage  figures  are  for  1938  unless  otherwise  indicated. 

•°  It  is  almost  forgotten  that  the  agreement  of  the  Bavarian  Govern- 
ment to  the  amalgamation  was  the  compensation  for  assistance  In  the 
reconquest  of  Munich,  occupied  at  that  time  by  Communist  rebels. 

"  de  T.  Glazebrook,  G.  P.,  A  History  of  Transportation  in  Canada, 
Toronto,  1938.     Jackman,  W.  T.,  op.  cit. 
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Canadian  Pacific  or  by  making  this  company  the  basis 
for  management,  was  often  proposed  ^'  but  was  rejected 
by  the  Duff  Commission  appointed  in  1931  to  investi- 
gate the  transportation  situation  in  Canada.  The  Ca- 
nadian National  and  Canadian  Pacific  Act  of  1933  has 
established  legal  provisions  for  closer  cooperation  be- 
tween the  two  railroads.  Not  much  progress  can  be 
recorded  as  result  of  this  legislation. 

Finallj',  an  example  might  be  given  of  a  smaller 
coimtry  where  nationalistic  tendencies  have  influenced 
transportation  policies.  The  Turkish  railroad  system  *^ 
had  consisted,  after  the  World  "War,  of  several 
privately  owned  railroads  which  had  been  financed 
mostly  by  foreign  capital.  In  the  following  period  a 
growing  state  railroad  system  was  developed  by  new 
construction  and  the  acquisition  of  the  privately 
operated  lines.  At  the  end  of  1937,  2,100  miles  of 
private  railroads  were  nationalized  and,  with  1,967 
miles  of  newly  constructed  lines,  amalgamated  mto  a 
system  of  4,067  miles.  Nearly  700  miles  were  under 
construction  at  that  time.  This  enabled  the  govern- 
ment to  initiate  a  policy  of  promoting  the  economy  of 
the  country  besides  taking  advantage  of  the  unification 
of  operations. 

This  survey  reveals  how  different  the  imderlying 
reasons  were  for  the  same  development  in  various 
countries.  It  remains  to  be  seen  what  economic  results 
were  obtained  through  all  these  amalgamations.  Not 
much  can  be  reported  in  this  respect  about  Canada.  In 
France,  the  period  which  elapsed  between  the  unifica- 
tion and  the  beginning  of  the  present  war  was  too  short 
to  gain  much  experience.  The  reports  about  Turkey 
are  favorable.  In  Great  Britain  and  Germany,  the 
conmion  opinion  is  that  the  service  has  been  improved 
and  considerable  economy  achieved.  The  savings  can- 
not be  expressed  in  figures  because,  as  C.  E.  R.  Sher- 
rington ^°  points  out,  "the  conditions  have  not  been 
static  and  the  state  of  coeteris  paribus  has  never  ob- 
tained." However,  a  study  of  the  situation  in  both 
countries  indicates  that  overhead  exjjenses  have  been 
curtailed  and  duplication  of  services  and  facilities 
abolished.  Train  operation  without  regard  for  former 
boundaries,  standardization  of  materials  and  equip- 
ment, improved  work-shop  organization,  and  centrali- 
zation of  research  have  increased  the  efficiency.  In 
Great  Britain  the  problem  of  the  weak  lines  was  solved 
through  absorption  into  stronger  units.  In  Germany, 
after  the  amalgamation,  all  areas  of  the  country  could 
properly  be  cared  for  including  those  with  low  density 


*'Cf.  Beatty,  E.  W.,  The  Queetion  of  Railway  Vniflcation,  The  Annals 
of  the  American  Academy  of  Political  and  Social  Science,  September 
1936,  vol.  187,  p.  164  et  seq. 

"Dieckmann,  Die  Tiirkisohen  Staataeiaeniahnen,  Archiv  fuer  Eisen- 
bahnwesen,  Berlin,  1938,  p.  739  et  seq. 

"A  Hundred  Teara  of  Inland  Tranaport,  London,  1934,  p.  318. 


of  traffic,  such  as  the  rural  districts  of  Southern  Ger- 
many and  East  Prussia  where  facilities  and  services 
were  greatly  improved.  Already  in  1920  equal  rates 
throughout  Germany,  based  on  a  scale  tapering  with 
distance,  were  established  not  only  in  order  to  in- 
crease the  movement  of  traffic  but  also  to  aid  the 
development  of  areas  lacking  natural  resources.  Table 
4  shows  the  size  of  railroads  under  unified  management. 

Table  4. — Mijes  of  Travel  and  Ton-Mileage  of  Railroads 
Under  Unified  Management,  1938 


Railroads 


Russian  National  Railroads 

German  National  Railroads 

French  National  Railroads 

Canadian  National  (system) 

Canadian  Pacific  (system) 

Southern  Pacific  Railways 

South  African  Railways 

New  Yort  Central  (system) 

Pennsylvania  (system) -,. 

London,  Midland,  and  Scottish 


Miles 
operated 


52,665 
39,851 
26,520 
23,790 
21,257 
16,299 
13,238 
11.  303 
10,923 
6,845 


Freight 
ton-miles 
(miUions) 


244, 873 
47, 797 
16,204 
14, 505 
13,359 
15,  457 

6,643 
23,171 
27, 735 

5,880 


Sources:  Interstate  Commerce  Commission,  Statistics  of  Railways  in  the  United 
States,  Washington,  D.  C.  Bulletin  de  V  Union  Inlematinale  des  Chemim  des  Fer, 
Paris,  April-May  1939;  Poor's  Publishing  Company,  Poor's  Railroad  Volume, 
New  Yorlf;  Universal  Directory  of  Railway  Officials  and  Railway  Yearbook,  1939-1940, 
London.    Britannica  Book  of  the  Year,  IBfl,  Chicago. 

'  cf.  Note  to  table  I  p.  310. 

A  striking  example  of  the  disadvantages  deriving 
from  the  lack  of  unification  is  presented  by  the  railroad 
situation  in  Australia.  The  greater  part  of  the  network 
is  owned  and  operated  by  the  States  and  a  smaller  part 
by  the  Commonwealth  Government.  The  total  mileage 
on  the  mainland  is  26,591  miles  of  which  6,132  miles 
have  a  gauge  of  5  feet  3  inches,  7,296  miles  a  gauge  of  4 
feet  81/2  inches,  13,011  miles  a  gauge  of  3  feet  6  inches, 
122  miles  a  gauge  of  2  feet  6  inches,  and  30  miles  a  gauge 
of  2  feet.  It  goes  without  saying  that  this  lack  of 
uniformity  hampers  through  traffic  considerably. 
Efforts  made  by  the  Commonwealth  Government 
toward  standardization  of  gauges  and  coordination  of 
railroad  services  have  not  as  yet  met  with  success." 

EfiScient  Management 

Efficiency  in  railroad  management''-  depends  largely 
on  the  form  of  organization ;  government  ownership  or 
private  ownership.  Many  attempts  have  been  made  to 
find  yardsticks  for  measuring  results  obtained  under 
the  different  forms  in  use.  Comparisons  of  inter- 
national figures,  however,  such  as  profits  and  losses, 


•^  Commonwealth  of  Australia,  Report  on  Commomcealth  Railaaya 
Operations  for  the  year  ended  June  SO,  19SS,  Canberra. 

"  Splawn,  Walter  M.  W.,  Qovernment  Ownership  and  Operation  of 
Railroads,  New  York,  1928  ;  Daggett,  Stuart,  Principles  of  Inland  Trans- 
portation, revised  edition.  New  York,  1934,  chapters  XXXVI  et  seq.  (in 
the  3d  edition  (1941)  most  of  the  Information  on  foreign  railroads  is 
omitted)  ;  Wltte,  Bernhard,  op.  cit. ;  Association  of  American  Railroads, 
Private  Ownership  and  Operation  versus  Oovernment  Ownership  and 
Operation  of  Railroads  in  the  United  States,  1939;  Sorrell,  Lewis  C, 
Government  Ownership  and  Operation  of  Railways  for  the  United  States, 
New  York,  1937. 
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operating  ratios,  and  average  revenues  per  passenger 
and  per  ton-mile,  though  throwing  interesting  side- 
lights, do  not  serve  this  purpose.  This  has  been  par- 
ticularly true  in  recent  years  v^hen  numerous  currencies 
have  lost  stability  and  when  their  value  in  inter- 
national markets  has  differed  from  the  buying  power 
in  the  homeland. 

In  some  European  countries,  such  as  Hungary,  Yugo- 
slavia, Poland,  Russia,  and  Germany  (until  1924)  rail- 
roads have  been  operated  by  government  departments, 
or  by  government  agencies  ("General  Directions") 
working  under  immediate  orders  of  the  respective  de- 
partments. Such  form  of  organization  has  the  dis- 
advantage that  successful  conduct  of  the  railroad  busi- 
ness can  hardly  be  expected  through  employing  the 
usual  methods  of  government  administration.  This 
applies  in  particular  to  budgeting  and  financial  control 
as  well  as  to  the  problems  of  personnel.  When  not 
only  the  higher  officials  but  also  the  great  mass  of 
clerks,  station  agents,  train  crews,  and  foremen  are  in 
the  civil  service  "  it  is  not  feasible  to  reduce  the  number 
of  employees  promptly  in  accordance  with  decreasing 
traffic  requirements.  This  is  even  more  difficult  than 
it  proves  to  be  in  the  United  States  under  the  existing 
agreements  between  managements  and  labor.  Further- 
more, it  is  difficult  to  retain  in  railroad  service  out- 
standing administrators  and  men  of  high  technical  skill 
when  paid  under  civil-service  classifications.  The  great- 
est handicap  for  efficient  management,  however,  is  the 
role  which  undesirable  political  pressure  plays  in  gov- 
ernment-operated railroads.'^*  These  considerations 
have  led  to  world-wide  studies  as  to  whether  an  organ- 
ization could  be  devised  for  govennnent-owned  rail- 
roads which  would  secure  efficient  managerial  methods 
and  eliminate  political  intei'ference.  For  a  considerable 
period,  many  experts  held  that  "autonomy"  of  railroads 
would  best  serve  these  objectives.^^  What  railroad 
"autonomy"  means  will  be  illustrated  first  by  discussing 
some  of  the  experiments  undertaken  in  different 
countries. 

The  largest  government-owned  railroad  system  which 
was  organized  as  an  autonomous  corporation  was  the 


^^  The  term  "civil  service"  is  used  here  to  indicate  a  well-protected 
public  employment  in  which,  alter  a  comparatively  short  period,  the 
employee  acquires  a  permanent  status.  It  is  realized  that  in  many  re- 
spects the  present  American  civil  service  is  a  more  flexible  institution 
than  that  in  European  countries. 

"  It  seems  worthwhile  to  note  that  throughout  the  world  the  mall 
service  has  for  centuries  been  in  the  hands  of  government  departments, 
which  in  most  European  countries  operate  telegraph  and  telephone  also. 
Public  interest  usually  centers  less  in  these  activities  than  it  does  in 
railroad  constru<tion,  services,  and  charges.  Therefore,  few  complaints 
have  been  voiced  about  political  interference  in  the  communication  fields. 

'=An  interesting  American  study  on  these  lines  is  the  Federal  Coordi- 
nator's "Tentative  Plan  for  Public  Ownership  and  Operation  of  Railroad 
Systems  of  United  States,"  Regulation  of  Railroads,  S.  Doc.  No.  119. 
73d  Cong.,  2d  sess.,  p.  13  et  seq.,  p.  82  et  seq. 


German  National  Railroad  Company.^^  It  was  formed 
under  the  laws  of  August  30,  1924,  which  had  to  be 
enacted  under  the  provisions  of  the  London  Agreement 
of  August  16,  1924,  following  the  recommendations  of 
the  Dawes  Plan  for  the  settlement  of  Germany's  rep- 
arations. The  international  interest  was  concerned 
with  creating  an  organization  apt  to  secure  the  pajTnent 
by  the  company  of  a  considerable  portion  of  Germany's 
reparations.  The  main  provisions  of  these  laws  can 
be  summarized  as  follows:  (1)  The  ownership  of  the 
railroad  facilities  and  of  the  equipment  rested  with  the 
Reich,  the  company  being  in  charge  of  operations.  (2) 
The  common  shares  of  the  company  belonged  to  the 
Reich.  A  limited  amount  of  preferred  shares  could 
be  offered  to  the  public.  (3)  The  Company  had  to 
operate  in  accordance  with  business  principles,  due 
regard  being  paid  to  Germany's  economic  interests. 
(4)  The  Board  of  18  members,  half  of  whom  were 
nominated  by  the  Government,  half  by  the  Trustee 
representing  the  Reparation  Bonds,  were  to  control 
the  management  and  to  decide  all  questions  of  impor- 
tance. ISIembers  of  the  governments  or  parliaments 
were  not  eligible  for  the  Board.  The  directorate  in 
charge  of  the  management  consisted  of  the  Director 
General  and  Directors  (vice  presidents)  appointed 
by  the  Board,  such  appointments  being  subject  to  con- 
firmation by  the  President  of  the  Reich.  (5)  The 
Government  had  the  right  to  supervise  proper  mainte- 
nance of  the  property  and  adequate  services  as  well 
as  to  regulate  rates  and  fares.  (6)  Differences  between 
the  Government  and  the  company  could  be  submitted  to 
a  special  tribunal.  (7)  "National  Railway  Officials" 
included  employees  of  all  ranks  who  under  Govern- 
ment operation  would  have  been  in  the  civil  service. 
The  salaries  were  on  the  average  the  same  as  those  in 
corresponding  civil-service  positions.  However,  the 
company  could  grant  special  bonuses  to  the  employees 
and  could  fix  the  salaries  of  the  "leading  officials."  In 
accordance  with  an  international  settlement,  some  of 
these  provisions  were  changed  by  the  law  of  March 
30,  1930,  in  particular  those  relating  to  the  participa- 
tion in  management  of  representatives  of  the  creditor 
powers.  When  the  present  regime  came  into  power, 
the  autonomy  soon  became  a  formality.  By  the  laws 
of  February  10,  1939,  and  July,  4,  1939,  the  autonomy 
provisions  were  repealed  almost  entirely.  Since  1937, 
the  Ministry  of  Transport  has  been  in  charge  of  the 
management  of  the  National" Railroads. 

During  the  period  of  full  autonomy  the  management 


"  Hauptverwaltung  der  Deutschen  Reichsbahn-Gesellschaft,  Wirt- 
schaftsfuehruno  und  Finannvescn  der  Deutsclieti  Reichshahn,  Berlin, 
1934  ;  Sarter,  Adolph.  and  Kittel,  Thcodor,  Die  Deutuclie  Reielishnhn- 
Oesellschaft,  3  ed..  Berlin,  1931.  MacMahon,  Arthur  W.,  and  Dittmar, 
W.  R.,  ".\utonomous  Public  Enterprise — The  German  Railways,"  Politi- 
cal Science  QuarterhJ,  New  York,  1939,  p.  481,  1940,  pp.  2.'j,   17G  et  seq. 
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liad  considerable  leeway.  It  was  possible  to  improve 
the  methods  in  use  and  establish  sound  principles  for 
conducting  financial  affairs.  Parliament,  however, 
made  many  efforts  to  interfere  with  these  activities. 
When  such  attempts  met  the  resistance  of  the  Board 
and  of  the  Directorate,  considerable  frictions  resulted. 
The  legislators,  unable  to  change  the  laws  under  the 
existing  international  agreements,  soon  resented  the 
limitations  on  their  power.  It  can  be  taken  for  granted 
that  they  would  have  altered  the  autonomy  provisions 
had  they  been  in  a  position  to  do  so. 

After  this  somewhat  detailed  analysis  of  the  German 
experience,  some  data  about  similar  experiments  may 
be  instructive.  Italy  is  the  first  country  where  some 
kind  of  an  autonomous  railroad  administration  was 
created.  Under  the  law  of  July  7,  1907,  a  Board  was 
formed  of  the  Director  General  and  nine  members, 
appointed  by  the  King.  The  Board  had  to  decide  ques- 
tions of  internal  organization  and  had  consultative 
functions  in  all  other  matters.  Decisions  of  the  Board 
could  be  changed  by  the  Minister.  The  railroad  budget 
was  separated  fi'om  the  general  budget  of  the  govern- 
ment and  was  submitted  to  Parliament  only  in  one  net 
figure.  The  principles  of  rate  making  were  decided 
by  Parliament.  "When  the  present  regime  came  into 
power  in  1922,  this  kind  of  autonomy  was  abolished. 

Another  early  example  of  a  limited  autonomy  is  the 
organization  of  the  South  African  Railways  under  the 
South  African  Act  of  1909  and  the  Railway  Board  Act 
of  1916."  This  system  is  controlled  by  a  Board  of 
three  Railway  Commissioners  who  are  appointed  by 
the  Governor-General-in-Council  and  who  act  under 
the  chairmanship  of  the  Minister  of  Railways  and 
Harbours.  While  the  final  decision  rests  with  the  Min- 
ister the  Board  must  be  consulted  in  all  important 
matters.  A  General  Manager  of  Railways  and 
Harbours  is  in  charge  of  management.  He  operates 
the  railroads  according  to  the  regulations  framed  by 
the  Minister  and  the  Board  and  exercises  broad 
l^owers.  The  law  prescribes  that  the  railroads  must 
be  administered  on  business  principles  with  due  regard 
to  the  economic  interests  of  the  country  and  on  a  non- 
profit basis.  The  finances  of  the  railroads  are  kept 
separate  from  those  of  other  government  activities,  and 
the  railroads  can  claim  compensation  out  of  general 
government  funds  when  the  Government  or  Parlia- 
ment require  them  to  provide  facilities  or  services  with- 
out pay  or  at  charges  lower  than  costs.  Parliament  is 
in  charge  of  budget  control.'^ 


In  Rumania,  after  some  experimentation,  the 
"Autonomous  Railroad  Administration"  was  formed 
under  the  law  of  June  6,  1929,  the  German  example 
being  used  to  some  extent.  The  11  members  of  the 
Board  which  includes  the  Director  General  were  ap- 
pointed by  the  King.  The  powers  of  the  Board  were 
limited  more  than  was  the  case  in  Germany,  and  a  gov- 
ernment commission  had  veto  power  over  the  decisions 
of  the  Board.  Differences  resulting  from  exercise  of 
this  veto  right  could  be  submitted  to  a  special  tribunal. 
Questions  concerning  increase  in  rates,  however,  had 
to  be  decided  finally  by  the  Coimcil  of  Ministers.  The 
budget  showing  the  total  of  the  revenues  and  of  the 
expenses  had  to  be  approved  by  Parliament. 

In  Belgium,  the  organization  which  came  into 
existence  under  the  law  of  July  23,  1925,  had  likewise 
been  influenced  by  the  German  scheme.  The  common 
shares  were  owned  by  the  Government  and  preferred 
shares  were  issued  to  the  public,  in  this  case  with  the 
intention  of  placing  a  part  of  the  public  debt  upon 
the  private  investor.  The  21  members  of  the  Board 
were  designated  by  the  King  partly  from  lists  presented 
by  different  interests,  three  being  nominated  by  the 
personnel.  Rates  were  proposed  by  the  Board,  but  the 
Government  could  deny  any  increase,  no  appeal  being 
possible  from  such  a  decision.  Balance  sheets  and 
profit  and  loss  accoimts  had  to  be  approved  by  a  share- 
holder meeting  under  the  chairmanship  of  the  Minister 
of  Transport.  No  budget  control  by  Parliament  was 
in  evidence.  This  form  of  organization  attempted  to 
eliminate  parliamentary  control  but  maintained  the  in- 
fluence of  the  Minister.  In  both  monarchies,  Rumania 
and  Belgium,  no  important  changes  in  the  outlined 
organization  had  been  made  before  the  outbreak  of  the 
present  war. 

In  other  European  countries,  such  as  Austria, 
Czechoslovakia,  Greece,  and  Switzerland,  tendencies 
toward  encouraging  the  use  of  business  principles  in 
railroad  management  and  reducing  the  possibility  of 
political  interference  could  be  observed.  Studies  of  the 
experience  in  these  countries,  however,  indicate  that 
political  interference  was  checked  only  to  a  limited 
extent.  The  spread  of  the  totalitarian  form  of  gov- 
ernment over  Europe  would  render  all  such  efforts 
illusory. 

Of  great  interest  is  the  development  in  Canada, 
where  the  National  Railways  were  controlled  up  to 
1933  by  a  board  appointed  by  the  Dominion  Govern- 
ment. The  Duff  Commission  recommended  in  1932 
measures   to   avoid  political   interference.     Following 


"'Cf.  Report  of  the  Railway  and  Hariour  Affairs  Commiiision  (usually 
cited  "the  Granet  Report"),  Pretoria.  1934,  p.  9,  23  et  seq. 

"  In  hig  1939  report  the  General  Manager  recommended  a  change  in 
organization  and  the  appointment  of  a  Directorate  of  Railways  which 
should   take   over    the   administration.      It  sliouM    ini'liide   tlir   General 


Manacer  as  chairman,  two  railroad  officials,  two  members  nominated  by 
the  Minister,  and  four  members  nominated  by  the  representations  of 
agriculture,  industry,  and  commerce.  Other  features  of  increased 
autonomy  are  not  mentioned. 
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these  recommendations  in  part,  the  Canadian  National- 
Canadian  Pacific  Act  of  1833  provided  for  the  appoint- 
ment of  three  trustees  by  the  Governor-in-Council  for 
the  control  of  the  National  Railways,  the  independent 
position  of  the  trustees  being  protected  by  special  pro- 
visions. When  in  1936  the  party  in  power  changed,  a 
new  law  was  passed  which  transferred  the  control  to  a 
Board  of  seven  directors.  Of  the  trustees  whose  terms 
of  office  had  not  expired  at  that  time,  two  resigned  and 
one  was  dismissed.  Since  the  Canadian  National  Rail- 
ways have  been  dependent  upon  public  money  the 
Parliament  has  retained  a  final  control  of  the  railroad 
budget  through  a  standing  committee  for  railroad  and 
shipping  matters.  Opinions  differ  greatly  about  the 
possibilities  of  political  interference.  In  an  address  on 
June  27,  1939,^='  the  Canadian  Minister  of  Transport, 
Mr.  C.  D.  Howe,  pointed  out  that  the  management  of 
the  Canadian  National  is  amply  protected  by  legisla- 
tion and  that  the  directors  are  the  type  of  men  who 
would  not  stand  for  government  interference. 
Mr.  R.  C.  Vaughan,  who  was  recently  appointed  Presi- 
dent of  the  Canadian  National  Railways,  stated  cate- 
gorically that  political  interference  did  not  enter  into 
the  management  of  that  system.  Professor  W.  T.  Jack- 
man,""  however,  is  of  the  opinion  that  "the  management 
is  subjected  to  all  the  forces  of  political  pressure  which 
the  Royal  Commission  hoped  to  obviate  by  the  Board 
of  Trustees." 

The  London  Passenger  Transport  Board,  already 
mentioned  as  an  efficient  operating  agency,  is  another 
example  of  an  autonomous  corporation  the  activities 
of  which,  however,  are  confined  to  passenger  traffic. 
The  Board  consists  of  seven  members  appointed  by  the 
"Appointing  Trustees."  "^  Construction  of  new  facili- 
ties and  raising  of  capital  has  to  be  sanctioned  by 
Parliament.  No  political  interference  in  the  actual 
business  is  reported. 

Finally,  the  organization  of  the  French  National 
Railroad  Company  ^-  may  be  outlined,  51  percent  of  the 


'•'Canada's  Railway  Proilem,  Address  of  the  49th  Annual  Meeting  of 
the  Railway  Accounting  Officers,  53d  report  of  the  Railway  Accounting 
Officers.  Association  ot  American  Railroads,  p.  53  et  seq.  Cf.  also 
RaiUcny  Gazette,  September  19.  1941,  p.  270. 

*>  "Appraisal  of  Government  Ownership  and  Operation  ot  Railways 
In  Canada,"  The  Annals  of  the  American  Academy  of  roUtical  and  Social 
Science,  Philadelphia,  January  1939,  p.  175  et  seq. ;  cf  also  G.  P.  de 
Glazebrook,  op.  cit.,  p.  415  et  seq. 

"  It  may  be  of  interest  that  this  body  consists  of  the  Chairman  ot  the 
London  County  Council,  a  representative  of  the  London  Traffic  Advisory 
Committee,  the  Chairman  of  the  Committee  of  the  London  Clearance 
Banks,  the  President  of  the  Law  Societ.v,  and  the  President  of  the  Insti- 
tute of  Chartered  Accountants  in  England. 

"  Closset,  M.,  op.  cit.,  p.  225  et  seq.,  Verbeck,  Der  Vericaltungsaufbau 
der  Xationalgesellschaft  der  fransiisischcn  Bisenhahncn  Archiv  fuer 
Eisenbahnwesen,  1939,  Berlin,  p.  1529  et  seq.  ;  Dougall,  Herbert  E., 
"Public  and  Private  Operation  of  Railways  in  France ' ;  and  Harcavi, 
Georges,  "Nationalization  ot  the  French  Railways,"  Annals  of  the  Ameri- 
can Academy  of  Political  and  Social  Science,  Philadelphia,  January  1939, 
p.  211  et  seq.,  217  et  seq. 


capital  stock  of  which  was  owned  by  the  Government 
and  49  percent  by  the  companies  which  had  been  operat- 
ing companies  up  to  December  31, 1937,  and  which  were 
to  function  as  holding  companies  for  a  transitory  period, 
such  shares  being  blocked  during  this  time.  The  Board 
consisted  of  a  Government  official  as  Pi-esident,  13  other 
Government  officials,  2  railroad  experts  appointed  by 
the  Government,  4  representatives  of  the  personnel, 
and  12  representatives  of  the  holding  companies,  these 
last  to  be  replaced  later  by  6  shareholder  representa- 
tives. The  Director  General  was  appointed  upon  the 
recommendation  of  the  Board  by  the  President  with 
the  consent  of  the  Government.  The  budget  had  to  be 
submitted  to  the  Government.  The  provisions  for 
avoiding  deficits  through  parliamentary  decisions  have 
already  been  described.  The  company  had  the  legal 
status  of  a  private  corporation.  The  shareholder  meet- 
ing, however,  had  consultative  functions  only.  This 
scheme  gave  all  the  power  to  the  Government  which 
could  avail  itself  of  the  advice  of  private  industrial  and 
other  experts.  Tlie  use  of  business  methods  in  man- 
agement was  to  be  continued. 

After  studying  these  experiments  undertaken  in 
various  countries  the  main  criteria  of  autonomy  of 
government-owned  railroads  might  be  presented  as  fol- 
lows: (1)  Elimination  of  management  control  by  the 
Parliament;  (2)  decreased  power  of  government  de- 
partments, regulation  instead  of  administration;  (3) 
separation  of  the  railroad  budgets  and  accounts  from 
those  of  the  State  (including  special  audit  of  railroad 
accounts) ;  (4)  possibility  of  appeal  from  government 
actions;  (5)  control  of  management  by  an  independent 
board  and  use  of  business  principles;  and  (6)  increased 
freedom  in  matters  of  personnel.  In  the  examples  dis- 
cussed, these  principles  are  adopted  wholly  or  in  part. 
The  effectiveness  of  this  form  of  organization  has 
largely  depended  on  the  extent  to  which  they  were 
used.  It  can  be  stated  that  autonomy  of  government- 
owned  railroads  offers  considerable  advantages  for 
adopting  business  methods  for  improved  economy  and 
efficiency.  In  totalitarian  states  no  form  of  organi- 
zation can  keep  the  ruling  forces  from  dictating  mana- 
gerial policies.  In  a  democracy,  it  would  probably  be 
difficult  to  prevent,  in  the  long  run,  undesirable  political 
pressure  upon  managerial  activities.  This  would  be 
particularly  true  should  railroad  deficits  become  a 
drain  on  public  finances.  Experience  has  shown  that 
such  undesirable  interference  is  more  likely  to  occur 
in  the  field  of  railroads  than  in  others  where  auton- 
omous corporations  have  been  known  to  function  suc- 
cessfully. 

Finally,  one  special  aspect  of  the  problems  discussed 
in  this  chapter  deserves  a  brief  comment.  A  somewhat 
undesirable  division  of  responsibility  takes  place  when 
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transportation  agencies  are  privately  owned  and  a 
regulatory  government  agency,  not  directly  responsible 
for  their  financial  returns,  is  in  the  position  to  exert 
great  influence  upon  rates  and  other  items  which  reflect 
decisively  upon  these  returns.  The  same  situation, 
however,  exists  when  a  government  agency  has  regu- 
latory powers  over  an  autonomous  government-owned 
corporation.  At  first  sight,  this  division  of  responsi- 
bility seems  not  to  exist  when  a  government  department 
is  in  charge  of  operation.  But  besides  the  parliamen- 
tary control  there  are  instances  when  even  such  a  de- 
partment is  not  omnipotent;  other  departments  often 
try  to  interfere,  in  particular  with  rate  policies.  In 
Germany,  for  instance,  before  1924  major  changes  in 
freight  rates  had  to  be  decided  upon  by  the  cabinet 
of  ministers  who  usually  felt  little  responsibility  for 
railroad  finances.  Consequently,  although  the  division 
of  I'esponsibility  proves  almost  impossible  to  avoid  en- 
tirely in  a  democracy,  it  is  nevertheless  preferable 
to  departmental  operation. 

Emergency  Measures  of  Control 
and  Coordination 

Since  the  outbreak  of  the  present  war,  a  series  of 
interesting  developments  has  taken  place  °^  which  will 
be  outlined  briefly.  In  comparing  the  actual  situation 
today  with  the  World  War  experiences,  the  availability 
of  more  transportation  facilities  seems  at  first  sight  to 
bo  a  great  advantage.  Under  European  conditions, 
however,  which  are  different  from  those  which  prevail 
in  America,  only  limited  use  has  been  made  of  the  new 
forms  of  transportation.  The  shortage  of  fuel,  in  par- 
ticular of  oil,  under  which  Great  Britain  and  the  con- 
tinental powers  all  suffer,  prompted  unavoidable 
changes  in  existing  plans  of  the  division  of  functions 
between  the  different  carriers. 

Increasing  restrictions  have  been  imposed  on  high- 
way transportation  in  all  these  countries.  In  Great 
Britain  the  chairman  of  the  Licensing  Authorities 
were  appointed  Regional  Traffic  Commissioners  with 
power  to  distribute  fuel  and  to  curtail  motor  traffic,  di- 
verting it  whenever  advisable  to  railways  or  water- 
ways. In  France  also,  before  the  German  invasion, 
motor  carrier  activities  were  much  more  limited  than 
under  peace-time  legislation.  On  the  other  hand,  the 
existing  regulations  for  distribution  of  traffic  between 
rail  and  inland  water  carriers  were  suspended  and 
shipbuilding  encouraged.  The  restrictions  on  motor 
traffic  in  Germany  have  been  even  more  severe;  the  use 
of  private  and  commercial  vehicles  has  been  greatly 


curtailed,  only  emergency  transports  being  permitted.^* 
Nevertheless,  the  construction  of  the  Reichsautobahnen 
has  been  pushed  forward.  A  comparison  between  two 
maps  published  in  the  Railway  Gazette  (London) ,  one 
on  November  17,  1939,  and  another  on  August  16,  1940, 
reveals  the  great  progi'ess  in  completing  links  between 
imjjortant  points.  Additional  construction  has  been 
reported  since  the  publication  of  this  map.  The  super- 
highways seem  to  have  proved  useful  for  quick  military 
movements.  Water  transportation  has  also  been  in- 
tensified. New  special  inland  port  tariffs,  as  well  as 
joint  water-rail  rates,  hitherto  unknown  in  Germany, 
have  been  established  in  order  to  induce  shippers  to 
use  waterways  instead  of  railways.  This  is  only  one  of 
many  examples  where  rate  making  is  being  used  as  a  tool 
for  changing  the  division  of  function  between  the 
different  modes  of  transportation. 

The  railroads  in  the  belligerent  countries  carry  heavy 
war  loads.  Restriction  of  passenger  schedules,  of  din- 
ing and  sleeping  car  facilities,  and  discontinuance  of 
first-class  schedules,  as  well  as  measures  against  car 
shortages  (e.  g.,  increase  of  demurrage  charges,  decrease 
of  free  time  for  loading  and  unloading),  and  limita- 
tions on  freight  traffic  are  reported  from  all  these  sys- 
tems. Transportation  charges  liave  been  increased  in 
order  to  decrease  the  volume  of  traffic. 

World  War  experience  was  used  in  part  for  changes 
in  transport  organization.  As  in  the  United  States, 
the  railroads  in  Great  Britain  ^^  were  taken  over  by  the 
Government  during  the  World  War.  They  were  con- 
trolled by  the  Railway  Execixtive  Committee  which 
left  the  day-to-day  working  in  the  hands  of  the  existing 
managements.  At  the  outbreak  of  the  present  war 
the  same  method  was  adopted  for  the  control  of  the 
four  railway  companies,  and  the  London  Passenger 
Transport  Board.  The  financial  arrangements  are  dif- 
ferent. Under  an  agreement  which  was  in  force  for 
the  first  period  of  the  war,  the  Govermnent  guaranteed 
the  net  revenues  of  the  companies  which  were  obtained 
during  a  test  period  (approximately  40  million 
pounds).  Tlie  Government  had  the  right  to  partici- 
pate to  one-half  in  new  revenues  exceeding  43.5  mil- 
lion pounds  and  to  obtain  all  net  revenues  which  ex- 
ceeded the  standard  revenue  (68.5  million  pounds). 
Rates  had  to  be  adjusted  from  time  to  time  to  meet 
changes  in  wages  and  prices.  This  agreement  which 
soon  made  increases  in  rates  unavoidable  was  severely 
criticized.  A  new  agreement  was  reached  in  the  sum- 
mer of  1941,  which  provided  for  a  fixed  rent  of  43 
million  pounds,  which  is  higher  than  the  net  revenue  of 


"  Cf.  Railway  Gazette,  London  ;  Modern  Transport,  London  ;  Revue 
Oiniral  des  Chemins  de  Fer,  Paris  ;  Die  Reichbahn,  Berlin  ;  U.  S.  Depart- 
ment of  Commerce,  Foreign  Railway  News,  Foreign  Inland  Waterway 
Kews. 


^  An  interesting  feature  is  the  emergency  transportation  of  express 
In  passenger  cars  with  and  without  trailers. 

"  Pratt,  Edwin  A.,  British  Railways  and  the  Great  War,  toIs.  I  and 
IL  London,  1921. 
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the  test  period  but  considerably  lower  than  the  stand- 
ard revenue.'*'^ 

An  important  development  has  recently  taken  place 
in  the  organization  of  the  British  Government  Depart- 
ments in  charge  of  transportation.  Until  May,  1941, 
inland  and  ocean  transportation  were  controlled  by 
two  different  departments :  the  Ministry  of  Transport 
and  the  Ministry  of  Shipping.  Port  operations,  in 
particular,  were  controlled  by  the  Ministry  of  Trans- 
port. Under  an  Order  in  Council  of  May  9, 1941,  these 
two  Ministries  were  amalgamated  into  the  Ministry  of 
War  Transport.  The  objective  of  this  change  was  to 
give  effect  to  the  concept  of  shipping  and  inland  trans- 
portation as  one  continuous  operation  and  to  avoid 
overlapping  of  functions.  A  Port  and  Transit  Control 
Division  at  the  Ministry  is  in  charge  of  port  opera- 
tions. Inland  transportation  has  been  brought  under 
a  Deputy  Director  General  in  charge  of  the  railroad, 
highway,  and  inland  waterway  transportation  sections 
which  operate  in  close  touch  with  the  Port  and  Transit 
Division. 

The  problems  of  coordinating  the  modes  of  inland 
transportation  were  studied  early  in  1940  by  the  Trans- 
port Advisory  Council  which  suggested  in  its  report 
of  May,  1940,  an  emergency  organization  for  coordina- 
tion of  different  modes  of  transportation.  A  central 
committee  representing  rail,  road,  motor,  inland  water, 
and  ocean  transportation  would  act  in  an  advisory 
capacity  and  prepare  plans  for  distribution  of  functions 
between  the  carriers.  Regional  commissions  would 
assist  the  transport  commissioners  and  work  out  agree- 
ments between  the  competing  transportation  agencies 
on  handling  traffic.  Local  subcommittees  would  have 
similar  functions  in  smaller  areas.  In  the  situation 
prevailing  at  that  time  in  Great  Britain,  the  Minister 
of  Transport  rejected  these  suggestions.  Almost  one 
year  later,  on  April  5, 1941,  the  War  Transport  Council 
was  organized.  After  the  formation  of  the  Ministry  of 
War  Transport  it  was  renamed  the  Inland  Transport 
War  Council.  It  consists  of  the  Chairman  of  the 
Transport  Advisory  Council,  of  representatives  of  the 
carrier  and  shipper  interests  as  well  as  of  transporta- 
tion labor  who  as  individuals  serve  upon  appointment 
by  the  Minister  under  his  chairmanship.  The  Council 
has  the  function  of  advising  the  Minister  on  matters 
referred  to  it  and  of  putting  forward  proposals  for 
increasing  the  coordinated  contribution  of  transporta- 


""  During  the  first  month  of  the  war,  government  traflSc  was  moving 
at  agreed  charges,  which  were  different  for  the  different  departments. 
Under  an  arrangement  which  was  made  early  in  1941,  rates  for  govern- 
ment traffic  were  based  on  regular  tariffs  ;  rebates,  liowever,  were  fixed 
at  the  same  level  for  all  the  departments,  which  varied  between  10  and 
20  percent,  according  to  the  category  of  traffic.  Under  the  new  general 
agreement  rates  for  government  traffic  will  only  be  of  statistical  inter- 
est. 


tion  toward  the  war  effort.  Nothing  can  as  yet  be 
reported  on  the  achievements  of  the  Council.  Priorities 
and  preferences  are  dealt  with  by  a  Ministerial  Prior- 
ity Commission.  One  of  the  six  Priority  Subcommit- 
tees on  which  all  interested  departments  are  represented 
is  in  charge  of  transportation.  Decisions  must  be  en- 
forced by  the  Railway  Executive  Committee,  the 
Regional  Transport  Commissioners,  the  Port  Emer- 
gency Commission  and  the  canal  undertakings.  On 
January  23, 1941,  a  special  organization  in  the  Ministry 
of  Transport  (usually  referred  to  as  the  "Transport 
Pool")  was  set  up  to  expedite  the  handling  of  govern- 
ment traffic  over  highways.  For  this  purpose  private 
vehicles  have  been  leased  which  are  being  maintained 
and  operated  by  the  owners  nnder  the  control  and 
under  the  orders  of  this  organization.  The  Road 
Haulage  Advisory  Operations  Committee,  which  had 
been  set  up  in  July,  1941,  has  the  task  of  advising  the 
Government  on  these  and  other  matters  of  motor- 
freight  transportation.  Government  field  offices  are  in 
charge  of  directing  this  kind  of  traffic.  They  also  have 
the  function  of  disposing  of  Government  traffic  which 
is  not  carried  in  vehicles  owned  or  leased  by  the  Govern- 
ment, and  of  other  important  traffic  (e.  g.,  clearing  of 
ports).  In  order  to  allocate  this  traffic,  the  commercial 
carriers  have  set  up  the  Hauliers  National  Traffic  Pool. 
Commandeering  of  private  vehicles  for  use  in  emergen- 
cies is  prepared  under  the  authority  of  the  Regional 
Traffic  Commissioners. 

During  the  World  War  the  whole  transportation 
system  in  France  Avas  placed  under  military  control." 
The  same  step  was  taken  in  September,  1939.  But  in 
November,  1939,  the  control  was  returned  to  the  Min- 
istry of  Public  Works  where  a  Director  General  of 
Transportation  assisted  by  a  military  board  was  in 
charge  of  all  forms  of  transport  as  long  as  France  car- 
ried on  the  war. 

Both  in  the  homeland  and  in  the  occupied  territories 
Germany  during  the  World  War  operated  under  a 
Chief  of  Field  Railroad  Operation,  who  controlled  a 
system  40  percent  larger  than  that  existing  in  Germany 
proper."*  Now  the  railroad  system  under  her  control 
has  greatly  expanded.  Operations  in  the  occupied 
zones  are  carried  out  in  part  by  the  National  Railroads, 
and  in  part  by  military  transport  authorities.  The 
need  for  improved  cooperation  among  the  carriers  seems 
to  be  apparent  in  Germany  also.  A  new  organization 
for  coordination  of  rail-motor,  inland  water,  and  ocean 
transportation   "in   peacfe   and   war"   was   created   in 


»'  The  book  by  Wilgus,  William  .T..  Tranxportinrj  the  A.  E.  P.  in  Western 
Europe,  1917-1919,  New  York,  1931,  reveals  how  many  difficulties  arose 
from  railroad  operations  in  France  by  French,  American,  and  English 
units. 

"garter,  .\doIpb,  Die  Deutschen  Eiseniafinen  in  Kriege,  Stuttgart, 
1930. 
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September  1940.""  The  central  agency  consists  of  the 
division  heads  in  the  Ministry  of  Transport.  Three 
agencies  for  larger  areas  and  districts  agencies  covering 
the  region  of  each  railroad  division  have  been  formed. 
In  the  area  and  regional  agencies,  representatives  of 
the  different  modes  of  transportation  will  have  to  work 
together.  The  private  carriers  of  property  are  organ- 
ized in  order  to  secure  full  use  of  trucking  space.  The 
industry  is  divided  into  groups  (Transportgemun- 
schaften)  which  are  forced  to  pool  the  traffic  of  all 
members  of  each  group.  Conveyance  by  private  truck 
of  merchandise  over  100  kilometers  (6.2  miles)  is  for- 
bidden when  no  sufficient  return  load  is  available. 

The  gloomy  picture  of  European  transportation 
shows  the  existence  of  considerable  strain  in  many 
quarters,  a  strain  greatly  increased  by  modern  means 
of  warfare.  The  efforts  made  to  overcome  prevailing 
difficulties  through  the  different  methods  in  use  will 
have  to  be  watched  for  future  results. 

Conclusions 

The  foregoing  study  shows  how  public  action  in 
foreign  countries  deals  with  transportation  problems 
under  principles  which  differ  widely  in  various  periods, 


™  Cf.    also   Coordination   of   Transport:    Germany,    Railway    Research 
Service,  Monthly  Bulletin,  London,  January  1941,  p.  1  et  seq. 


325 

and  under  changing  forms  of  government.  The  exist- 
ing systems  of  railroad  organization  and  their  use- 
fulness for  increasing  the  efficiency  and  economy  of 
operations  have  been  discussed.  A  sui^vey  of  the  prin- 
ciples of  rate  making  adopted  in  leading  countries  re- 
veals how  it  can  become  a  tool  for  promoting  gov- 
ernment objectives  in  many  fields  which  lie  sometimes 
far  beyond  the  sphere  of  transportation.  The  devel- 
opment of  new  traffic  facilities  on  a  large  scale  has 
prompted  many  attempts  of  differing  scope  to  regulate 
competing  agencies.  Plans  for  distribution  of  func- 
tions and  for  coordination  of  all  modes  of  transporta- 
tion are  for  the  most  jiart  still  in  a  stage  of  evolu- 
tion. But  serious  efforts  could  be  recorded  toward 
proper  solutions  facilitated  by  unified  government 
activities  in  all  branches  of  transportation.  Ex- 
perience gained  during  the  present  war  indicates  the 
importance  of  prearranged  pi'ograms  of  transport  co- 
ordination in  national  emergencies  in  order  to  utilize 
effectively  the  potentialities  of  existing  systems. 

It  seems  perfectly  clear  that  no  method  in  use  abroad 
should  be  copied  indiscriminately  in  this  country.  But 
the  analysis  of  the  methods  adopted  in  foreign  coun- 
tries and  of  the  historical,  economic,  political,  and 
other  reasons  which  have  led  to  their  employment  may 
prove  useful  for  coping  with  issues  which  are  facing 
American  transportation  in  our  time. 
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PART   II— SECTION    I 
AIR   TRANSPORT 

J.  Parker  Van  Zandt  - 


NATURE  OF  AIR  TRANSPORTATION 


Introductory  Appraisal  of  Its  Significance 

It  has  been  said  that  the  air  is  an  uninterrupted  nav- 
igable ocean  that  comes  to  the  threshold  of  every  man's 
door.  For  centuries  mankind  has  stood  on  the  shore  of 
this  uncharted  sea  and  reamed  to  enter  it  "while  spar- 
rows from  the  hedge  took  flight  and  taunted  us." 

Today  those  wings  are  ours.  How  shall  we  use 
them  ? 

Undue  conservation  and  extravagant  prophecj"  can 
be  equally  misleading.  The  tmdeniable  fact  is  that 
flying  introduces  a  revolutionary,  unpredictable  ele- 
ment into  hmnan  affairs.  It  represents  a  fundamental 
revision  in  the  ways  of  mankind. 

What  tliis  may  ultimately  mean  in  terms  of  human 
relationshijDS,  when  exploited  and  developed  to  its 
uttermost  possibilities,  is  difficult  to  exaggerate.  Eu- 
rope in  the  summer  of  1940  is  an  object  lesson  of  some 
of  its  implications  in  the  international  political  field. 

Just  as  the  first  World  War  gave  an  immense  stimu- 
lus to  aviation,  particularly  in  its  teclmical  phases,  so 
the  present  world  conflict  has  tremendously  accelerated 
the  metamorphosis  of  age-old,  earth-bound  concepts. 
It  is  creating  a  three-dimensional  consciousness,  an 
awareness  of  the  personal  implications  of  flight  on  the 
part  of  countless  millions  of  people  throughout  the 
world. 

Our  problem  here  is  to  evaluate  these  changes,  as 
they  affect  the  United  States,  in  terms  of  1950  or  1960; 
to  indicate  both  the  direction  and  the  distance  we  may 
reasonably  expect  to  advance  under  wise  guidance, 
during  the  next  decade  or  two.  One  thing  may  be 
said  with  certainty :  air  transport  is  not  just  another 
medium  of  travel,  a  collateral  service,  added  to  already 
existing  forms  of  transportation.  It  is  an  open  sesame 
to  a  new  world. 


^  The  opinions  expressed  in  this  report  are  those  of  the  author  and 
are  not  necessarily  sponsored  by  any  agency.  Mr.  Van  Zandt.  Con- 
sultant to  the  Civn  Aeronautics  Board,  has  been  actively  connected 
with  the  aviation  field  for  the  past  23  years.  He  holds  pilot  license  Xo. 
17  and  has  been  associated  with  a  number  of  air  transportation  enter- 
prises, including  Pan  American  Airways,  Scenic  Airways.  Stout  Air 
Services,  and  many  other  aviation  activities. 

Mr.  Royce  A.  Wight,  of  the  Civil  Aeronautics  Board  staff,  assisted  in 
the  preparation  of  mnch  of  the  data. 


Social,  Political,  and  Economic  Implications 

With  the  introduction  of  air  travel  and  new  com- 
munication technique,  the  world  has  been  shrinking  at 
a  rate  unprecedent€d  in  history,  and  it  continues  to 
shrink.  Political  boundaiies,  on  the  other  hand,  have 
remained  relatively  rigid  in  terms  of  physical  dimen- 
sions. The  natural  result  is  that  boundaries  have  be- 
come more  and  more  restrictive  from  the  standpoint  of 
economic  activity.  This  conflict  between  technology 
and  politics  has  already  produced  symptoms  of  strain 
that  are  only  too  evident  to  all. 

For  hundreds,  and  in  some  respects  even  thousands, 
of  years  before  the  beginning  of  the  nineteenth  cen- 
tury, there  was  little  improvement  in  the  means  for 
overcoming  distance.  Julius  Caesar  could  send  a  letter 
practically  as  fast  as  Napoleon. 

The  water-wind-and-wood  complex  was  followed  by 
the  coal  and  iron  complex,  which  produced  the  steam 
railway  and  the  steamship  of  the  nineteenth  and  early 
twentieth  century.  Toda\'  we  are  experiencing  the  be- 
girmings  of  a  revolutionary  new  travel  era.  Already 
any  important  city  on  the  globe  can  be  reached  weU 
within  2  weeks,  or  in  less  time  than  it  took  to  journey 
from  Boston  to  Savannah  150  years  ago.=  The  world 
is  now  actually  smaller,  measured  in  travel  time,  than 
were  the  Thirteen  Original  States  that  united  to  inau- 
gurate George  Washington  as  President. 

Wliat  the  world  may  become  within  a  reasonable 
future  may  be  partially  visualized  by  drawing  a  circle 
on  the  globe  with  a  radius  equal  to  the  distance  which 
a  substratosphere  300-mile-an-hour  airliner^  will  be 
able  to  cover  in  18  hours.  Such  a  circle  centered  on 
Boston,  for  example,  reaches  Buenos  Aires  in  the  south, 
includes  all  of  Europe,  crosses  Africa  at  Cairo,  and 
almost  touches  Irkutsk  in  Siberia.  A  similar  circle 
centered  on  San  Francisco  would  include  Tokio  and  one 
end  of  Lake  Baikal.     Passengers  could  embark  late  one 


'Staley,  Eugene,  World  Economy  in  Transition,  1939.  p.  4. 
'  See  Roxbee  Coi.  "19-10  Wilbur  Wright  Memorial   Lecture,"  Journal 
of  the  Aeronautical  Sciences,  September  1940.  p.  697. 
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afternoon  and  arrive  at  any  of  these  destinations 
during  the  following  morning.* 

If  these  possibilities  still  seem  too  remote  to  consider 
seriously  for  the  present,  it  is  certainly  conservative  to 
forecast  that  in  tlie  not-very-distant  future  no  habitable 
part  of  the  globe  will  be  more  than  a  week's  air  travel 
time  from  any  other  part.  England  will  be  overnight 
from  New  York ;  Sydney  3  days  from  London ;  South 
America  24  hours  from  Europe. 

In  the  summer  of  1939  it  first  became  possible  to  fly 
entirely  around  the  world  on  scheduled  air  liners.  The 
average  fare  per  mile  and  over-all  speed  are  given  in 
Table  1.^  How  much  improvement  is  already  tech- 
nologically possible  in  this  first  round-the-world  sched- 
ule is  suggested  by  the  record  of  Howard  Hughes  when 
he  circumnavigated  the  globe  in  3  days  and  19  hours 
in  July  1938. 

Table  1, — Roiind-the-World  Air  Transport  Schedule 


Flights 

Total 
elapsed 
time  in- 
cluding 

stops 
(hours) 

Distance 
(miles) 

4,882 
3.603 
8,746 
2,640 
4,  356 

Average 

over-all 

speed 

(m.p,h.) 

Fare 

Average 

faro  per 

mile 

London  to  Karachi 

66 
60 
151 
16 
45 

74 
58 
58 
165 
97 

$398 
304 
760 
150 
375 

$0. 082 

.087 

Honglvonp  to  San  Francisco 

San  Francisco  to  New  Yorli 

New  York  to  London 

.087 
.057 
.086 

Full  trip 

1338 

24, 127 

71.4 

1,987 

.082 

1  14.1  days. 

The  rapid  technological  advance  of  air  transport  dur- 
ing the  past  decade  and  a  half  is  well  illustrated  by 
the  600-mile  route  between  Los  Angeles  and  Salt  Lake 
City.  In  1926  a  passenger  paid  $90  for  a  one-way  ticket 
and  the  privilege  of  sitting  for  TYz  hours  on  mail  bags 
in  an  open  cockpit  of  a  Douglas  M-2  transport.  In 
19-10,  for  a  fare  per  person  of  $34.75,  21  passengers  can 
ride  in  comfort  between  the  two  cities  in  3%  hours, 
sleeping  and  dining  aloft,  with  a  stewardess  to  care 
for  their  needs  en  route.  That  is,  very  roughly,  one- 
half  the  time  for  one-third  the  cost  (and  at  a  x'elatively 
less  Government  unit  subsidy).  New  York  now  is  an 
overnight  trip  from  Los  Angeles,  as  compared  with  a 
journey  of  3  nights  and  2  days  by  the  fastest  rail  ser- 
vice. One  may  fly  to  Buenos  Aires,  spend  10  days 
there,  and  be  back  in  New  York  in  less  time  than  it 
takes  to  go  one  way  by  steamship. 


Air  schedules  have  also  been  improved.  Travel 
hours  between  Chicago  and  Los  Angeles,  for  ex- 
ample, have  been  reduced  from  23  hours  in  1929  to  10 
today.  The  present  4-day  air  trip  from  New  York  to 
Buenos  Aires  took  10  days  a  few  years  ago.  These 
reductions  have  been  made  possible  as  much  by  im- 
provement in  airway  facilities  and  organization  as  by 
the  introduction  of  faster  planes.  On  the  international 
routes  particularly,  substantial  additional  savings  can 
be  accomplished  by  developing  night  schedules.  Air 
transportation  has  yet  scarcely  begun  to  realize  its 
potentialities  and  translate  them  into  effective  service. 

During  the  period  from  1925  to  1940  the  transport 
land  plane  has  changed  from  a  small  single-engine  bi- 
plane carrying  a  jjilot  and  tw^o  passengers,  weighing  1 
ton  gross  and  costing  less  than  $10,000,  to  a  large  mono- 
plane with  2  or  4  engines,  carrying  20  to  50  passengers 
plus  a  crew  of  3  to  G,  weighing  up  to  25  tons  gross  and 
costing  $100,000  to  $400,000.  Flying  boats  for  over- 
seas transport  operations  have  been  developed  weighing 
over  40  tons,  costing  more  than  half  a  million  dollars 
and  capable  of  carrying  70  passengers  on  short  flights. 

The  average  transport  airplane  of  1924  had  a  cruising 
speed  of  100  miles  an  hour,  using  from  200  to  300 
horsepower  and  flying  at  a  cruising  altitude  of  less 
than  1,000  feet.  The  1941  airplane,  equipped  with  a 
cabin  under  pres.sure,  cruises  in  excess  of  200  miles  an 
hour,  using  horsejjowers  of  1,200  to  2,000  at  altitudes 
ranging  upward  to  20,000  feet. 

These  changes  have  not  been  particularly  uniform  or 
gradual,  but  have  occurred  in  sudden  spurts  as  new 
engines,  new  techniques  and  new  design  tendencies  have 
been  developed.  There  is  no  reason  to  believe  that  the 
future  will  not  witness  further  favorable  innovations. 

No  conventional  appraisal  of  its  social,  economic,  and 
political  implications  can  properly  evaluate  a  technique 
as  revolutionary  as  the  art  of  flight.  Winston  Church- 
ill, speaking  of  the  British  air  force  in  the  fall  of  1940, 
said :  "Seldom  in  history  have  so  many  owed  so  much 
to  so  few."  Certain  it  is  that  seldom  in  history  have 
the  foundations  of  economic,  cultural,  and  political  life 
been  more  profoundly  shaken. 

Today  we  are  entering  an  era  of  jilanetary  economy." 
Any  transportation  policy  which  does  not  take  this 
basic  fact  fully  into  consideration  places  the  future  of 
the  country  in  grave  jeopardy. 


'Dr.  Staley,  pp.  8,  10,  14,  supra,  has  developed  this  idea  interestingly 
by  means  of  isochrone  (equal  time)  maps  sliowin.L;  the  travel  time  be- 
tween various  points  for  different  epochs  ;  and  other  related  data. 

=  J.  Parker  Van  Zandt.  "European  .\ir  Transport  on  the  Eve  of  War — 
1939,"  Cabot  Professorship  Publication  No.  5,  Norwich  University,  1940, 
table  3-a,  p.  14. 


"Lewis  Mnmford,  Technics  and  Civilization,  pp.  232-3.  Sea 
also  recent  address  by  Dr.  Ooo,  W,  Lewis,  Director  of  the  National  Ad- 
visory Committee  for  .\eronautics  :  "Aviation  is  the  most  important 
subject  now  facing  every  nation  of  the  world  because  it  is  changing  the 
lives  and  thoughts  of  men  and  our  whole  concept  of  government  and 
power." 
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ORIGIN  AND  GROWTH  OF  AIR  TRANSPORTATION  IN  THE  UNITED  STATES 


Scheduled  air  transportation  in  the  United  States 
may  be  said  to  have  begun  when  the  Post  Office  De- 
partment, with  the  help  of  Army  pilots,  opened  an 
air-mail  route  between  Washington  and  New  York  in 
1918.  This  initial  air-mail  service  had  little  commer- 
cial value.  The  surcharge  was  high  and  performance 
was  poor.  ]\Iany  schedules  were  canceled  and  pilots 
were  frequently  forced  down  or  failed  to  find  their 
destination.  As  a  result,  considerable  skepticism  de- 
veloped regarding  the  potentialities  of  air  transport. 

The  Government  was  also  criticized  for  launching  an 
untried  air  transportation  experiment  while  the  Na- 
tion was  engaged  in  war.  Thus,  it  was  in  the  face  of 
much  opposition  that  the  Post  Office  Department  con- 
tinued its  pioneering  efforts  to  develop  the  new  medium 
of  travel.  Service  was  begun  in  1919  between  New 
York  and  Chicago.  In  1920  it  was  extended  to  San 
Francisco.  Routes  were  opened  from  Chicago  to  St. 
Louis  and  to  Minneapolis,  which,  however,  were  aban- 
doned the  following  year  when  all  efforts  were  con- 
centrated on  the  transcontinental  service. 

In  1922  the  Post  Office  Department  undertook  the 
revolutionary  project  of  adapting  airplanes  and  air- 
ports for  scheduled  night  flying."  A  lighted  airway 
was  installed  between  Chicago  and  Cheyenne,  Wye, 
and  on  July  1,  1924,  the  world's  first  regular  night 
service  was  inaugurated. 

The  initial  postal  rate  of  24  cents  an  ounce  on  the 
New  York-Washington  route  had  resulted  in  so  little 
patronage  that  in  1919  the  Post  Office  decided  to  carry 
at  the  regular  2-cent  rate  such  first-class  mail  as  could 
be  accommodated  in  the  mail  planes.  With  the  com- 
mencement of  night  flying,  postal  officials  felt  the  value 
of  the  service  was  sufficiently  enhanced  to  justify 
charging  excess  postage. 

The  transcontinental  route  was  divided  into  three 
zones  and  a  rate  of  8  cents  an  ounce  fixed  for  each  zone. 
Thus  the  surcharge  between  New  York  and  San  Fian- 
cisco  was  24  cents  an  ounce.  During  the  fiscal  year 
1925,  revenue  derived  from  the  sale  of  special  stamps 
was  in  excess  of  $600,000.  Expenditures,  however,  were 
$2,744,000. 

By  1925  Government  pioneering  had  reached  a  point 
where  private  operation  of  air  transportation  appeared 
feasible.  Legislation  authorizing  service  by  contract 
accordingly  was  provided  by  the  Kelly  Air  Mail  Act 
of  February  2,  1925,  which  created  an  economic  basis 
for  a  civil  air  transport  industry. 


Private  capital  was  quickly  attracted  to  the  field 
and  a  number  of  air  transport  companies  were  organ- 
ized and  started  operating  during  the  next  2  years. 
In  September  1927  the  Post  Office  Department  turned 
over  the  transcontinental  route  to  private  operators 
and  from  that  time  on,  with  a  brief  interlude  in  1934, 
all  air-mail  routes  have  been  flown  by  private  air  car- 
riers under  contract  with  the  Government  for  the 
carriage  of  mail. 

Routes 

At  the  beginning  of  1926  domestic  air-mail  routes  in 
the  United  States  totaled  2,813  miles.  During  the  first 
year  of  operation  by  private  contractors  this  increased 
to  8,252.  By  1928  it  had  grown  to  15,590  miles.  The 
general  prosperity  of  the  country  and,  in  particular, 
an  aviation  boom  of  the  late  twenties  brought  the  route 
mileage  up  to  about  30,000  in  1930.  From  then  on  un- 
til 1938  there  was  little  expansion  in  the  domestic 
air  transportation  system.  Indeed,  the  length  of  routes 
in  the  United  States  actually  decreased  in  1932  and 
1933. 

Several  factors  contributed  to  this  temporary  halt 
in  growth.  Among  them  were  the  weakened  financial 
condition  of  the  air-transport  industry  as  a  result  of 
the  depression;  the  air-mail  contract  cancellations  and 
resultant  investigation  in  1934;  and  unsatisfactory  leg- 
islation governing  the  economic  regulation  of  air  trans- 
portation. 


HAWAIIAN    ISLAND    AIRLINE    ROUTES, 
OCTOBER    1940 


'  See   Edward   Warner.    "The   Early   History   of   Air   Transportation." 
Cabot  Professorship  Publication  No.  2,  1938,  Norwich  University. 
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As  of  October  1,  194:0,  the  route  mileage  in  the  conti- 
nental United  States  stood  at  37,512,  an  increase  of 
almost  1,400  percent  in  15  years.  These  routes,  serving 
approximately  250  scheduled  air-line  stops,  are  shown 
on  Fig.  16.  (Territorial  routes  in  Hawaii  and  Alaska 
are  included  in  Figs.  17  and  18.) 

In  1926  foreign  routes  operated  by  United  States 
air  carriers  consisted  of  two  very  short  lines — one  be- 
tween Seattle  and  Victoria,  and  the  other  between  New 
Oi'leans  and  Pilottown,  a  total  of  152  miles.  The 
first  real  expansion  of  our  foreign  air-line  network  oc- 
curred in  1929,  when  some  10,000  miles  of  routes  were 
opened  to  the  West  Indies,  Central  America,  the  Canal 
Zone,  the  entire  West  Coast  of  South  America,  and  to 
Buenos  Aires.  Further  extension  of  routes  in  Latin 
America  almost  doubled  this  mileage  in  1930. 


Five  years  later  the  trans-Pacific  service  was  in- 
augurated by  way  of  Honolulu  and  Manila.  This 
brought  total  foreign  air-mail  route  mileage  operated 
by  United  States  carriers  up  to  32,184  in  1935,  from 
which  time  there  have  been  more  miles  of  foreign 
than  domestic  routes.  Scheduled  air  transportation 
across  the  North  Atlantic  was  finally  begun  by  Pan 
American  Airways  in  1939;  1940  saw  the  ojiening  of 
air  routes  from  Seattle  to  Alaska  and  from  Honolulu 
across  the  South  Pacific  to  New  Zealand,  bringing  the 
total  route  mileage  up  to  aisproximately  46,000.* 

The  present  foreign  air-line  network  is  shown  on 
Figs.  19  and  20.  In  the  short  space  of  14  years  the 
international   air   transportation   system   operated   by 


*  Does  not  include  American-owned  locally  operated  routes  in  China. 
Central  America,  Mexico,  Cuba,  Colombia,  and  Brazil. 


AIR    ROUTES    IN    ALASKA,    NOVEMBER    1940 


Figure  18 
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United  States  carriers  has  grown  from  a  tiny 
sliuttle  service  to  a  great  network  spanning  two 
oceans  and  linking  five  continents. 

Mileage  and  Traffic 

Miles  flown  on  domestic  routes  liave  increased 
in  every  year  but  one,  from  4,259,000  in  1926  to 
94,768,000  for  the  fiscal  year  1940.  The  increase 
in  the  number  of  miles  flown  has  been  more 
rapid  than  the  increase  in  route  mileage,  es- 
pecially in  the  recent  past.  Miles  flown  on 
foreign  routes  have  also  shown  a  rapid  growth, 
but  due  to  the  less  f  reqiient  schedules  they  have 
always  been  only  a  small  fraction  of  domestic 
mileage.  In  1938,  for  example,  revenue  miles 
flown  per  miles  of  route  on  domestic  schedules 
were  about  seven  times  higher  than  on  foreign 
routes. 

Passengers  and  mail  have  constituted  in  the 
past  the  two  principal  types  of  air  traffic.  Since 
1934,  domestic  mail  pound-miles  have  increased 
some  400  percent;  and  over  600  percent  in  the 
case  of  the  foreign  routes.  Tlie  aggregate 
volume  of  mail  on  domestic  routes  is,  of  course, 
heavier  than  that  on  the  foreign  system,  being 
some  nine  times  greater  in  1940. 

The  decrease  in  domestic  mail  traffic  in  1933- 
34  was  due  in  part  to  air-mail  contract  cancella- 
tions in  1934,  and  in  part  to  an  increase  in  the 
air-mail  charge  from  5  cents  to  8  cents  in  July 
1932.  The  present  rate  of  6  cents  an  ounce 
was  established  July  1,  1934. 

Since  1937  thei'e  has  been  no  increase  in  the 
number  of  pound-miles  of  mail  carried  per  mile 
flown.  The  average  mail  load  i^er  trip  has  de- 
clined slightly  since  1937,  while  the  total  pound- 
miles  carried  has  increased  approximately  50 
percent. 

The  carriage  of  passengers  on  any  serious 
scale  was  not  attempted  by  the  first  mail  con- 
tractors. If  passengers  were  received  at  all, 
they  wedged  themselves  in  among  the  mail  sacks 
in  small  open  cockpit  airplanes.  For  an  uncer- 
tain expedition  and  the  privilege  of  enduring 
this  discomfort,  the  average  charge  was  12  cents 
a  passenger-mile.  It  is  little  wonder  the  public 
did  not  take  very  elithusiastically  to  flying. 
In  1926  fewer  than  6,000  passengers  flow  on 
scheduled  air  lines  in  the  entire  United  States. 

In  Europe,  on  the  other  hand,  passenger 
travel  was  encouraged  and  as  early  as  1924  over 
60,000  were  carried.  Between  London  and 
Paris,  one  of  the  most  popular  routes  abroad, 
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ROUTES  OF  AEROVIAS  NACIONALES  DE  COLOMBIA  (AVIANCA),  SEPTEMBER  1940 


Figure  20 


there  were  more  American  air  passengers  than  any  other 
nationality. 

Events  of  1927-29  contributed  to  a  rapid  change  in 
the  local  situation.  A  premature  boom  in  aviation  in- 
vestments brought  into  existence  some  44  scheduled 
operators  by  1929,  almost  three  times  as  many  as  there 
are  today.  Many  of  these  companies  had  no  mail 
contracts  and  turned  to  passengers  for  their  traffic. 

Meanwhile,  much  improvement  had  been  made  in 
aii'craft  equipment,  and  by  the  winter  of  1928  most 
of  the  mail-carrying  lines  were  operating  planes  with 
closed  cabins  for  at  least  four  passengers.  Even  at 
this  late  date,  however,  passengers  were  not  being  car- 
ried regularly  between  New  York  and  Chicago,  now 
one  of  the  most  heavily  traveled  routes  in  the  country. 

The  Wall  Street  collapse  of  1929  brought  disaster  to 


many  of  the  airlines  and  led  to  the  passage  of  the 
Watres  Act  in  1930.  Under  this  act  the  Government 
for  the  first  time  undertook  to  encourage  the  develop- 
ment of  passenger  traffic  by  varying  mail  payments  in 
accordance  with  the  provision  by  the  operator  of  vari- 
ous facilities  for  passenger  comfort,  safety,  and  expedi- 
tion. Largely  as  a  result  of  this  legislation,  the  num- 
ber of  passengers  on  domestic  air  routes  increased  from 
160,000  in  1929  to  375,000  in  1930,  and  has  continued  to 
increase  steadily  in  every  subsequent  year  but  one. 
By  1940  the  domestic  airlines  were  carrying  over 
2,000,000  passengers  per  annum. 

Revenue  passenger-miles  are  a  better  criterion  of 
growth  than  the  number  of  passengers,  as  the  latter 
ai-e  reported  separately  by  each  carrier  and  the  total 
thus  includes  considerable  duplication.     Domestic  pas- 
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senger-miles  have  increased  over  1,000  percent  since 
1930.  During  the  past  4  years  passenger-mileage  has 
more  than  doubled,  the  largest  gains  occurring  in  the 
last  2  years. 

Physical  Plant 

Surprisingly  little  equipment  is  required  to  operate 
the  air  transportation  system.  On  June  30,  1940, 
there  were  only  322  transport  planes  in  use  by  domestic 
air  carriers  and  108  planes  on  foreign  routes.  During 
the  past  10  years  there  has  been  very  little  change  in 
the  total  number  of  planes  employed  on  foreign  serv- 
ices. On  domestic  routes,  how'ever,  the  transport  fleet 
steadily  declined  from  497  in  1930  to  253  in  1938. 
During  this  period  the  number  of  seats  available 
per  plane  in  domestic  service  increased  from  less  than 
6  to  more  than  15,  while  the  miles  flown  per  plane 
more  than  tripled.  It  will  be  noted  that  transport 
equipment  on  domestic  routes  is  utilized  on  the  average 
some  3  times  more  intensively  than  aircraft  serving  the 
foreign  lines. 

Airports  in  the  United  States  more  than  doubled 
between  1927  and  1932,  since  when  they  have  remained 
more-or-less  stationary  at  something  over  2,000.  This 
includes  airports  of  all  types,  the  great  proportion  of 
which  are  inadequate  for  large  transport  plane  opera- 
tion. The  number  of  private  airports  reached  its  maxi- 
mum in  1933  and  has  declined  sharply  since  that  date, 
being  exceeded  since  1934  by  the  number  of  municipal 
fields.     (See  footnote  11.) 

The  tremendous  expansion  in  both  scheduled  air 
transportation  and  private  flying  has  rendered  present 
landing  facilities  increasingly  inadequate.  During  the 
summer  of  1940,  for  example,  at  several  of  the  busiest 
airports  in  the  country,  the  average  number  of  plane 
arrivals  and  departures  was  about  one  per  minute  every 
day  in  the  week.'  Recognizing  both  the  civil  and  na- 
tional-defense aspects  involved,  Congress  in  October 
1940,  appropriated  $40,000,000  to  initiate  a  long-range 
project  for  the  construction  or  improvement  of  landing 
facilities.  The  program  as  sponsored  by  the  Depart- 
ment of  Commerce  calls  for  an  ultimate  of  some  4,000 
fields,  increasing  the  number  of  first-class,  all-weather 
all-purpose  airports  from  36  to  500  and  medium-size 
airports  from  245  to  1,600. 

Airway  facilities  in  the  United  States  are  almost 
wholly  sponsored  by  the  Government.     These  consist 


"At  the  Oakland  Airport,  for  example,  during  tbe  week  ending  Sep- 
tember 14,  1040,  there  were  some  17,000  plane  arrivals  or  departures. 
This  represents  nearly  2  a  minute  every  24  hours  and  is  due  in  part  to 
the  presence  at  the  airport  of  a  pilot  training  school.  At  La  Guardia 
Airport,  New  York,  on  the  other  hand,  where  flying  is  largely  restricted 
to  scheduled  air  carrier  operations,  the  average  number  of  plane  arrivals 
and  departures  is  about  2,000  per  week,  or  1  every  5  minutes. 


principally  of  revolving  beacon  lights,  radio  range 
and  broadcast  stations,  weather  teletype  service,  and 
emergency  fields. 

Virtually  all  these  airway  communication  and  light- 
ing facilities  in  the  United  States  are  owned  and  oper- 
ated by  the  Civil  Aeronautics  Administration  and  the 
Weather  Bureau  (or  in  some  instances  by  the  Army  or 
Navy).  On  our  foreign  routes,  on  the  other  hand,  the 
carriers  themselves  must  assume  a  large  proportion 
of  the  burden  of  establishing  and  maintaining  such 
facilities. 

Between  1929  and  1939  the  nmnber  of  radio  broadcast 
stations  was  almost  tripled.  In  1939  there  were  244 
radio  range  beacon  stations,  as  compared  with  only  9  in 
1929.  During  this  period  the  number  of  weather  sta- 
tions serving  air  transportation  has  been  increased  6-fold 
and  the  number  of  miles  of  airways  lighted  by  the  Civil 
Aeronautics  Administration  has  been  more  than  dou- 
bled. In  1925  only  one-half  the  route  mileage  of  the 
domestic  routes  of  scheduled  air  carriers  was  lighted. 
By  1939  the  lighted  proportion  had  increased  to  74 
percent. 


MILLIONS  OF   DOLLARS 
ISO 


1937 


1938 


1939 


SOURCES    "niRPORT    SUR^Er".    CIVIL   AERONAUTICS    AUTHORITY,  1939; 

■PUetlC     AIDS    TO  TRANSPORTATION."    FEDERAL     COOR  DINATQR .  1940, 
CA A    2780    REPORTS; 
PAN     AMERICAN    AIRWAYS    CORP.    ANNUAL     REPORTS 

FiouRK  21. — Estimated  U.  S.  Investment  in  Scheduled  Air 
Transportation,  1937-39 
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Personnel 

Between  1931  iind  1940  the  total  number  of  persons 
employed  in  air  ti-ansportation  increased  from  5,667  to 
almost  20,000.  In  1931  the  airlines  employed  less  than 
10  jjeople  for  eacli  airplane  operated.  By  1940,  the  av- 
erage was  46  employees  per  plane.  The  nmnber  of  em- 
ployees, however,  has  increased  much  less  rapidly  than 
the  vohime  of  passenger  business. 

Fifteen  percent  of  the  airline  employees  in  1940  were 
flight  personnel,  45  percent  maintenance  and  airport 
personnel,  40  percent  traffic  and  administrative.  Of 
the  2,955  flight  employees  in  1940,  2,076  wei'e  pilots  or 
copilots  and  the  remaining  879  were  hostesses  or  stew- 
ards. The  number  of  pilots  and  copilots  employed  by 
the  airlines  has  increased  369  percent  since  1929.  Ap- 
proximately 70  percent  of  the  total  airline  personnel 
is  in  the  employ  of  the  domestic  carriers  and  30  percent 
is  employed  by  the  foreign-route  operators. 

The  Federal  airways  system  operated  by  the  Civil 
Aeronautics  Administration  employs  an  airways  person- 
nel of  approximately  3,000  of  whom  perhaps  1,500  are 
assignable  to  scheduled  operations.  Others  whose  serv- 
ices should  be  allocated  in  whole  or  in  part  to  air 
carrier  operation  are  employees  of  the  private  and 
municipal  airports  serving  as  scheduled  airline  stops. 
No  data  on  this  latter  group  are  available,  but  probably 
the  number  of  airjDort  personnel  so  chargeable  would 
not  exceed  1,000.  Thus  the  total  number  of  persons 
directly  employed  in  scheduled  air  transportation  ap- 
proximated 22,500  in  1940. 

Investment 

From  1937  to  1940  foreign  carriers'  assets  increased 
approximately  44  percent,  from  $21,000,000  to  $30,- 
000,000.  Domestic  carriers'  investment  declined  some- 
what in  1938  and  1939,  but  by  1940  total  assets 
approximated  $60,000,000,  or  about  double  the  invest- 
ment of  the  foreign  route  operators. 

For  the  complete  picture  of  capital  represented  by 
the  airline  industry,  we  must  add  the  proportion  of 
investments  in  airports  and  airways  assignable  to 
scheduled  air  transportation.  Of  a  total  of  $326,- 
000,000  in  airports  in  1939,  appi'oximately  two-thirds 
was  invested  in  airports  used  by  scheduled  carriers. 
These  airports  constitute  less  than  one-tenth  of  the 
total  number  in  the  country. 

Thirty-six  percent  of  the  $212,000,000  invested  in 
these  airports  is  assignable  to  the  operations  of  the 
carriers   themselves."     The   remaining  64   percent   of 


TOTAL     $438,463,000 


A-8,  PROPORTION   ASSIGNABLE    TO    SCHEDULED    AIR    CARRIERS-$I48,843,000. 


Figure  22.- 


S      aiRPOHT    SURVEY    ,    CIVIL    AERONAUTICS    AUTHORITY.  1939 , 

"PUBLIC     AIDS     TO    TRANSPORTATION',   FEDERAL    COORDINATOR.  1940; 
C AA  2780   REPORTS. 1939, 
PAN    AMERICAN    AIRWAYS    CORP  .  ANNUAL     REPORT,  1938, 

-E.stimated  U.  S.  Investment  in  Scheduled  and  Non- 
Scheduled  Air  Tran,sportation,  1939 


this  investment  is  assignable  to  nonsclieduled  flying. 
Thus,  of  the  total  amount  invested  in  all  airports,  some 
23  percent,  or  $73,000,000,  is  assignable  to  scheduled  air 
carrier  operations.^^ 

The  Federal  Government's  capital  expenditures  for 
airway  lighting  and  communication  facilities  stood  at 


1"  See  Federal  Coordinator  of  Transportation.  Puilic  Aids  to  Trans- 
portation, vol.  1,  pp.  152-4.  Allocation  is  on  the  basis  of  relative 
number  of  aircraft  landings  and  passengers  carried  during  1035-39  by 
scheduled  operators,  as  compared  with  total  flying  by  all  types  of  air- 


craft, (Based  on  current  operations  alone,  the  proportion  allocated  to 
scheduled  services  might  be  substantially  changed,  due  to  the  great  in- 
crease in  private  flying  and  to  increased  use  of  civil  airijorts  and  airways 
by  the  military  services.) 

"The  average  investment  in  airports  used  by  air  carriers  was 
.$1,028,000  at  the  end  of  1938,  For  the  group  of  nine  airports  with  the 
largest  traffic,  the  total  investment  at  the  end  of  1937  was  over 
!f;51,000,000,  and  the  average  investment  per  airport  was  $5,700,000, 
with  a  range  from  a  minimum  of  $1,500,000  to  a  maximum  of 
$10,750,000. 

In  recent  years  the  increase  in  the  size  of  aircraft  equipment  and  in 
the  number  of  schedules  flown  has  necessitated  a  substantial  increase 
in  the  size  and  development  of  the  airports  used  in  scheduled  opera- 
tions. Between  1936  and  1938  the  average  investment  in  these  airports 
increased  47  percent.  The  total  capital  investment  in  this  group  (206 
airports)  increased  by  49  percent  during  the  years  1938  and  1939,  while 
the  total  investment  in  fields  not  having  air  transport  service  increased 
only  28  percent.  Much  of  this  expansion  was  made  possible  by  the  policy 
of  the  Works  Progress  Administration,  which,  together  with  its  prede- 
cessor organizations,  the  C  W.  A.  and  the  F.  E.  R.  A,,  expended  approxi- 
mately $170,000,000  on  civil  airports  during  the  fiscal  years  1934—40. 
(See  Airport  Survey,  Civil  Aeronautics  Authority,  1939,  p.  13.  Figures 
for  1039-40  from  W,  P,  A.) 

Of  the  total  airport  Investment  of  $326,000,000  in  1939,  one-fourth 
represented  private  funds.  The  remaining  75  percent  was  distributed 
aa  follows  :  Municipalities,  40  percent ;  Federal  Government,  33  percent ; 
State  governments.   2  percent. 
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FiGDBE   23. — Miles   Flown,    U.    S.    Airlines   and   Non-Scheduled 
Flying,   1926-1939 

approximately  $18,500,000  in  1939,  a  100  percent  in- 
crease over  1933.  Of  this,  some  $7,622,000  is  charge- 
able to  scheduled  services. '- 

The  resulting  total  investment  in  scheduled  opera- 
tions is  roughly  $150,000,000  (Fig.  21),  of  which  the 
carriers'  own  investment  accounts  for  45  percent,  the 
Federal  Government's  apportioned  investment  in  air- 
ways for  5  percent,  and  airports  for  50  percent. 

The  global  investment  in  both  scheduled  and  non- 
scheduled  flying  in  1939  was  about  $438,000,000,  three- 
fourths  of  which  was  in  airports  and  one-third  of  which 
was  assignable  to  scheduled  air  transportation  (Fig. 
22). 

Nonscheduled  Flying 

It  is  not  generally  realized  that  in  some  respects  non- 
scheduled  flying"  accounts  for  the  greater  part  of 
civil  aviation  activities  in  the  United  States.  In  1928 
the  number  of  miles  flown  in  private  and  commercial 


^Ibid.  (footnote  10).  Allocation  is  on  the  basis  ot  relative  number  of 
plane-miles  flown  in  scheduled  and  nonscheduled  civil  operations.  In  ad- 
dition to  this  investment,  the  Federal  Government  now  expends  in  excess 
ot  $10,000,000  per  annum  for  the  maintenance  and  operation  of  the 
airways. 

"  "Nonscheduled  flying"  includes  commercial  flying  (charter  services, 
sightseeing,  etc.),  business  flying  done  in  company  planes,  and  private 
flying  done  for  business  or  pleasure. 


operations  was  six  times  greater  than  that  of  the 
scheduled  carriers  (Fig.  23).  During  the  depression, 
nonscheduled  flying  declined  sharply  and  not  until  2 
years  ago  did  it  exceed  the  boom  figure  reached  in  1929. 

Although  nonscheduled  flying  has  not  grown  as 
rapidly  or  as  steadily  as  scheduled  service,  it  still  ac- 
counted for  twice  as  many  miles  flown  as  the  airline 
carriers  in  1939.  The  12,000  planes  involved,  however, 
only  flew  about  14,000  miles  each  on  the  average,  com- 
pared with  312,000  miles  per  plane  for  the  big  airliners. 

A  useful  criterion  for  comparing  the  two  types  of 
flying  is  the  relative  amount  of  fuel  consumed :  In  the 
last  10  years  scheduled  carriers  have  used  more  gaso- 
line each  year,  consuming  in  1939  56  million  gallons 
against  16  millions  in  nonscheduled  operations  (table  2). 

The  Civilian  Pilot  Training  Program  of  the  Civil 
Aeronautics  Administration,  begun  in  1939,  will  doubt- 
less give  a  great  impetus  to  private  flying  in  the  near 
future.  On  June  30,  1940,  there  were  41,000  certifi- 
cated airplane  pilots  (of  all  classes),  and  10,000 
aviation  mechanics  in  the  United  States  (Fig.  24). 


THOUSANDS 


40 

1 

35 

30 
25 

- 

- 

/ 

20 

PILOTS 

-A 

15 

1            ^ 

10 

//—ME 

CHftNICS 

—^ 

5 

"                 / 

0 

1 

1 

1 

1 

1928  1930  1932 

SOURCE      CIVIL    AERONAUTICS    AUTHORITY. 


Figure  24. — Number  of  Certified  Airplane  Pilots  and  Mechanics, 
1928-1940 


Transportation  and  National  Policy 


339 


During  the  fiscal  j-ear  1941,  48.000  additional  stu- 
dents are  expected  to  complete  the  training  courses. 
This  represents  as  much  pilot  training  as  has  been 
done  in  the  United  States  by  all  private  sources  in 
all  the  3'ears  since  the  "Wright  brothers  invented  the 
airplane,"  and  will  shortly  double  the  number  of 
certificated  pilots  in  the  country.  The  effects  of  the 
civilian  pilot  training  program  are  already  evident  in 


"  See  statement  of  Kobert  U.  Hinckley,  Assistant   Secretary,   Depart- 
ment of  Commerce,  Civil  Aeronautics  Journal,  Septemier  15, 19i0. 


a  sharp  increase  in  the  production  of  small  airplanes 
and  in  the  volume  of  private  flying. 

Table  2. — Nuvtber  of  Planes  and  Miles  Flown,  Domestic  Airlines 
and  Nonscheduled  Flying,  1939 


Type  of  flying 

Number  of      Thousands 
planes             of  miles 
(Dec.  31)             flown 

265 
12,247 

82, 672 

Nonscheduled  flving     .  

177, 868 

Source:  Civil  Aeronautics  Authority. 


ECONOMIC   CHARACTERISTICS  OF  SCHEDULED  AIR  TRANSPORTATION 


General  Aspects 

Organization 

Sixteen  private  air-line  companies  comprise  the  bulk 
of  the  domestic  air  transportation  system.^'*  Of  these, 
the  four  largest  in  1940  carried  four-fifths  of  the  total 
cargo  of  passengers,  mail,  and  express,  one  company 
alone  accounting  for  30  percent.  The  six  smallest  op- 
erators together  handled  only  2.5  percent  of  the  gross 
traffic  (Fig.  25). 

United  States  foreign  routes  (with  the  exception  of 
some  domestic  extensions  across  the  border  into  Can- 
ada) are  all  presently  operated  by  the  several  sub- 
sidiaries of  one  company,  the  Pan  American  Airways 
Corporation.  Another  company,  American  Export 
Airlines,  Inc.,  which  has  recently  vmdertaken  to  ac- 
quire the  T.  A.  C.  A.  air-line  system  in  Central  Ajnerica, 
has  been  granted  a  certificate  of  convenience  and  ne- 
cessity by  the  Civil  Aeronautics  Board  for  a  trans- 
Atlantic  route.'" 

Under  existing  law  no  air  carrier  may  engage  in 
interstate,  overseas,  or  foreign  air  transportation  with- 
out first  obtaining  a  certificate  of  convenience  and 
necessity  for  the  services  contemplated  and  a  finding 
that  it  is  fit,  willing,  and  able  to  perform  such  trans- 
portation properly .'' 

The  financial  structure  of  the  air-carrier  industry 
contrasts  sharply  with  that  of  most  rail  transport  com- 
panies :  As  shown  by  table  3,  less  than  10  percent  of  the 
combined  air-line  capital  is  in  funded  debt,  and  less  than 
50  percent  of  total  assets  is  in  fixed  assets  (plant,  equip- 
ment and  land). 


Table  3. — Financial  Structure  of  the  Aii-lines 
[In  thousands  of  dollars] 


^  Inter-Island  Airways,  Ltd  ,  which  operates  locally  in  the  Hawaiian 
Islands,  is  included  as  a  domestic  air  carrier.  Not  included  are  some 
small  nonmail  carriers,  such  as  the  Catallna  Air  Transport  between  Los 
Angeles,  Wilmington,  and  Santa  Catalina  Island.  The  16  domestic  air- 
mail carriers  are  those  which  qualified  under  the  so-called  grandfather 
clause  of  the  1938  Civil  Aeronautics  Act.  Mergers,  consolidations,  de- 
pression, and  air-mail  cancelation  brought  about  this  reduction  in  the 
number  of  Independent  operators.     (See  pp.  11  and  14.  supra.) 

^*  Two  domestic  carriers  have  also  filed  applications  for  extensions  into 
Mexico  and  Cuba. 

"  Civil  Aeronautics  Act  of  1938,  sees.  401.  402. 


Funded  debt 

Preferred  stock... 

Common  stock 

Surplus  reserves  __ _.. 

Capital  surplus - 

Earned  surplus --   

Net  worth 

Total  assets 

Fixed  assets  in  percent  of  total  assets 


Domestic  (as 

of  June  30, 

1940) 


$4,439 

665 

21, 321 

64 

20,241 

-884 


45,  746 
41,  307 


60, 405 
45.3 


Foreign  (as  of 
Dec.  31,  1939) 


$2, 115 


7,393 

1.681 

10, 458 

1.715 


23, 362 
21,  247 


30, 355 
48.6 


Traffic,  Revenues,  and  Expenses 

Of  the  three  principal  types  of  air  traffic,  passengers 
are  of  overwhelming  importance  from  the  standpoint 
of  ton-miles  of  service  flown.  If  the  average  weight 
of  a  passenger  plus  forty  pounds  of  free  baggage  is 
taken  at  200  pounds,  domestic  passenger  traffic 
amounted  to  almost  90  percent  of  a  total  of  about  100 
million  ton-miles  transported  during  the  fiscal  year 
1940  (Fig.  26).  Passenger  business  has  grown  much 
more  rapidly  than  either  mail  or  express. 

Domestic  mail  traffic,  which  represented  some  10 
percent  of  the  total  volume  in  1940,  produced  about 
29  percent  of  the  operating  i-evenue  (table  4).  On  the 
foreign  routes,  however,  mail  revenues  for  the  past 
several  years  have  constituted  over  half  of  the  carriers' 
income. 

In  1939,  for  the  first  time  gross  revenues  of  domestic 
caniers  exceeded  operating  costs.  The  foreign  car- 
riers, although  earning  relatively  less  nonmail  reve- 
nue, received  Government  compensation  sufficient  to  as- 
sure them  a  profit  in  every  year  since  1931. 

All  of  the  foreign  carriers  and  most  of  the  domestic 
carriers  still  depend  for  their  profits  on  generous  rates 
fif  compensation  for  the  carriage  of  mail.  Some  of  the 
larger  domestic  operators,  however,  would  have  earned 
a  profit  in  the  fiscal  year  1940  with  a  flat  mail-haulage 
fee  less  than  half  a  mill  per  pound-mile.    The  average 
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TOTAL    TRAFFIC 
98,598,000   TON-MILESj' 


SOURCE    CIVIL  AERONAUTICS  AUTHORITY 

i/lNCLUDES   PASSENGER. MAIL,  AND  EXPRESS   TRAFFIC 

FiGUBE  25. — Distribution  of  Traffic  Among  tlie  10  Domestic  Air 
Carriers,   Fiscal   Xear  li140 

mail  revenue  in  that  year  for  all  domestic  air-mail 
carriers  was  0.982  mill  per  gross  mail-pound  mile.^' 

Total  domestic  revenues  from  all  sources  were  ap- 
proximately $65,000,000  in  the  fiscal  year  1940,  an  in- 
crease of  183  percent  over  1935.  Total  revenues  on 
the  foreign  routes  were  $20,000,000  in  the  calendar  year 
1939,  an  increase  of  112  percent  in  the  5  years. 

The  distribution  of  the  average  domestic  air  carrier 
revenue  dollar  for  the  fiscal  year  1939  is  shown  in 
Fig.  27.  Forty  cents  of  each  dollar  received  went  to 
salai'ies  and  wages;  fuel  took  9.4  cents;  insurance,  de- 
preciation, and  other  exi^enses  accounted  for  45  cents, 
leaving  2.1  cents  per  dollar  of  income  for  net  operating 
profit.  The  profit  trend  in  1940,  however,  was  sharply 
upward,  net  operating  income  representing  almost  10 
cents  out  of  every  dollar  earned.  For  the  fiscal  year 
1940  the  average  rate  of  capital  turnover,  or  ratio  of 
total  revenues  from  all  sources,  to  the  average  of  in- 
vestment at  the  beginning  and  end  of  the  fiscal  year, 
for  domestic  air-mail  carriers,  was  1.86. 

Unit  Charges  and  Revenues 

Passenger  rates  which  in  1929  were  12  cents  per  mile 
were  sharply  reduced  during  the  next  few  years  to  less 


than  6  cents.  Since  1932,  however,  the  decrease  has 
been  very  gradual  (Fig.  28).  There  is  considerable 
variation  in  unit  fares  among  the  domestic  carriers  and 
over  different  routes,  the  average  ranging  from  4  to  6 
cents  per  revenue  passenger-mile."  On  foreign  routes 
passenger  fares  average  about  double  domestic  rates, 
or  approximately  10  cents  per  mile. 

Table  4. — Distribution  of  Traffic  and  Revenues,  Domestic  Air 
Carriers,  Fiscal  Year,  19^0 


Type  of  traffic 

Pound  miles 

Revenues  ' 

Total ---                                       -        -   - 

Percent 
100.  0 

Percent 

3.0 
9.6 
87.4 

2  8 

Mail 

28  9 

68  3 

Source:  Civil  Aeronautics  Authority  (2780  Reports). 
'  Miscellaneous  revenues  not  included. 

Domestic  air  express  rates  have  changed  little  in 
recent  years,  avei-aging  over  80  cents  per  ton-mile,  or 
some  60  percent  higher  than  equivalent  i^assenger  fares. 
As  will  be  noted  later,  these  i-elatively  high  express 
charges  have  acted  as  a  serious  deterrent  to  the  devel- 
opment of  commodity  traffic  volume. 

Government  compensation  to  domestic  carriers  for 
the  transportation  of  mail,  while  decreasing  some  50 
percent  in  the  last  10  years  to  1.2  mills  per  pound-mile, 
still  averages  about  5  times  the  equivalent  passenger 
rate.^o 

Since  Government  mail  contracts  have  been  awarded 
on  a  plane-mile  basis  for  a  minimum  of  300  pounds  of 
mail  (including  containers),  the  equivalent  pound-mile 
rate  varies  widely  among  the  various  routes.  On  cer- 
tain trunk  lines  it  averaged  well  under  a  mill,  and 
up  to  as  high  as  17.9  mills  per  gross  pound-mile  on 
routes  where  average  air-mail  loads  were  very  light. 

On  United  States  operated  foreign  routes  the  rate 
of  mail  compensation  has  been  declining  steadily,  but 
in  1940  was  still  some  4.5  to  5  times  higher  than  on 
domestic  routes. 

In  the  last  5  yeai's  Post  Office  revenues  from  domestic 
air  mail  have  approximated  payments  to  the  carriers.^^ 
Including  Post  Office  expenditures  other  than  trans- 
portation, apportioned  to  the  air  mail  service,  however. 


"See    Civil    Aeronautics    Board.    Annual   Airline   Statistics,   Domestic 
Carriers,  Fiscal  Tears  1035-19'in,  Table  1.     See  also  footnote  20. 


1"  Computing  passengers  phis  baggage  at  200  lbs.  each,  the  average 
passenger  rate  in  1940  was  0.255  mill  per  pound-mile,  equivalent  to  51 
cents  per  ton-mile,  5.1  cents  per  passenger-mile.  On  the  Hawaiian  air 
line  the  average  fare  was  10.6  cents  per  passenger-mile. 

^  This  is  on  a  net-weight  basis,  excluding  weight  of  mail  containers. 

=iSee  227  I.  C.  C.  498  (1938).  Including  the  weight  of  air-mail  con- 
tainers, the  average  revenue  to  the  Post  Office  for  the  fiscal  year  1939 
was  1.032  mills  per  pound-mile,  while  average  payments  to  the  air  car- 
rier were  1.054  mills  per  pound  mile.  Giving  credit  for  the  transit- 
haulage  over  domestic  routes  of  foreigu  air  mail  (on  an  equal  pound- 
mile  basis  with  domestic  mail),  tlie  average  revenue  is  1.114  mills  per 
gross  pound-mile.  See  also  Annval  Report  of  the  Postmaster  General, 
Fiscal  Tear  mo.  Tables  49,  51. 
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gross  income  on  domestic  air  mail  in  1940  was  about 
65  percent  of  gross  postal  expense;  and  for  foreign 
air  mail,  45  percent  (Fig.  29) . 

An  estimate  of  the  potential  importance  of  each  of 
the  three  principal  types  of  traffic  and  the  problems 
peculiar  to  each  is  undertaken  in  subsequent  sections  of 
this  report,  following  a  discussion  of  operating  costs. 

Liability  and  Insurance 

The  liability  of  air  carriers  to  their  passengers  is  the 
same,  in  general,  as  that  which  railroad  and  motorbus 
operators  owe  to  their  clients.  It  is  recognized  by  the 
courts  that  passengers,  whether  journeying  by  railroad, 
by  bus,  or  by  aircraft,  necessarily  assume  certain  risks 
incident  to  travel,  and  that  therefore  the  carrier  is  not 
an  insurer  of  the  safety  of  its  passengers.  "Wliere  liti- 
gation does  arise,  the  primary  issues  are  whether  the 
operator  exeixised  the  degree  of  care  required  by  the 
law  under  the  particular  circumstances  and  whether 
the  negligence  of  the  operator,  if  so  found,  was  the 
proximate  cause  of  the  passenger's  injury. 
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TOTAL  REVENUE    $47,319,900 


SOURCE    CIVIL    AERONAUTICS    AUTHORITY 

FiGCBE  27. — Distribution  of  the  Domestic  Air   Carrier  Dollar 
Fiscal  Tear  1939 

On  December  31,  1939,  all  aircraft  employed  by  the 
scheduled  air  lines  were  covered  by  passenger  liability, 
public  liability,  and  property  damage  insurance."-  The 
limits  most  commonly  carried  for  passenger  liability 
were  $1,000,000  per  aircraft  per  accident,  and  $75,000 
for  any  one  passenger.  With  respect  to  public  liability, 
the  general  limit  carried  was  $50,000  per  person  and 
$100,000  per  accident ;  and  for  property  damage  insur- 
ance, $.50,000. 

Passenger  liability  insurance  is  written  for  the  sched- 
uled air  carriers  at  a  rate  based  upon  passenger-miles 
or  passenger-hours  flown  by  the  carrier.  Public  lia- 
bility and  property  damage  insurance  are  generally 
written  upon  a  rate  based  upon  aircraft-miles  flown. 

The  average  premium  paid  by  domestic  carriers  in 
1939  was  1.33  mills  i^er  passenger-mile  for  passenger 
liability  insurance  and  1.15  mills  per  plane-mile  for 
public  liability  and  property  damage  insurance.  The 
total  premium  paid  by  domestic  air  carriers  during  1939 
for  these  primary  liability  policies  was  in  excess  of 
a  million  dollars. 

Eates  for  aircraft  liability  insurance  have  been  de- 
creasing annually  in  recent  years.  Thus,  passenger 
liability  premiums  in  1939  averaged  4.4  percent  less 


—  Data  in  tliis  and  subsequent  paragraphs  have  been  abstracted  from 
a  comprehensive  "Study  of  IVoposed  Aviation  Liability  Legislation," 
under  preparation  by  Edward  C.  Sweeney  for  the  Civil  .Aeronautics 
Board. 
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Figure  28.— U.  S.  Air  Carrier  Unit  Revenues,  1926-1940 


per  passenger-mile  than  in  1938;  while  public  liability 
and  property  damage  premiums  averaged  2.1  percent 
less  per  jslane-mile  in  1939  than  in  1938. 

Dui'ing  the  5-year  period  1934^38,  insurance  com- 
panies paid  out  in  settlements  and  satisfaction  of  judg- 
ments for  jDassenger  fatalities  the  sum  of  $1,385,862, 
representing  12-1  claims,  for  an  average  of  $11,144  per 
fatality;  for  severe  injuries  to  passengers,  the  sum  of 
$434,074,  involving  48  claims  and  averaging  $9,043. 

Public  liability  claims  in  connection  with  scheduled 
air-carrier  operations  during  the  same  5-year  period 
were  trivial,  there  being  only  one  third-party  fatality, 
which  resulted  in  a  judgment  for  the  plaintiff  amount- 
ing to  $1,750.  The  remaining  19  claims  were  for  minor 
injuries  which  were  all  voluntarily  settled  for  an  aver- 
age of  $140  per  claim,  except  one  which  was  taken  to 
court  and  terminated  with  a  judgment  for  the  defense. 
Seventy-six  minor  property-damage  claims  during  the 
5  years  in  question  were  settled  by  payments  averaging 
$229. 

As  regards  aircraft  in  nonscheduled  and  private 
operation,  it  is  estimated  that  on  December  31,  1939, 
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between  5  and  6  percent  were  insured  against  passenger 
liability,  some  10  percent  against  property  damage,  and 
approximately  11  percent  against  public  liability. 

Operating  Costs 

Cost  Per  Passenger  Seat-Mile 

Air  transport  operation  expenses  may  be  divided 
appi-opriately  into  three  general  classes : 

(«)  Those  which  vary  primarily  with  the  volume  of 
flying  and  type  of  equipment ; 

{h)  Those  which  vary  with  the  volume  and  nature 
of  traffic  handled ;  and  finally, 

(c)  The  overhead  and  general  administrative  costs 
which  are  relatively  little  affected  by  moderate  changes 
in  either  the  volume  of  flying  done  or  service  rendered. 

The  first  class  are  often  referred  to  as  the  significant, 
or  direct,  costs.  They  vary  with  the  airplane's  size, 
initial  cost,  areodynamic  efficiency,  as  well  as  with  the 
general-operating  character  and  efficiency  of  the  carrier, 
the  intensity  of  use  of  equipment,  cost  of  fuel,  pilots' 
and  crews'  salaries  and  expenses,  practice  with  regard 
to  depreciation,  insurance,  and  maintenance,  and  simi- 
lar items. 

For  a  21 -passenger  DC  3  employed  2,000  flying  hours 
per  year  and  wholly  depreciated  in  6  years  (engines 
in  5,000  flying  hours),  these  direct  costs,  excluding  any 
interest  on  investment,  amount  to  about  35  cents  per 
revenue  mile  in  current  domestic  operations.     For  a 
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40-passenger  DC  4  cruising  some  30  miles  an  hour  faster 
(220  m.  p.  h.) ,  the  significant  cost  computed  on  the  same 
basis  should  approximate  about  66  cents  a  mile.-^ 

Intensity  of  use  of  equipment  has  a  profound  effect 
on  significant  costs.  Double  the  utilization  assumed 
above  would  reduce  the  direct  cost  for  the  DC  4  to 
the  neighborhood  of  55  cents  per  mile.  The  same  fav- 
orable trend  would  result  from  a  lowered  initial  cost, 
improved  aerodynamic  efficiency,  or  an  extension  of 
the  operating  life  of  equipment,  both  planes  and  en- 
gines. Obsolescence  is  still  the  primary  cause  for  rapid 
plane  write-off,  rather  than  actual  depreciation. 

Thus,  the  direct  costs  are  now  less  than  2  cents  per 
passenger  seat-mile  available  on  a  number  of  domestic 
airlines,  and  are  rapidly  trending  toward  1.5  cents.  It 
is  jirobable  that  the  significant  cost  will  approach  1 
cent  per  passenger  seat-mile  within  a  reasonable  future 
(even  without  allocating  any  costs  to  other  than  pas- 
senger traffic) .  This,  of  course,  is  on  a  capacity-opera- 
tion basis.  The  cost  per  passenger  seat-mile  occupied 
will  be  greater  in  proportion  as  the  load  factor  is  less 
than  100  percent. 

Costs  which  vary  primarily  with  the  number  of 
passengers  aboard  presently  average  somewhat  less 
than  half  a  cent  per  revenue  passenger-mile.  These 
are  items  which  remain  fairly  constant  per  passenger 
regardless  of  the  equipment  operated.  A  change  in 
present  air  carrier  practice  as,  for  example,  the  elimina- 
tion of  free  meals  aloft  would  effect  substantial  savings 
in  this  category. 

The  third  type  of  expense,  that  relatively  unaffected 
by  moderate  change  in  volume  of  service  offered  or 
sold,  cannot  be  allocated  on  a  per-mile  or  per-passenger 
seat-mile  basis,  except  more  or  less  arbitrarilj^  On  a 
strictly  additional-cost  basis  only  the  first  two  classifi- 
cations would  need  to  be  considered.  Thus,  omitting 
the  third  group  for  the  moment,  an  expense  trending 
toward  1.5  cents  per  passenger  seat-mile  available  is 
indicated. 

The  question  of  overhead  may  be  examined  in  terms 
of  one  of  the  major  domestic  air  carriers — American 
Airlines — which  in  the  last  fiscal  year  performed  some 


TOTAL    EXPENSES     $8,186,700 


^  See  significant  operating  cost  equations  developed  in  detail  by  W.  C. 
Mcntzer  and  Hal  E.  Nourse,  of  United  Air  Lines  Transport  Corporation, 
in  tlie  Journal  of  the  Aeronautical  Sciences,  April  and  May  1940,  "Some 
Economic  Aspects  of  Transport  Airplane  I'erformance." 

The  principal  expenses  which  are  assumed  to  vary  with  plane-miles 
flown  are  those  for  engine  and  aii craft  repairs,  fuel,  salaries  and  ex- 
penses of  flight  crews,  public-lial)ility  and  property-damage  insurance, 
and  engine  depreciation.  Those  var.ving  with  revenue  passenger-miles 
flown  include  passen£;er-liability  insurance,  passenger  supplies  and  food 
service  expense,  commissions  on  passenger  tickets  sold,  and  reservation 
communications  expense.  Fixed  expenses  are  generally  taken  to  include 
plane  depreciation,  a  portion  of  indirect  Hying  expense,  traffic  and  adver- 
tising, and  general  and  administration  expense. 

No  attempt  is  made  here  to  include  an  allocation  of  costs  arising  from 
public  aid  conferred  through  the  provision  of  airways,  airports,  and 
other  facilities. 


SOURCE:     AMERICAN     AIRLINES. 

Figure  30. — Distribution  of  Operating  Expenses,  American  Air- 
lines,  Inc.,   Six  Montlis  Ended  June  30,  1940 

30  million  ton-miles  of  revenue  service.  As  shown  in 
Fig.  30,  sales,  advertising  and  publicity,  taxes  (ex- 
cluding income  tax),  and  general  and  administrative 
expenses  together  amounted  to  about  20  percent  of  the 
total  operating  cost.  Hence,  including  overhead,  a 
gross  expense  in  the  neighborhood  of  2  cents  per  ca- 
pacity-seat-mile may  be  anticipated  within  a  reasonable 
future. 

There  has  been  a  rising  trend  during  the  past  5  years 
in  the  cost  per  airplane-mile,  reflecting  the  increased 
size  and  power  of  transport  equipment  presently  em- 
ployed. Introduction  of  four-engine  equipment  on  ma- 
jor transcontinental  routes  and  the  replacement  of  the 
10-14  passenger  planes  on  smaller  lines  with  bigger 
equipment  is  certain  to  accentuate  this  tendency.-^ 

Cost  Per  Capacity  Ton-Mile 

Comparison  on  a  plane-mile  basis  is  not  very  helpful 
because  a  "plane-mile"  is  no  more  a  definite  unit  of 
service  than  a  piece  of  string  is  a  unit  of  length.  A 
better  criterion  is  the  cost  per  pay-load  unit  of  service 
offered  or  rendered.     The  most  satisfactory  common 


2'  Thus  the  average  operating  expense  per  revenue  mile  on  Continental' 
Airlines,  operating  between  Denver  and  El  Paso,  using  Lockheed  12-A 
and  10-passenger  Electras.  was  39.7  cents  for  the  fiscal  year  1940. 
The  average  for  all  domestic  air-mail  carriers  for  the  same  period  was 
81.8  cents.  By  contrast,  the  gross  operating  expenses  for  the  four- 
motored  Boeing  Stratoliner  and  the  Douglas  DC  4  are  likely  to  be  over 
$1.00  per  plane-mile. 
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Figure  31. — Average  Unit  Operating  Expenses  of  the   16  Do- 
mestic Air  Carriers,   Fiscal   Years  1935-1940 

denominator  for  this  purpose,  altlioiigli  ailniittedly  not 
perfect,  is  the  pay-load  ton-mile. 

Figure  31  indicates  a  marked  down^Yard  trend  per 
pay-load  ton-mile  carried,  from  95  cents  in  1935  to  59.5 
cents  in  1940.  This  improvement  reflects  both  an  in- 
crease in  load  factor,  as  well  as  a  substantial  decrease 
in  basic  unit  cost. 

The  steady  reduction  in  this  latter  factor  is  shown 
by  the  lower  lines  in  the  chart.  The  average  gross 
operating  expense  per  pay-load  capacity-ton-mile  has 
decreased  from  approximately  50  cents  in  1935  to  less 
than  35  cents  in  1940.  Eastern  Air  Lines,  one  of  the 
lowest  cost  operators,  shows  a  unit  expense  of  about 
28  cents  per  pay-load  ton-mile  offered.-^     A  projection 


=«  Curiously  enougb,  two  essential  cbaracteristics  of  aii  air  carrier  are 
•not  reported  to  the  Government,  namely,  the  ton-miles  of  transportation 
service,  both  sold  and  unsold,  operated  by  a  carrier  during  a  given 
accounting  period  ;  and  the  proportion  of  these  capacity-ton-miles  actu- 
Jilly  producing  revenue.  While  the  capacity-ton-mile  unit  costs  developed 
■herein  are  derived  from  incomplete  or  inconsistently  reported  data,  they 
anay  probably  be  considered  as  within  10  percent  correct. 
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of  the  past  5-year  trend  suggests  a  unit  cost  of  less  than 
20  cents  per  capacity-ton-mile  within  a  few  years. 
This  is  for  gross  operating  expenses,  including  sales, 
traffic,  advertising,  administration,  and  other  overhead 
costs."" 

Catering  to  enhanced  passenger  comfort  has  worked 
against  a  reduction  in  unit  pay-load  cost  during  recent 
years.  In  fact,  the  steady  increase  in  the  weight  per 
passenger  of  passenger  furnishings  and  safety  equip- 
ment carried  aboard  the  modern  transport  plane,  has 
resulted  in  reducing  the  percentage  of  gross  airplanes 
weight  available  for  useful  load. 

From  1929  to  1940  this  percentage  has  decreased  in 
transport  land  planes  from  40  to  about  33  percent. 
Passenger  furnishings  now  amount  to  about  175  pounds 
per  passenger;  and  safety  ecjuipment  represent  another 
15  pounds  per  passenger.  Thus  the  operator  now  has 
to  transport  the  equivalent  weight  of  two  passengers 
and  baggage  for  every  passenger  fare  he  collects.-" 
As  a  result,  the  pay  load  of  the  present  transport  plane 
is  often  only  some  20  percent  of  the  gross  weight. 

A  plane  designed  strictly  for  cargo  and  mail  traffic, 
on  the  other  hand,  may  be  able  to  increase  the  percent 
of  pay  load  to  gross  weight  very  substantially,  probably 
to  35  or  40  jDercent.  A  higher  landing  speed  will  be 
permissible  where  passengers  are  no  longer  involved, 
which  in  turn  means  a  larger  pay-load  capacity.  These 
factors,  together  with  other  changes  in  operation  prac- 
tice, may  well  result  in  an  ultimate  significant  operating 
cost  per  cargo  capacity-ton-mile  approaching  5  or  6 
cents.^^  To  this  would  have  to  be  added,  of  course,  the 
airline's  overhead,  equivalent  to  perhaps  2-2.5  cents  per 
capacity-ton-mile;  as  well  as  such  pick-up  and  delivery 
expenditures  as  are  inherent  in  handling  cargo  traffic. 

The  significance  of  these  unit  costs  in  the  develop- 
ment of  traffic  potentialities  in  commodities,  passen- 
gers, and  mail  will  be  considered  in  the  following 
sections. 


^  In  a  paper  on  "Economic  Factors  and  the  Evaluation  of  Air  Trans- 
port Design,"  presented  before  the  Institute  of  the  .\eronautical  Sciences 
January  28,  1940,  by  Edward  Warner,  Member  of  the  Civil  Aeronautics 
Board,  the  effect  of  anticipated  improvements  during  the  next  decade 
are  applied  to  an  imaginary  16-passenger  airplane  with  1,.S00  fake-off 
horsepower,  maximum  cruising  speed  of  191  miles  an  hour  at  10.000  feet, 
and  50  percent  of  take-off  horsepower,  and  an  initial  gross  operating  ex- 
pense of  50  cents  per  mile.  It  is  assumed  that  the  airplane  can  handle 
4.200  pounds  of  pay  load,  in  addition  to  suitable  reserves  to  fly  a  nonstop 
distance  of  600  miles  against  a  40-mile  wind.  Tlie  conclusion  is  drawn 
that  the  final  resultant  cost  for  sucK  an  airplane  within  the  next  decade 
may  be  approximately  36  cents  a  mile  at  ISO  miles  per  hour,  45  cents 
at  240  miles  per  hour.  For  the  pay  load  indicated,  this  corresi)onds  to 
17-21  cents  per  payload  cnpacity-ton-milc. 

17  ■■The  Trend  of  Air  Transportation."  Edmund  T.  Allen.  Journal  and 
Proceedings  of  the  Institution  of  Mechanical  Engineers  for  December 
1939,  Vol.  142,  pp.  127-40.  See  also  "Wings  for  Transportation," 
Theodore  P.  Wright,  Journal  of  the  Franklin  Institute,  April  19i0,  Vol. 
229,  pp.  413-54. 

=»  See  Business  M'eelt,  Oct.  10,  1940.  p.  22. 
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Mail  Traffic 

Nature  of  Existing  Traffic 

The  distribution  of  air-mail  traffic  over  the  country 
in  August  1939,  as  shown  in  Fig.  32,  emphasizes  its 
present  long-haul  character.  The  West  coast  contrib- 
utes a  disproportionate  share  of  both  revenues  and  vol- 
ume: air-mail  revenue  to  the  Post  Office  for  domestic 
air  mail  at  Los  Angeles,  Calif.,  for  example,  is  24.1 
percent  of  the  postal  revenue  at  that  city  from  nonlocal 
first-class  mail,  whereas  at  Detroit  it  is  onlj-  4.8  percent, 
at  Philadelphia  3.9  percent.^® 

That  air  mail  is  predominantly  a  thin  stream  of 
high-speed  long-haul  traffic  is  emphasized  by  the 
length  of  average  haul,  1.397  miles,  against  478  miles 
for  nonlocal  first-class  mail.  Air  mail  in  1939  pro- 
duced  on  an  average  3.3   percent   as  much  net   ton- 


nage as  nonlocal  letter  mail,  but  9.8  percent  as  much 
ton-mileage.^" 

Mail  differs  from  other  forms  of  air  traffic  in  several 
important  respects.  The  transportation  of  mail  is  a 
Federal  Government  monopoly  and  is  subject  to  such 
regulations  as  the  Government  maj-  see  fit  to  impose. 
It  is  largely  through  its  control  of  mail  compensation 
that  the  Federal  Government  exercises  close  supervision 
over  the  operations  of  the  air  carriers. 

Air-mail  revenue  is  still  the  backbone  of  the  air-trans- 
port industry.  Indeed,  it  may  be  said  to  be  the  indis- 
pensable keystone  in  the  airway  arch,  as  without  such 
assistance  practically  all  the  air  lines  would  report 
substantial  losses.  While  some  of  the  larger  carriers, 
such  as  Eastern  Air  Lines,  now  earn  more  than  four- 
fifths   of   their   total   receipts    from   non-Government 


'^Annual  Report  of  the  Postmaster  General  1939,  Cost  AseertainniPnt, 
Table  1. 


^ Ibid.y  Tables  3,  4,  5.  -tO.     Air  mail  also  produced  .5.5'^c  as  much  reve- 
nue a?  nonlocal  first-class  mail. 
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sources,  air  mail  for  many  of  tlie  smaller  operators  still 
remains  by  far  the  largest  single  source  of  revenue. 

The  rate  which  the  public  pays  for  mail  service,  un- 
like passenger  or  express  rates,  is  not  set  by  the  carrier. 
An  operator  can  increase  his  air-mail  volume  only  by 
inducing  the  Post  Office  to  add  additional  mail  routes 
or  schedules,  or  indirectly  by  helping  publicize  the 
services  available. 

Volume  of  mail  traffic  is  a  function  not  only  of  the 
number  of  mail  routes  and  frequency  of  service,  but 
also  of  the  rate  of  postage  which  the  public  must  pay. 
A  chronological  record  of  the  domestic  air  mail  postal 
surcharge  reveals  a  surprising  variation  in  Government 
policy  in  this  respect.^^ 

From  1924  to  1927  a  zoning  system  was  attempted, 
which  in  192G  was  10  cents  per  ounce  or  fraction  up  to 
1,000  miles  and  20  cents  over  1,500  miles.  In  1927 
zoning  was  abandoned  and  a  rate  of  10  cents  fixed  re- 
gardless of  distance  but  with  half  an  ounce  as  the  unit, 
instead  of  an  ounce.  In  1928  the  rate  was  cut  to  5  cents 
for  the  first  ounce  and  10  cents  for  each  additional 
ounce.  In  1932  this  was  again  changed  to  8  cents  for 
the  first  ounce  and  13  cents  for  each  additional  unit. 
Finally,  July  1,  1934,  the  present  rate  of  6  cents  for 
each  ounce  or  fraction  thei'eof  was  established. 

This  raises  the  question  as  to  what  would  haj^pen  if 
the  air-mail  surcharge  were  now  to  be  reduced.  In 
Europe,  for  years  a  number  of  countries  have  for- 
warded their  air  mail  at  ordinary  rates  without  sur- 
charge. Pioneered  by  the  Swedish  Airlines,  this 
principle  of  transporting  unsurcliarged  mail  by  air 
spread  over  the  Continent  until  by  the  summer  of  1939 
practically  every  European  nation  had  accepted  the 
plan  to  forward  all  first-class  letter  mail  by  air  without 
extra  postage  anywhere  in  Europe,  whenever  and  wher- 
ever air  carriage  offered  quicker  delivery.^-  Great 
Britain  extended  the  "all  up"  air  mail  principle  to  her 
Empire  air  routes  and  in  1938  carried  some  10  million 
ton-miles  of  mail. 

Effect  of  Reduction  in  Surcharge 

In  the  United  States,  nonlocal  first-class  mail  in  the 
fiscal  year  1939  totaled  some  70  million  net  ton-miles, 
of  which  about  75  percent  involved  travel  a  distance  of 
400  miles  or  more.^^  If  we  assume  that  mail  traveling 
400  miles  or  more  can  and  ultimately  should  be  expe- 


dited by  air  carriage,  this  would  mean  an  additional 
mail  traffic  to  the  air  carriers  of  something  over  50 
million  net  ton-miles.  Adding  the  weight  of  containers 
at  10  to  12  percent,^*  the  resulting  gi'oss  mail  traffic  by 
air  would  be  on  the  order  of  70  million  ton-miles,  or 
some  seven  times  the  present  air-mail  volume. 

The  Post  Office  Department  in  1939  paid  the  rail- 
roads for  the  transportation  of  all  classes  of  mail  some 
$100,000,000  of  which  approximately  $20,000,000  was 
chargeable  to  first-class  mail.  If  the  volume  of  first- 
class  mail  forwarded  by  rail  were  reduced  some  75  per- 
cent and  the  payments  decreased  in  proportion, 
railroad  receipts  from  the  Post  Office  would  only  be 
reduced  by  15  percent.  Yet  the  great  acceleration  in 
first-class  mail  service  might  easily  result,  through 
expedited  business  turn-over,  in  increased  space  requii'e- 
ments  to  handle  additional  second-,  third-  and  fourth- 
class  mail  matter.^^  The  direct  loss  to  the  railroads  in 
first-class  mail  revenue  might  be  more  than  made  up 
by  the  gain  in  postal  revenue  from  an  increase  in  other 
classes  of  mail  matter.  There  is  also  the  possibility 
that  an  enhanced  rate  of  exchange  of  business  cor- 
respondence will  stimulate  the  gross  volume  of  busi- 
ness turn-over  and  thus  will  act  to  increase  the  amount 
of  freight  moving  on  the  railroads  annually. 

Neither  would  the  Post  Office  gross  revenues  be  ad- 
versely affected  to  an  important  degree  by  elimination 
of  the  surcliarge  and  the  transfer  of  three-fourths  of 
all  letter  mail  to  the  air.  Although  the  present  air-mail 
letter  rate  is  twice  that  for  ordinary  letter  mail,  it  is 
surprising  to  find  the  average  revenue  per  pound 
to  the  Post  Office  from  air-mail  letters  is  only  about  50 
percent  greater  ($1.67  vs.  $1.06).  due  to  the  greater 
number  of  pieces  per  pound  in  a  pound  of  first-class 
letter  mail.^^ 

For  this  reason,  and  also  because  of  the  far  greater 
distance  the  average  air-mail  letter  is  hauled,  the  Post 
Office  receives  from  the  public  almost  twice  as  much 
for  every  mile  that  a  pound  of  first-class  mail  is  hauled, 
on  the  average,  as  it  does  per  pound-mile  of  air-mail 
service  (2.3  mills  gross  revenue  to  the  Post  Office  per 
net  pound-mile  of  nonlocal  first-class  mail  service 
rendered,  as  against  1.2  mills  per  net  i^ound-mile  for 
air  mail ) . 


"  Federal  Coordinator  of  Transportation,  "Public  Aids  to  Transporta- 
tion," 1940,  Vol.  1,  p.  161,  table  27.  For  rates  prior  to  1924,  see  p.  9, 
%uiir(l. 

^  See  footnote  4,  Publication  No.  5,  Norwich  University,  p.  18.  For 
History  of  European  Non-Surcharged  Air  Mail,  see  Revue  Aeronautique 
Internationale  No.  29,  September  1038,  pp.  225-239,  and  241-242.  In 
Sweden  the  haulage  tee  for  letter  mail  is  2.50  gold  francs  per  ton-km.. 
corresponding  to  ?1.20  per  ton-mile. 

"  Derived  from  field  data  reported  to  the  Cost  Ascertaiumeut  Division. 
Post  Office  Department,  1939. 


»'  Cost  Ascertainment  Report,  table  100,  Postmaster  Generars  Annual 
Report,  1939,  pp.  38,  39.  Cost  Ascertainment  pound-mile  figures  are  net, 
while  those  given  by  the  Division  of  Air  Mail  include  the  weight  of  the 
container.  For  the  last  3-year  period,  1937-39,  inclusive,  the  average 
gross  weight,  including  containers,  was  113  percent  of  the  net  weight 
of  the  air  mail. 

^=  British  postal  authorities  reported  exactly  this  effect  as  a  result  of 
inaugurating  their  "all  up"  Empire  air-mail  program  :  The  volume  of 
second-class  mail  still  sent  by  land  and  sea  routes  showed  a  definite 
increase,  and  mail  revenues  to  steamship  carriers  were  not  adversely 
affected  by  the  loss  of  letter  mail  to  the  airlines.  See  J.  Parl^er  Van 
Zandt,  "Three-Cent  Air  Mail,"  Aviation,  December  1938,  p.  22. 

^'^  Cost  Ascertainment  Report,  op.  cit.,  tables  2,  40. 
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Because  we  put  only  half  as  much  postage  on  an 
oi'dinary  envelope  as  we  do  on  an  air-mail  letter,  the 
average  citizen  is  under  the  impression  that  air-mail 
service  costs  him  twice  as  much  as  first-class  mail 
service.  Actually,  on  a  pound-mile  basis,  the  reverse  is 
true. 

As  table  5  sliows,  the  average  aggregate  cost  to  the 
Post  Office  for  the  transportation  of  nonlocal  letter 
mail  and  air  mail  combined  is  49  cents  per  ton-mile. 
If  one-fourth  of  the  existing  letter  mail  were  to  con- 
tinue to  be  forwarded  by  rail  at  current  rates  of  postal 
compensation  to  the  railroads,  the  combined  balance 
of  first-class  mail  and  air  mail  could  be  hauled  by  air 
without  additional  cost  to  the  Post  Office  at  an  average 
compensation  to  the  air  carrier  of  52  cents  per  net 
ton-mile." 


Table 


5. — Postal    Revenues    and   Expenditures   per    Toti^Mile 
Nonlocal  First-Class  and  Domestic  Air  Mail 


Fiscal  year  1939 

Nonlocal 
first-class 

Domestic 
air  mail 

First  class 

and  air 

mail 

Net  ton-milcs  (exclusive  of  containers) 

69,  557, 800 

6, 812,  351 

76, 370, 166 

Per  ton-mile 

Cost  to  mailing  public  (gross  revenue  to  Post 
Otlice)                                 --    -- 

$4.60 
.29 

2.65 

$2. 40 
2,52 

1.15 

$4.40 

Cost  to  Post  Omce: 

(a)  For   railroad   or   air   transportation 

.48 

(6)  For  other  apportioned  expenses  (viz. 
Post  Office  service  66  percent;  rural 
delivery  11  percent;  Railway  Mail 
Service  8  percent,  etc.,  of  combined 

2.62 

Total  cost  to  Post  Office 

2.94 

3.67 

3.00 

Soiorce:  Cost  Ascertainment  Report,  1939,  tables  40,  60,  61,  lOO,  102. 

First-class  mail  would  still  yield  the  Post  Office  an 
average  profit  of  $1.40  per  ton-mile,  or  well  in  excess 
of  $100,000,000  per  year.  First-class  mail  has  always 
yielded  the  Post  Office  Department  a  very  substantial 
surplus  over  expenditures,  while  all  other  classes  of 
mail  have  been  charged  witli  deficits,  the  largest  of 
which  has  been  on  second-class  matter  (newspapers, 
magazines,  and  other  periodicals). 

If,  in  order  to  assure  tlie  exi^edition  of  first-class 
mail  as  suggested,  it  were  necessary  to  increase  the 
average  postal  compensation  to  air  carriers  above  the 
52  cents  per  ton-mile  indicated,  some  of  the  large  profit 
earned  by  tliis  class  of  postal  matter  miglit  be  diverted 
for  that  purpose.^^ 


"  Mr.  Robert  E.  Lees,  of  the  U.  S.  Maritime  Commission,  suggests 
6-cent  "air  mail''  need  not  be  abandoned  at  once  but,  rather,  first-class 
3-cent  mail  service  should  be  so  improved  that  the  use  of  surcharged 
mail  would  dwindle  to  a  small  special-delivery  class. 

^  See  Federal  Coordinator  of  Transportation,  "rublic  Aids  to  Trans- 
portation," vol.  2,  p.  94.  See  also  Commissioner  Eastman's  comments  In 
182  I.  0.  C.  203,  Proposed  Changes  in  Rates  and  Regulations  Affecting 


What  postal  compensation  to  the  air  carriers  would 
be  necessary  for  the  transportation  of  70,000,000  ton- 
miles  of  mail  per  annum  would  depend  on  a  number  of 
factors,  principally  on  the  number  of  additional 
routes  and  schedules  that  would  be  required,  and  on 
the  average  mail  loads.  During  the  fiscal  year  1940 
transport  planes  in  scheduled  operation  on  tlie  exist- 
ing trunk  routes  each  performed  about  30,000  mail 
ton-miles  of  domestic  air-mail  service  on  the  average. 
The  transfer  of  a  substantial  percentage  of  first-class 
mail  to  the  air  might  increase  the  average  service  on 
primary  routes  to,  say,  60,000-70,000  mail  ton-miles  per 
plane  per  year.  In  other  words,  about  800-1,000  trans- 
port planes  would  be  needed  to  handle  this  portion  alone. 
This,  however,  is  only  part  of  the  story.  There  are 
some  1,200  first-class  and  3,600  second-class  post  offices 
in  the  country.  The  former  group  produced  in  1939 
78  percent  of  the  nonlocal  first-class  mail  pound- 
mileage,  the  latter  12  percent.  Yet  on  April  22,  1941, 
there  were  only  330  scheduled  or  authorized  air-mail 
stops  on  domestic  air-mail  routes.  Clearly,  in  order 
to  service  the  mail  properly,  an  "all  up"  mail  policy 
providing  next-day  delivery  to  every  important  com- 
munity in  the  country  would  require  the  development 
of  a  greatly  expanded  network  of  primary  and  feeder 
air  routes. 

A  start  along  this  line  has  already  been  made  in 
Pennsylvania  and  West  Virginia,  where  in  1939  an 
experimental  mail  service  was  operating,  using  a  device 
which  permits  the  pick-up  and  delivery  of  mail  and 
express  while  the  plane  is  in  fliglit.  Some  78  pick-up 
stations  were  served,  at  distances  averaging  less  than  17 
miles  apart.  In  July  1940  the  company  =*'  was  granted 
a  certificate  of  public  convenience  and  necessity  author- 
izing it  to  operate  5  sliort-haul  mail  and  express  routes 
out  of  Pittsburgli,  making  air  mail  available  to  139 
communities  in  7  States. 

The  establishment  of  some  200  feeder  routes  contact- 
ing on  the  average  20  or  more  points  per  route  would 
serve  the  originating  centers  for  90  percent  or  more  of 
all  nonlocal  first-class  mail.  Such  a  feeder  network 
miglit  require  the  use  of  1,000  additional,  smaller  type 
planes.  While  the  cost  per  mile  of  operating  these 
smaller  planes  would  not  be  great,  on  a  ton-mile  basis 
it  would  probably  be  substantially  more  than  service  on 
the  primary  routes  and  might  require  an  allocation  of 
some  of  the  surplus  revenues  earned  by  letter  mail. 


Fourth-Class  Mail  Matter  :  "The  showing  on  second-class  mail  is  star- 
tling. Revenues  (fiscal  year  1930)  were  $30.70.S.S10  and  expenditures 
$120,410,648.  It  this  is  correct,  the  newspapers  and  publishers  of  the 
country  are  receiving  a  large  subsidy  at  public  expense."  (For  the 
fiscal  year  1939  the  deficit  on  second-class  mail  was  still  about  the 
same;  $87,264,000.) 

"All  American  Aviation.  Inc.  See  Civil  Aeronntitics  Board  Orders 
Serial  No.  596,  July  22,  1940,  Docket  363.  Also  Business  Week,  August 
31,  1940,  p.  22. 
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A  later  section  will  consider  the  effect  on  the  air 
transportation  economy  of  such  an  expedited  mail  pro- 
gram, when  combined  with  the  traffic  potentially  avail- 
able in  commodities  and  passengei'S. 

Commodity  Traffic 
Present  Air  Express 

The  movement  of  commodities  by  air  has  lagged  in 
America.  Abroad,  where  the  number  of  passenger- 
miles  flown  is  onlj'  a  fraction  of  that  in  the  United 
States,  the  volume  of  commodities  moved  by  air  is 
many  times  larger.^" 

While  the  absolute  volume  of  express  traffic  in  Amer- 
ica has  increased  some  45  percent  in  the  last  4  years, 
it  has  actually  decreased  in  relative  importance,  both 
with  reference  to  the  total  traffic  handled  by  the  air- 
lines and  to  the  total  revenue  earned.  For  the  year 
ending  July  31,  1940,  for  example,  express  revenues 
showed  a  26.5  percent  increase  over  the  preceding  12 
months.  During  the  same  period,  however,  passenger 
revenues  increased  53.8  percent.  This  represents  a  pas- 
senger revenue  increase  of  $15,830,000;  and  an  express 
revenue  increase  of  onh'  $390,000.  In  actual  dollars 
and  cents  the  gain  in  passenger  revenue  was  over  40 
times  more  important  to  the  carrier. 

Table  G  shows  the  decreasing  relative  importance  of 
air  express  in  both  traffic  and  revenues,  in  spite  of  its 
moderate  growth.  For  the  fiscal  year  1940,  express 
represented  onlj'  3.1  percent  of  the  total  ton-miles  of 
service  performed  and  brought  in  only  2.8  percent  of 
the  gross  operating  revenues  of  the  16  domestic  air 
mail  carriers.  In  that  year  passenger  business  repre- 
sented over  $43,000,000;  express  $1,800,000. 

Table  6. — Air  Express  Traffic 
[16  U.  S.  domestic  air-mail  carriers] 


Fiscal  year 

Express 

traffic 

(ton-miles) 

Express 

revenue 

to  air 

carrier 

Revenue 

per 
ton-mile 

Express 
traffic 

in  per- 
cent of 
total 
traffic 

Express 
revenues 
in  per- 
cent of 
total 
revenues 

1935-.-- 

803, 000 
1,411,000 
2,101,000 
2, 070, 000 
2,  444, 000 
2,991,000 

$512, 288 
804,  8oe 
1,200.683 
1,  215,  459 
1, 437, 748 
1,  805,  812 

$0,648 
.583 
.576 
.586 
.588 
.604 

3.0 
3.5 
4.2 
3.8 
3.7 
3.1 

2.2 
2.5 
3.2 
3.0 
3.0 
2.8 

I93R 

1937 

1938  .-. 

1939. 

1940 

Note.— .\ir  carriers'  express  revenues  represent  net  receipts  alter  the  Railway 
Express  Agency  has  deducted  some  33  percent  of  what  the  public  pavs  for  air  express 
service  to  cover  terminal.  picl;-up  and  delivery,  and  other  service  charges. 

The  average  weight  of  an  air  express  package  in 
April  1939  was  6  pounds  and  the  average  distance 
hauled  was  1.047  miles."     Applying  these  averages,  we 

"J.  Parker  Van  Zandt,  "European  Air  Transport  on  the  Eve  of 
War,"  PulUcation  No.  S,  Norwich  University,  pp.  16-17,  28-29  tables 
V,  XII,  XIII. 

"Railway  Express  Agency  Analysis  of  Air  Express  Traffic.  April 
1939,  vol.  3,  "Commodities,  Weights,  and  Distance  Scales." 


find  that  there  were  approximately  950,000  shipments, 
representing  2,860  tons  of  air  express  handled  during 
the  fiscal  year  1940. 

Comparison  With  Rail  Express 

During  the  same  period,  less-than-carload  rail  express 
shijiments  amounted  to  some  150,000,000,  representing 
about  3,000,000  tons.  Thus,  the  air  express  tonnage 
was  less  than  1/lOOOth  of  the  rail  express  tonnage. 
During  this  same  period,  there  were  an  additional  some 
30,000,000  tons  of  less-than-carload  merchandise  and 
parcel  post  transported  on  the  railways  of  the  United 
States. 

The  bulk  of  rail  express  traffic  consists  of  package 
shipments  and  there  is  virtually  no  limit  to  the  variety 
of  articles  and  commodities  which  may  be  handled. 
Small  shipments  of  commercial  goods,  wares  and  mer- 
chandise of  every  description  form  the  bulk  of  the 
traffic  from  manufacturers  and  distributors  to  retailers 
and  consumers.  Personal  shipments,  all  kinds  of  valu- 
able, medicines,  serum,  newsreel,  and  first-run  picture 
film  form  part  of  rail  express  traffic. 

A  great  deal  of  this  business  is  indistinguishable  from 
less-than-carload  freight  traffic,  the  only  common  dif- 
ference being  in  the  size  of  the  shipments.  The  average 
weight  per  shipment  of  all  less-than-carload  first-class 
rail  express  is  29  pounds.  The  average  weight  of  ex- 
press "parcels,"  meaning  all  first-  and  second-class  ship- 
ments between  one  and  100  pounds,  is  21  pounds.^-  The 
average  less-than-carload  merchandise  shipments  con- 
sists of  several  packages  and  weighs  in  the  neighborhood 
of  300  pounds.*^  Parcel  post  shipments  are  limited  by 
law  to  70  pounds;  9  out  of  10  weigh  11  pounds  or  less 
and  the  general  average  is  about  5  pounds.^* 

A  large  proportion  of  this  traffic,  particularly  the 
smaller  packages,  is  susceptible  to  movement  either 
by  Post  Office  parcel-post  service,  rail-express  service, 
freight-forwarder  service  by  rail,  by  truck,  or  by  air 
express.  The  method  cheapest  to  the  consignee  appears 
to  be  the  controlling  factor  for  the  great  bulk  of  the 
traffic. 

The  present  basic  air  express  rate  structure  was 
established  in  August  1934,  and  has  not  been  changed 
since  then,  except  for  a  minor  increase  in  the  mmi- 
mum  charge  from  85  cents  to  $1  for  packages  weighing 


«=  Results  of  Tests  Conducted  in  June  and  October.  1938  and  1939. 
by  Railway  Express  Agency,  filed  with  I.  C.  C.  Ex  Parte  No.  126, 
Express  Rates,  1938-39. 

"  Hearings  on  S.  Kes.  146  b?fore  Senate  Committee  on  Interstate 
Commerce,  June  24,  1940,  on  Less-Than-Carload  Freight  Traffic  and 
Freight  Forwarder  Carload  Traffic,  p.  295.  See  also  Federal  Coordi- 
nator's Merchandise  Traffic  Report,  1934,-  p.  13. 

"Cost  Ascertainment  Report,  tables  41  and  6.  See  also  op.  cit.  231 
I.  C.  C.  486. 
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FiGXJBE  33. — Rail  and  Air  Express  and  Air  Mail  Charges,  Per 
Ton-Mile  for  a  20-Lb.  Shipment,  1940 

three-fourths  of  a  pound  or  less.  The  rate  structure  is 
based  on  a  charge  of  4  cents  a  pound  per  100  miles,  with 
a  maximum  of  96  cents  a  pound.  (But  air  mail,  at  6 
cents  an  ounce,  also  costs  96  cents  a  pound.  Hence, 
above  2,400  miles  cargo  may  be  sent  by  air  mail  as 
cheaply  as  by  air  express.)  For  low  weight  shipments 
an  additional  arbitrary  is  added  of  92  cents  for  1 
pound  hauled  149  miles  or  less.  This  arbitrarj'  dimin- 
ishes with  weight  and  distance  at  the  rate  of  4  cents  per 
pound  and  4  cents  per  100  miles  until  dissipated,  or 
until  the  air  mail  rate  is  reached. 

There  is  no  fixed  relationship  between  air  express 
rates  and  rail  express  rates  since  they  are  computd  on 
entirely  different  bases.  The  present  system  of  block- 
express  rates  is  a  distance  basis  of  rates  in  the  com- 
putation of  which  three  elements,  or  cost-factors,  are 
combined:  (1)  a  haulage  charge  to  cover  the  rail 
transportation  and  care  accorded  shipments  in  transit; 
(2)  an  allowance  for  rail  terminal  service,  distributed 
on  a  weight  basis;  and  (3)  an  allowance  to  the  express 


company  covering  the  cost  of  its  terminal  service,  in- 
cluding all  local  agency  expense,  plus  a  reasonable 
return.  This  third  element  is  applied  on  a  package 
rather  than  a  weight  basis.''^ 

The  express  terminal  allowance  under  the  1914  re- 
vision was  originally  20  cents,  included  in  each  charge 
under  100  pounds.  In  the  revision  of  192.5  the  express 
terminal  allowance  was  increased  to  35  cents.  In  the 
revision  of  1939  the  express  terminal  factor  was  re- 
duced on  smaller  packages  to  a  minimum  of  25  cents 
in  order  to  place  the  express  service  in  a  better  com- 
petitive relation  to  parcel  post  and  motor  carriers. 
Parcel  post  charges  in  the  25  years  since  the  Post 
Office  established  this  service  have  followed  a  down- 
ward trend,  while  express  rates  have  increased,  with 
the  result  that  parcel  post  has  largely  superseded  ex- 
press service  as  the  predominant  form  of  transporta- 
tion for  small  packages.'"^ 

A  comparison  of  the  charges  by  rail  and  air  express 
for  an  average  shipment  of  20  pounds  hauled  varying 
distances  is  shown  in  Fig.  33.  The  ton-mile  rail  rate 
drops  very  rapidly  with  distance  hauled,  from  20 
cents  for  300  miles  (in  the  eastern  zone)  to  15  cents 
at  500  miles,  and  to  less  than  10  cents  for  distances  over 
a  thousand  miles.  The  air  express  ton-mile  rate,  on 
the  other  hand,  is  constant  at  80  cents  for  a  shipment 
of  this  size  for  all  distances  between  500  and  2,400 
miles. 

Thus,  it  will  be  noted  that  for  shipments  of  average 
weight  traveling  over  700  miles  the  air  rate  is  from 

Table  7. — Average   Weight   and   Charge  per  Air  Express 
Shipment 

[April  1939] 


Commodity 


TotaL 


Machinery,  hardware _. 

Printed  matter 

Store  merchandise 

Moving  picture  films.. 

Electros 

Valuable  papers. 

Cut  flowers 

Valuables.. 

Miscellaneous  mercbaudise 

News  photos 

DruES,  etc 

Phonograph  records 

Freight  manifests 

Jewelry,  food,  optical  and 
camera,  raw  samples,  office 
supplies,  personal  baggage, 

liquor 

Rail  express  parcek,  1939  ' 


Ship- 
ments 
(percent 
of  total) 


100.00 


17.61 
17.84 
13. 59 
4.71 
6.92 
6.82 
3.20 
5.20 
2.71 
a04 
2.26 
2-77 
3.47 


6.86 


Weight 
(percent 
of  total) 


100.00 


26.69 
25.66 
11.55 
7.41 
4.86 
3.96 
2.66 
3.41 
2.97 
1.28 
2.02 
1.52 
1.57 


Charges 
(percent 
of  total) 


Average 
weight 
(pounds) 


100.00 


23.33 
18.73 
14.06 
9.29 
5.29 
4.94 
3.48 
3.29 
3.14 
2.72 
2.  15 
1.97 
1.97 


5.63 


6.0 


9.1 
8.7 
5.1 
9.5 
4.2 
3.5 
.5.0 
3.8 
6.6 
1.3 
S.i 
3.3 
2.7 


3.9 
21.3 


Average 
charge 


$2.  673 


3.542 
2.808 
2.765 
5.276 
2.0M 
1.936 
2.912 
1.6S8 
3.105 
1.206 
2.527 
L897 
1.515 


2  191 
.807 


'  See  reference  footnote  42,  tables  G,  H,  I,  J.  Tests  were  made  on  June  15  and  October 
3,  1939.  96  percent  of  all  flrst-cla.ss  and  88  percent  of  all  second-class  shipments  weigh 
between  1  and  100  pounds.  Second-class  rates  are  75  percent  of  first-class,  apply  to 
only  3.6  percent  of  the  total  less-than-carload  rail  shipments. 


"231  I.  C.  C.  48.'),  Ex  Parte  126.  Expre.'ss  Rates,  1938-39.  See  also 
Kent  T.  Healy,  "Economics  of  Transportation  in  America,"  1940,  pp. 
236,  463. 

"  231  I.  C.  C.  486. 
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6^2  to  more  than  9  times  greater  than  the  first-class  rail 
express  rate.  This  may  explain,  in  part,  why  air 
express  has  not  developed  as  rapidly  as  other  forms  of 
air  traffic. 

The  emergency  character  of  the  present  air  express 
business  may  be  seen  in  the  relatively  higher  charge 
and  lower  weight  per  shipment  for  each  of  the  prin- 
cipal types  of  commodity  listed  in  Table  7.  Whereas 
the  typical  rail  express  "parcel"  weighs  21  pounds  and 
pays  80.7  cents,  the  air  express  package  weighs  only 
6  pounds  and  pays  $2.67. 

Estimate  of  Potential  Commodity  Air  Traffic  " 

Since  the  transportation  of  commodities  is  a  busi- 
ness competitive  principally  on  a  price  basis,  some 
estimate  of  ultimate  air  freight  rates  is  prerequisite 
to  a  decision  as  to  what  proportion  of  this  business 
may  ultimately  move  by  air.  Such  an  estimate  in- 
volves a  determination  of  the  average  load  factor  based 
on  traffic  flow,  pick-up  and  delivery  costs,  and  oper- 
ating expenses,  all  of  which  can  only  be  conjectural 
in  advance  of  actual  experience.  In  a  preceding  sec- 
tion we  have  already  indicated  possible  future  oper- 
ating expenses  per  cargo  capacity-ton-mile. 

The  average  load  factor  will  be  largely  dependent 
upon  the  degree  of  unbalance  in  the  flow  of  traffic  over 
the  air  routes  operated.  In  general,  more  higher 
grade  express  moves  from  the  east  to  the  west  and 
south  than  vice  versa ;  while  the  reverse  is  true  of  lower 
class  expi'ess  and  freight.  An  analysis  of  the  air  ex- 
press flow  for  the  montli  of  August  1939,  shows  an 
average  of  134  pounds  moving  westward  for  every 
pound  moving  east.**  Other  analyses  confirm  the  pre- 
ponderance of  traffic  flow  outbound  from  the  eastern 
industrial  area.  Under  these  circumstances,  it  appears 
doubtful  if,  for  a  comprehensive  air  freight  network, 
a  load  factor  in  excess  of  65  or  70  percent  can  be 
attained,  and  the  average  may  be  lower. 

An  estimate  of  pick-up  and  delivery  expenses  on  an 
allocated  ton-mile  basis  may  be  made  by  consideration 
of  existing  rail  exjDress  traffic :  A  typical  first-class  rail 
express  shipment  weighs  29  pounds  and  represents  ly^ 
ton-miles.  The  corresponding  figures  for  less-than-car- 
load  rail  express  of  all  classes  are  41  pounds,  about  15 


*' Confusion  often  arises  in  tlto  use  of  the  terms  "air  express"  and 
"air  freiglit."  Webster's  New  International  Dictionary  (1940)  defines 
freiglit  as  "the  ordinary  transportation  of  goods  directly  afforded  by  a 
common  carrier."  Express  Is  defined  as  tlie  conveyance  of  goods  "in  a 
manner  different  from  ordinary  freight  in  affording  greater  care,  se- 
curity, rapidity  of  transit,  quicljness  of  delivery,  etc."  Tlris  same  basic 
distinction  presumabiy  will  apply  equally  well  to  commodities  trans- 
ported either  by  air,  or  by  rail.  Articles  of  high  marliet  value  per  unit 
weight  in  general  can  best  afford  preferential  service.  Where  means  of 
surface  transport,  however,  are  lacliing  or  are  particularly  handi- 
capped, as  in  some  places  in  Central  America  and  elsewhere,  cargo  of 
relatively  low  Intrinsic  value,  such  as  chicle,  may  move  by  air  in  large 
volume. 

"  Station  to  Station  Airline  Traffic  Survey,  August  1939,  C.  A.  A. 


ton-miles.*"    The  future  average  air  freight  shipment 
is  assumed  to  weigh  25  pounds  and  represent  8  ton- 
miles. 

It  has  been  mentioned  that  the  rail  express  charge 
for  a  number  of  years  prior  to  1939  contained  an  allow- 
ance to  the  express  company  of  35  cents  per  package 
of  less  than  100  pounds,  designed  to  cover  the  cost  of 
its  terminal  services,  including  local  agency  expense, 
plus  a  reasonable  return.  When  the  I.  C.  C.  recently 
approved  the  Railway  Express  Agency's  request  to 
reduce  this  express-terminal  factor,  the  change  was  not 
supported  by  any  actual  study  of  terminal  operating 
costs."^"  For  traffic  moving  at  first  class  rates  a  35-cent 
terminal  charge  is  equivalent  to  4.8  cents  per  ton-mile. 
Total  operating  expenses  per  shipment,  as  reported  by 
the  Railway  Express  Agency,  were  70  cents  in  1939, 
equivalent  to  about  4.6  cents  per  ton-mile. ^^  On  the 
basis  of  an  average  terminal  charge  of  45  cents  per 
shipment,  the  equivalent  pick-up  and  delivery  expense 
per  air-freight  ton-mile  would  be  5%  cents. 

Applying  these  data  we  find,  as  indicated  in  table  8, 
an  average  possible  charge  for  air  freight  of  18  cents 
or  less  per  ton  air-mile.  This,  as  table  9  shows,  is 
roughly  equal  on  an  equivalent  basis,  to  the  present 
charge  for  first-class  and  parcel  rail  express  shipments. 

Table  8. — Estimated  Future  Cost  er  Ton-Mile  of  Air  Freight 
Compared  With  First-Class  Rail  Express 

Tran.sportation   ccsts  per  capacity  ton-mile    (direct  and 

airline    overliead) 7.50 

Average  cargo  load  factor C5% 

Transportation  costs  per  ton-mile  carried 11.  50 

Picl£-up  and  delivery  cost  per  ton-mile  carried ' 5.  50 

Profit  at  5  percent  gross  revenue" 0.90 

Average  charge  per  ton  air-mile,  air  freight 17.  90 

Average  charge  per  ton  air-mile,  rail  express  parcels ' —  17.  60 
Average  charge  per  ton  air-mile,  first-class  express''' 17.10 

1  Eased  on  45  cents  per  shipment  average  terminal  expense. 

2  Gross  annual  revenue  in  this  type  of  operation  should  be  at  least 
2  or  3  times  the  investment.  Hence,  5  percent  of  gross  revenue  is 
equivalent  to  10—15  percent  on  investment. 

»  See  table  9. 

*  Traffic  moving  at  first-class  rates  represents  69  percent  of  the  total 
less-than-carload  rail  express  shipments,  71  percent  of  the  gross  income, 
50  percent  of  the  total  weight. 

First-class  rail  express  traffic  in  1939  reiaresented  ap- 
proximately 750,000,000  ton-miles  j^er  annum.  Hence, 
it  does  not  appear  unreasonable  to  expect  that  air 
freight,  under  favorable  circumstances,  ultimately  may 
develop  a  traffic  of  some  500,000,000  to  600,000,000  ton- 
miles  annually,  representing  a  gross  revenue  in  the 
neighborhood  of  $100,000,000.     This  would  mean  an  in- 


*»  See  footnote  42.  Also.  Federal  Coordinator's  Merchandise  Traffic 
Report,  Exhibit  113-A,  p.  248. 

™  See  footnote  46. 

^  Hearings  on  S.  Res.  146  before  Senate  Committee  on  Interstate 
Commerce,  June  24,  1940,  on  Less-Than-Carload  Freight  Traffic  and 
Freight  Forwarder  Carload  Traffic,  p.  383. 
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crease  of  some  40  times  the  present  gross  air  express 
receipts  (including  tliat  presently  deducted  by  the  Ex- 
press Agency),  and  an  increase  of  about  200  times  in 
the  volume  of  air  cargo  handled. 

Table  9. — Average   Wtight.   Haul,   and   Charge   per   Ton-Mile 
for  Commodities  hy  Rail  or  Air 


How  shipped 

Weight 
per  ship- 
ment 

Average 
haul  I 

Ton- 
miles  per 
ship- 
ment 

Charge 
per  ship- 
ment 

Charge 
per  ton- 
air  mile* 

Rail  express  "parcels"*  (first 
and     second     class,    1-100 

Pounds 

21 

29 

6 

25 

Miles 

500 

600 

1,050 

650 

5.25 
7.25 
3.2 
8.1 

Cents 
81 
109 
267 
145 

Cents 

First-class  rail  express' 

Present  air  express* 

Future  air  freight  (estimated) . . 

17.1 

83.4 

'18.0 

'  Distances,  while  derived  from  the  best  available  sources,  must  be  considered 
approximate  only. 

3  Average  rail  distance  Is  taken  as  14  percent  greater  than  direct  air-line  distance. 
See  comparison  of  Security  Owners  Association,  "A  Study  of  Transportation  by 
Airway,"  November  1932,  p.  27. 

'  See  footnote  39. 

*  Based  on  R.  E.  A.  Analysis  of  Air  Express  Traffic,  April  1939.  For  the  year 
ending  Oct.  31,  1939,  the  average  weight  per  shipment  was  6.8  pounds,  the  average 
charge  $2.73. 

'  See  table  6. 


Naturally,  such  a  volume  of  business  can  only  be 
realized  through  years  of  painstaking  development  and 
growth.  It  involves  not  merely  the  introduction  of  a 
fleet  of  low-cost  cargo  planes,  but  the  establishment  of 
competitive  commodity  rates  and  their  effective  appli- 
cation by  means  of  an  integrated  Nation-wide  service. 
On  these  premises  and  those  already  indicated  in  the 
preceding  paragraphs,  a  rapid  development  in  the 
transportation  of  commodities  by  air  should  not  be 
contingent  upon  direct  Government  assistance. 

Passenger  Traffic 

Nature  of  Existing  TraflSc 

In  the  last  10  years,  to  the  end  of  1940,  revenue 
passenger-miles  flown  on  scheduled  domestic  airlines 
have  increased  from  less  than  1  percent  to  approxi- 
mately 12  percent  of  Pullman  passenger-miles.  "Wliile 
much  of  this  air  traffic  represents  a  diversion  from  rail 
and  highway  travel,  a  substantial  portion  undoubtedly 


AIRLINE  TRAFFIC  SURVEY 

station  to  Station  Passenser  TraFFic  Flow 
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Figure  34 
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Figure  ns. — Airline  Passenger  Traffic  Density  (Passenger  Miles 
Per  Route  Mile)  United  States  and  Principal  European  Countries 


is  genuinely  new  traiRc,  brought  into  being  by  the  ac- 
celeration which  air  transportation  affords. 

Half  the  airline  passengers  travel  less  than  300  miles. 
Indeed,  the  average  air  journey  is  not  as  far  as  a  typical 
trip  by  Pullman  (490  versus  550  miles)"  As  Fig.  34 
shows,  a  substantial  proportion  of  the  total  passenger 
traffic  is  concentrated  in  a  relatively  small  area  bounded 
by  Chicago,  Boston,  and  Washington.  The  most  pop- 
ular routes  are  New   York- Washington,  New   York- 


Chicago,  and  New  York-Boston.  Passenger  travel  is 
much  more  highly  concentrated  in  the  eastern  industrial 
area  than  is  mail  traffic  (see  Fig.  32). 

Although  less  numerous,  the  long-haul  air  passenger 
is  the  more  important  revenue  producer:  Comparing 
the  relative  passenger-miles  (to  which  revenues  are 
closely  proportional),  persons  going  1,000  miles  or 
more  contributed  almost  four-tenths  of  the  total  in 
November  1939,  while  passengers  traveling  over  700 
miles  accounted  for  52  percent  (table  10).  Business 
travel  ajjpears  to  j^redominate  on  airlines,  to  a  greater 
e.xtent  than  on  railroads." 

The  number  of  passenger-miles  flown  per  mile  of 
route  operated  (traffic  density)  has  been  increasing 
rapidly  and  far  exceeds  that  of  any  other  country 
(Fig.  35).  The  average  in  the  fiscal  year  1940  for 
domestic  airlines  was  22,500  passenger-miles  per  route- 
mile,  but  there  is,  of  course,  an  extreme  variation  in 
density  between  individual  routes,  amounting  tO' 
perhaps  100  times. 

For  many  years  passenger  traffic  was  so  subject  to 
seasonal  variation  that  it  used  to  be  said  the  airlines 
spent  their  summers  trying  to  recover  from  their  win- 
ters. Travel  in  January,  as  shown  by  the  seasonal 
index  in  table  11,  was  scarcely  half  the  August 
peak.  Fortunately,  this  winter  bug-a-boo  is  rapidly 
ceasing  to  be  an  important  factor.  Kevenue  passenger- 
miles  in  January  1940,  for  example,  were  almost  four- 
fifths  as  great  as  the  monthly  average  for  the  fiscal 
year  1940. 

Table  10. — Percentage  Distribution  of  Revenue  Passenger  Miles 
and  Numier  of  Passengers,  by  Distance  Travelled  per  Pas- 
senger. Domestic  Air  Carriers,  November  1939 


Miles  per  passenger 

Percent  of 
total  passen- 
ger-miles ' 

Percent  of 
passengers 

Ch499 

40.1 
28.7 
14.5 
8.1 
12.5 

70.4 

500-999 

19.5 

1,000-1,499 .      . 

5.5 

1,500-1,999 

2.2 

Over  2,000 

2.4 

1  Revenue. 

Source:  Civil  Aeronautics  Authority. 

One  result  of  filling  in  the  winter  slump  has  been  a 
decided  improvement  in  the  average  annual  load  factor, 
which  approached  59  percent  in  1940.  The  saw-tooth 
character  of  the  load  factor  curve  during  the  past  j'ears 
(Fig.  36)  is  due  in  part  to  the  introduction  at  various 
intervals  of  larger  planes  as  the  manufacturers  pro- 
duced improved  models.'^^  An  optimum  average  load 
factor  for  the  industry  much  above  60-65  percent  can 


•^2  Civil  Aeronautics  Authority  Airline  Traffic  Survey,  November  1939. 
Per  airline,  tlie  average  air  trip  was  379  miles. 


^^  "The  Growth  of  Air  Passenger  Traffic  and  Its  Relation  to  Railroad 
Passenger  Traffic,"  Royce  A,  Wight,  Civil  Aeronautics  Board,  1940,  p.  6. 

^*  The  average  number  of  seats  per  plane  in  tlie  fiscal  year  1940  was 
15.4,  compared  to  6.6  in  1932. 
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Table  11. — Seasonal  Indices  of  Domcsiic  Airline  Traffic^ 
(By  months] 


Month 


January..- 
February,, 

March 

April 

May. - 

June 

July 

August 

September. 
October... 
November. 
December. 


Revenue 

Mail 

passenger- 

pound- 

miles 

miles 

flown 

flown 

62.91 

89.78 

66.49 

89.79 

97.03 

105.  34 

96.08 

98.37 

109.  52 

102.  96 

111.43 

101.01 

121.31 

102.61 

123.  15 

103.87 

121.15 

99.02 

114.77 

104.  17 

91.13 

95.68 

82.03 

107.  40 

E.xi)ross 
pound- 
tniles 
flown 


85.66 
81.89 

103.  3S 
91.45 
9a.  68 

104.  73 
94.27 
9S.39 

115.15 
124.  15 
103.  39 
106.  86 


'  Based  on  data  from  May  1934  to  June  1939;  computed  by  averaging  the  ratios  of 
the  actual  figures  for  each  month  to  the  moving  average  of  the  data  (2  months' moving 
average  of  a  12  months'  moving  average).  These  indices  have  only  a  limited  value, 
for  a  larger  period  of  time  is  usually  deemed  essential  for  the  construction  of  a  reliable 
seasonal  index.  Furthermore,  in  ihe  case  of  passenger-miles,  recent  data  suggest  that 
a  marked  shift  in  seasonal  characteristics  is  taking  place.  Hence  the  index  shown  in 
this  table  probably  does  not  reflect  present  seasonal  variation  in  passenger  traffic 
accurately. 

^Source:  Civil  Aeronautics  Authority,  Air  Traffic  Survey,  August  1939.  p.  203. 

scarcely  be  expected,  as  there  will  probably  always  be  a 
wide  fluctuation  in  peak  demands. 

A  lai'ge  number  of  factors  have  contributed  to  the 
growth  in  passenger  traffic,  among  them  the  vastly 
increased  comfort  of  air  travel,  the  more  frequent 
schedules,  greater  speed,  fewer  cancelations  or  delay.s, 
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better  traffic  organization  and  promotion,  greater  reli- 
ability. Most  important  of  all  has  been  the  remarkable 
advance  in  safety:  in  the  last  5  fiscal  years  there  has 
been,  an  accelerating  rate  of  improvement  in  operating 
safety,  particularly  on  domestic  routes. 

For  the  17  months  ending  in  August  1940,  domestic 
air  carriers  flew  over  a  billion  passenger-miles  with  a 
perfect  safety  record.  During  the  winter  of  1940-41 
a  series  of  accidents  marred  the  airline  safety  record, 
raising  the  calendar  year  1939  average  of  1.2  passenger 
fatalities  per  100,000,000  passenger-miles  flown,  to  3.0 
in  the  calendar  year  1940. 

While  the  safety  curve  for  air  carriers  naturally  ex- 
hibits a  saw-tooth  character  over  the  past  several  years, 
nevertheless  the  general  trend  is  steeply  downward, 
from  an  average  rate  of  26  passenger  fatalities  per  100,- 
000,000  passenger-miles  in  1929,  to  approximately  2.0 
by  the  end  of  1940.  Thus,  in  15  years  from  the  start  of 
scheduled  domestic  air  transportation  service,  airlines 
have  reached  a  point  equal  to  the  level  of  safety  attained 
by  rail  carriers  70  yeai's  after  the  start  of  rail 
transportation. 

Extrapolating  tlie  general  safety  curves  for  both  air 
and  rail  carriers  suggests  that  the  two  safety  trends 
will  merge  by  1950. 

Since  accidents  in  any  form  of  transport  obviously 
can  never  be  completely  eliminated,  it  appears  reason- 
able to  predict  that  within  tlie  next  decade  the  safety 
factor  will  cease  to  be  a  serious  deterrent  to  air  travel 
on  the  part  of  the  vast  majority  of  travellers. 

With  increasing  public  acceptance,  the  factors  which 
have  so  far  contributed  most  to  the  growth  of  pas- 
senger traffic  will  decrease  in  relative  importance  and 
the  question  of  fares  will  become  increasingly 
significant. 

Future  Traffic  Potentials 

Prior  to  1930  air-line  passenger  rates  were  approxi- 
mately three  times  liigher  than  Pullman  fares.  Today 
they  average  some  CO  percent  higher.^^ 

Pullman  traffic  in  1939  approximated  8.5  billion  pas- 
senger-miles at  an  average  rail  and  Pullman  charge  of 
slightly  over  3  cents  per  mile.^"  Average  air-line  costs 
per  capacity  seat-mile,  we  have  seen,  are  tending 
toward  1.5-2  cents  and  load  factors  toward  60  percent. 
Hence,  an  average  air-line  charge  not  much,  if  any. 


FiouBE  36. — Passenger   Load.s   and   Seats   Per  Airplane,   U.   S, 
Domestic  Airlines,   1032^0 


®  Including  the  cost  of  meals  and  other  incidentals  saved,  the  diver- 
gence is  considerably  less,  on  the  average.  That  rates  have  not  played 
a  dominant  part  in  the  enormous  growth  of  passenger  traffic  in  recent 
years  may  be  confirmed  by  Fis  28,  where  air-line  average  charges  are 
seen  to  have  been  relatively  stable  at  5  to  6  cents  since  1935.  Rates  to 
the  general  public,  however,  are  somewhat  higher  than  the  average  indi- 
cated, since  the  most  frequent  patrons  of  the  air  lines  take  advantage 
of  a  15-percent  discount  under  the  so-called  air  travel  card  plan. 

"  I.  C.  C,  Bureau  of  Statistics,  Graphical  Supplement  to  Monthly 
Reports,  Series  1939,  No.  9. 
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above  3  cents  per  mile  appears  to  be  in  siglit  within  a 
predictable  future. 

Taking  into  consideration  savings  in  meals,  hotel 
bills,  and  incidentals,  such  a  rate  in  many  instances 
would  be  considerably  lower  than  the  present  cost  of 
Pullman  travel.  It  might  well  be  argued  that  with 
no  great  difference  in  safety,  with  equal  convenience, 
and  with  roughly  Equivalent  rates,  the  great  time  ad- 
vantage of  the  air  lines  will  ultimately  attract  substan- 
tially all  first-class  long-haul  passenger  traffic  to  air 
travel.  This  does  not  imply  that  Pullman  travel  would 
disappear,  for  it  would  remain  more  convenient  for 
much  short-haul  traffic.  Much  of  the  increase  in  air- 
line traffic  would  represent  newly  created  travel,  or 
diversion  from  other  sources. 

As  a  generous  margin  of  conservatism,  let  us  assume 
that  within  the  next  decade  or  two  air  travel  in  the 
United  States  will  assume  proportions  equivalent  to 
approximately  70  percent  of  present-day  Pullman  rail 
travel,  or  about  6  billion  revenue  passenger-miles.  This 
would  represent  a  sevenfold  increase  over  the  passenger- 
miles  flown  by  domestic  air  carriers  during  the  fiscal 
year  1940. 

The  resulting  combined  potential  traffic  in  passen- 
gers, mail,  and  commodities  is  summarized  in  table  12. 

Thus,  under  favorable  circumstances  it  appears  pos- 
sible that  within  the  next  decade  or  two  domestic  air 


traffic  may  increase  some  12-fold,  with  a  corresponding 
5-  to  6-fold  increase  in  gross  operating  revenues.  The 
resulting  traffic  volume  would  be  well  over  a  billion 
ton-miles  per  year,  the  annual  gross  income  three  or 
four  hundred  million  dollars. 


Table  12.- 


-Estimated  Potential  Domestic  Ai?-  Carrier  Traffic 
and  Revenues 


Type  of  tralBc 

Present 

annual 

'traffic 

(fiscal  year 

1940) 

Approxi- 
mate 
ratio  of 
future  to 
present 
(esti- 
mated) 

Future 

annual 

tratac  (next 

decade 

Assumed 
future 
average 
revenue 
per  ton- 
mile 

Future 

gross 

annual 

revenue 

Passengers 

Commodities 

MaU 

Ton-miles 
85, 500. 000 
3.  000,  000 
9,  400,  000 

7 

185 

7 

Ton-miles 

600, 000,  000 

550,  OnO,  000 

65,  000,  000 

$0.33 

.18 

u.oo 

$200,  000,  OOO 
100,  oon.  000 
65,  000,  000 

Totals  and  aver- 
ages.. ..  .  

97,900,000 

12.4 

1,215,000,000 

365,  000, 000 

Average  charge  per 
ton-mile.. 

$0.66 

.45 

$0.30 

'  Average  mail  revenue  estimated  on  basis  of  two-thirds  of  mail  carried  at  an  aver* 
age  compensation  of  50  cents  per  gross  ton-mile  and  one-third,  on  light  feeder  routes, 
at  an  average  compensation  of  10-15  cents  per  plane-mile  for  an  average  mail  load 
of  100-150  pounds,  or  $2  per  mail  ton-mile.  At  this  rate,  the  gross  additional  trans- 
portation expenses  to  the  Post  Office  for  country-wide  expedited  moil  service  would 
be  in  the  neighborhood  of  $34,000,000,  most  of  which  would  go  for  the  "rural  delivery" 
air-mail  routes. 

This  is  a  rough  measure  of  the  potential  domestic 
industry — exclusive  of  operations  on  foreign  air 
routes — to  which  the  Government's  transportation  pol- 
icy should  be  directed. 


GOVERNMENT  REGULATION  AND  PROMOTION  OF  AIR  TRANSPORTATION 


Administration  and  Regulation  to  1938 

Substantial  Federal  interest  in  air  transportation  was 
first  shown  in  the  air-mail  experiment  pioneered  by 
the  Post  Office  Department  between  1918  and  1926. 
During  this  period  the  airlines  were  owned  and  oper- 
ated by  the  Government. 

Wlaeu  the  air-mail  service  was  turned  over  to  private 
industry  in  1926-27,  the  function  of  the  Post  Office 
Department  became  both  promotional  and  regulatory.^' 
Through  generous  mail  contracts,  the  Department  fos- 
tered the  development  of  private  air  transportation 
companies,  and  through  authority  to  designate  air- 
mail routes,  grant  route  extensions,  and  determine 
frequency  of  schedules,  controlled  both  the  direction 
and  extent  of  the  developing  transportation  system. 

Government  economic  regulatory  powers  were  broad- 
ened during  ensuing  years,  particularly  in  1934-35, 
when  mergers  or  interlocking  directorates  between  air- 
mail carriers  and  aviation  manufacturers  were  prohib- 


'■^  Invest  gation  of  Executive  Anencies  of  the  Ooveniment,  "Government 
Activities  in  Ihe  Field  of  Transportation",  Sen.  Report  1275,  7.5th  Cong., 
1st  Sess.,  pp.  30S-380. 


ited.  The  Interstate  Commerce  Commission  was  given 
control  over  accounting  procedure  as  well  as  power 
to  review  and  fix  new  rates  on  existing  air-mail  routes, 
while  the  Post  Office  Department  retained  authority 
to  designate  new  routes  and  award  air-mail  contracts 
therefore  to  the  lowest  responsible  bidder. 

Thus,  in  addition  to  a  division  of  economic  control 
between  two  agencies.  Government  economic  supervi- 
sion was  made  incidental  to  air-mail  compensation  and 
bore  only  an  indirect  relation  to  a  carrier's  passenger 
and  express  business.  Over  nonmail  operators  the 
Government  had  no  economic  control  at  all. 

The  promotion  and  regulation  of  nonscheduled  as 
well  as  scheduled  flying  was  begun  in  1926.  The  Bu- 
reau of  Air  Commerce,  established  in  that  year,  under- 
took the  development  and  operation  of  a  system  of 
civil  airways,  including  intermediary  and  emergency 
airports,  communications  facilities,  and  weather  report- 
ing in  cooperation  with  the  Weather  Bureau.  Regula- 
tory duties  of  the  Air  Commerce  Bureau  included 
licensing  of  all  flying  personnel  and  aircraft,  investi- 
gation of  accidents,  and  promulgation  of  rules  designed 
to  increase  the  safety  of  flight. 


Transportation  and  National  Policy 

In  the  construction  and  operation  of  first-class  air- 
ports, which  constitutes  one  of  the  most  important 
elements  in  the  development  of  an  airline  system,  munic- 
ipalities have  heretofore  played  a  dominant  part. 
Federal  agencies  have  also  contributed  importantly 
with  both  financial  and  technical  aid. 

Labor  relations  in  the  air-transportation  industry 
are  governed  principally  by  the  Railway  Labor  Act  of 
1926,  as  amended,  which  places  labor  disputes  under 
the  jurisdiction  of  the  National  Mediation  Board. 

Contrary  to  developments  in  highway  transportation, 
the  regulation  of  the  air-transport  industry  became 
highly  centralized  in  the  Federal  Government  at  an 
early  period  in  its  history.  Nevertheless,  many  States 
have  enacted  legislation  more  or  less  duplicating  some 
of  the  license  and  traffic  regulations  of  the  Federal 
Government.  While  comprehensive  Federal  control 
seems  the  most  logical  approach  to  an  industry  which 
is  so  essentially  interstate  in  character,  it  is  argued 
by  some  that  uniform  regulations  of  a  central  author- 
ity may  prove  more  inadequate  because  of  regional 
differences  in  conditions  affecting  air  transportation. 

The  Civil  Aeronautics  Act  of  1938 

The  Civil  Aeronautics  Act  of  1938  substantially 
broadened  Federal  regidatory  powers  and  centralized 
them  in  a  single,  independent  agency,  the  Civil  Aero- 
nautics Authority.''^  In  1940,  however,  a  further  re- 
organization took  place  and  the  Authority  was  divided 
by  Executive  Order  into  two  distinct  agencies:  (a)  the 
Administrator  of  Civil  Aeronautics,  a  division  of  the 
Department  of  Commerce;  and  (b)  the  Civil  Aero- 
nautics Board,  an  independent  agency  within  the 
framework  of  the  Department  of  Commerce.^" 

The  Administrator's  functions  parallel  the  promo- 
tional and  administrative  duties  of  the  old  Bureau  of 
Air  Commerce,  namely,  the  development  and  operation 
of  airways,  aircraft  inspection,  licensing  pilots  amd  air- 
craft, and  the  enforcement  of  safety  rules  and  regula- 
tions. The  Administrator  also  supervises  the  Civilian 
Pilot  Training  Program,  which  has  been  greatly  ex- 
panded since  its  inception  in  1939. 

The  Civil  Aeronautics  Board,  composed  of  five  mem- 
bers, is  primarily  a  regulatory  agency,  charged  with 
the  economic  regulation  of  scheduled  air  transportation. 


"^  Leverett  S.  Lyon,  Victor  Abramson,  and  Associates,  "Government  and 
Economic  Life,"  vol.  II,  p.  854. 

>»  See  Reorcanization  Plan  No.  IV.  eCfective  June  30,  1040.  H.  Doc.  692. 
7Gth  Cong.  3d  sess.  The  routine  oflice  management  functions  of  tbe 
Board  are  performed  under  tl^e  supervision  of  the  Secretary  of  Com- 
merce in  order  to  avoid  uneconomic  duplication  of  facilities.  The  Board's 
reports  to  Congress  and  to  the  Tresident  are  submitted  through  the  Sec- 
retary of  Commerce,  but  the  latter  has  no  power  to  delete  or  revise 
them.  The  Board  submits  its  own  budget  and  has  full  control  over  its 
personnel  and  expenditures.  The  decisions  of  the  Board  arc  in  no  way 
subject  to  review  by  tbe  Secretary  of  Commerce. 
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the  prescription  of  safety  rules  and  regulations,  the 
investigation  of  accidents,  and  the  revocation  of  i^ilot 
and  aircraft  certificates. 

Among  the  Board's  major  economic  regulatory  pow- 
ers not  previously  held  by  the  Post  Office  Department 
or  the  Interstate  Commerce  Commission,  are:  (a)  the 
power  to  grant  certificates  of  convenience  and  necessity 
for  air  routes,  without  which  no  carrier  is  permitted 
to  operate  in  interstate  commerce ;  (b)  wide  discretion- 
ary power  in  the  manner  and  methods  of  fixing  air- 
mail rates;  (c)  the  power  to  regulate  passenger  and 
express  charges;  and  (d)  to  approve  or  prohibit  inter- 
locking directorates  and  to  pass  on  all  mergers  between 
existing  carriers  or  between  an  air  carrier  and  any 
other  type  of  company. 

Under  the  present  law  air-mail  routes  are  no  longer 
dependent  on  competitive  bidding  for  Post  Office  mail 
contracts.  Further,  the  financial  need  of  the  carrier 
is  recognized  as  an  element  in  the  determination  of 
rates  of  mail  pay,  together  with  the  triple  requirements 
of  commerce,  the  Postal  Service,  and  the  national  de- 
fense. The  adoption  of  these  basic  policies  has  served 
greatly  to  strengthen  the  growing  air  transi)ortation 
industry  and  to  attract  additional  capital  to  the  field. 

Principles  of  Public  Aid 

In  Europe,  air  transport  was  early  recognized  as  an 
important  instrument  of  national  policy  and  defense. 
In  the  United  States  this  a.spect  of  civil  aviation,  while 
accejited  in  jDrincijjle,  has  never  been  as  heavily  stressed 
and,  indeed,  on  occasions  appears  to  have  been  largely 
overlooked. 

The  first  legislation  designed  to  encourage  air 
transportation  was  brought  about  at  the  instigation 
of  the  Army  Air  Corps,  with  the  thought  of  creating 
a  civil  aviation  industry  as  a  second  line  of  national 
defense. 

Less  than  ten  years  later,  however,  considerations  of 
national  defense  were  largely  forgotten  and  Congress 
proposed  to  restrict  the  air-mail  services  of  the  country 
to  a  self-supporting  basis.""  At  the  same  time,  while 
ignoring  the  defense  elements  in  air-mail  service  and 
placing  it  on  a  cost  basis,  second-class  mail  service  was 
continued  on  the  basis  of  a  net  postal  deficit  of  some 
$90,000,000  annually. 

In  1938  Congress  reaffirmed  its  support  of  air  trans- 
portation  as   an  instrument   of   national   policy   and 


«'227  I.  C.  C.  408,  Postal  Revenue  Limitation  on  Air-Mail  Bates, 
(19.38).  Sec.  6  (e)  of  the  Air  Mail  Act  of  1934,  as  amended,  directed 
that  compensation  to  the  air  carriers  "shall  be  designed  to  keep  the 
aggregate  cost  of  the  transportation  of  air  mail  on  and  after  July  1. 
1938,  within  the  limits  of  tbe  anticipated  postal  revenue  therefrom." 
General  ndoption  of  tlie  principle  that  each  dass  of  mail  service  shall  be 
conducted  only  on  a  self-supporting  basis  would  involve  very  far-reaching 
adjustments  in  present  postal  operations. 
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defense.  The  declaration  of  policy  of  the  Civil  Aero- 
nautics Act  states  as  being  in  the  public  interest :  "the 
encouragement  and  development  of  an  air  transporta- 
tion system  properly  adapted  to  the  present  and  future 
needs  of  the  foreign  and  domestic  commerce  of  the 
United  States,  of  the  Postal  Service,  and  of  the 
national  defense." 

Thus  the  law  presently  authorizes  the  development 
of  air  transportation  to  the  maximum  extent  and  of 
whatever  character  and  quality  the  national  defense 
may  require.  The  wisdom  of  such  a  program  has  been 
heavily  underscored  by  recent  events  in  Europe. 

Provision  of  essential  air  navigation  facilities  has 
always  been  recognized  as  a  public  responsibility,  both 
for  scheduled  and  nonscheduled  operations,  on  much 
the  same  principle  that  coastwise  navigation  aids  are 
freely  provided  for  vessels  at  sea."^ 

Federal  participation  in  airport  development  as  a  mat- 
ter of  a  permanent  policy  was  recommended  to  Congress 
in  1939  by  the  Civil  Aeronautics  Authority.''^  Recently, 
a  plan  has  been  outlined  by  the  Assistant  Secretary  of 
Commerce  involving  an  outlay  of  some  $000,000,000 
during  the  next  6  years  and  affecting  4,000  airports."^ 
A  start  toward  such  a  long-range  program  was  made 
in  October  1940,  as  we  have  noted,  when  Congress 
appropriated  $40,000,000  for  this  purpose. 

The  air  transportation  industry  in  general  is  not  yet 
self-supporting.     Hence,  in  Government  payments  to 


^^  See  Report  by  tbe  .loint  Committee  on  Civil  Aviation  of  the  U.  S. 
Department  of  Commerce  and  the  American  Engineering  Council.  1926, 
from  which  stemmed  the  first  civil  air  legislation.  The  promotion  of 
civil  aviation,  the  committee  stated,  was  predicated  upon  three  under- 
lying principles  :  "first,  the  development  of  commercial  uses  of  aircraft 
is  of  great  importance  industrially  and  to  the  national  defense:  second, 
air  navigation  should  and  can  be  developed  primarily  as  a  constructive 
agent  for  the  public  welfare  :  third,  the  provision  of  essential  air  navi- 
gation facilities  is  a  public  responsibility." 

°2  Airport  Survey,  H.  Doc.  No.  245.  1939.  76th  Cong.,  1st  sess.     (See  also 

■Federal  Coordinator,  "Public  Aids  to  Transportation,"  1940,  vol.  I, 
p.  108.)  "The  primary  national  interest  in  airports  is  an  interest  in  the 
development  of  air  commerce  and  in  the  use  of  aircraft  in  the  national 
defense.  Quite  apart  from  the  very  great  interest  that  they  have  for 
the  people  of  their  own  community,  airports  are  a  necessary  instru- 
mentality for  the  elDcient  maintenance  of  the  swiftest  possible  com- 
munication system.  It  is  indispensable  that  there  he  an  adequate 
number  of  airports  of  such  quality  as  to  receive  the  largest  and  most 
efficient  of  transport  aircraft,  and  so  spaced  as  to  permit  of  easy  oper- 
ation between  them  along  the  major  trade  routes  of  the  Nation. 

"Airports  serve  the  national  defense  directly  by  pi-oviding  auxiliary 

"bases  for  military  aircraft  in  periods  of  concentration  that  would  over- 
flow the  operating  capacity  of  such  purely  military  fields  as  are  locally 
available.  They  serve  also  as  intermediate  servicing  points  in  the 
movements  of  military  units  across  country.  Be.vond  that  is  the  indi- 
rect service  rendered  in  providing  opportunities  for  the  training  of  pilots 
and  in  malting  it  easy  for  pilots  already  trained  to  l<eep  in  practice. 
Wide  dispersion  of  airports  over  the  extent  of  the  Nation  is  almost  a 
prerequisite  to  the  initial  success,  and  certainly  to  any  lasting  military 
utility,  of  a  pilot-training  program. 

"The  existence  of  airports  also  makes   possible  the  existence  of  the 

:alrcraft  industry,  as  both  an  economic  and  military  asset,"     P,  xvlli, 
Airport  Survey  Summary. 
»=  Robert  H.   Hinckley,   at  U.   S.   Conference  of  Mayors,   September   22, 

.1940. 
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J/U  S    SUBSIDIES  OBTAINED  BY  ARBITRARILY   DEDUCTING  FROM  PAYMENTS  TO 
CARRIERS  AS  EARNED  REVENUE  PER-TON  MILE   DOMESTIC,  SIOO;  FOREIGN  $150 

FiGUKE  37. — Air  Transport   Subsidies  per   Mile  Flown,   United 
States  and  Principal  European  Countries,  1938 


air  carriers  for  the  transportation  of  mail  an  element 
of  direct  aid  has  usually  been  included. 

The  nature  of  this  so-called  "subsidy"  element  is 
often  misunderstood.  Sometimes  a  carrier's  entire 
revenue  from  the  Government  is  referred  to  as 
"subsidy."  At  other  times  it  is  assumed  that  no  sub- 
sidy element  is  involved  if  the  Government  payments 
for  the  transportation  of  mail  do  not  exceed  Govern- 
ment revenues  from  the  postal  charges  on  the  mail. 

Neither  assumption  is  correct.  Subsidy,  in  the 
premises,  is  the  amount  paid  in  excess  of  the  usual 
charges  for  a  given  service.  Government  payments  for 
mail  services  include  a  subsidy  only  to  the  extent  that 
the  sum  paid  is  in  excess  of  a  normal  compensation  for 
actual  mail  services  rendered.  The  fixing  of  this  ele- 
ment of  direct  aid  so  as  to  expedite  and  not  retard  the 
progress  of  the  air  transport  industry  toward  an 
economically  sound  and  stable  condition  is  an 
important  responsibility  of  the  Civil  Aeronautics 
Board. 

That  the  subsidy  element  in  domestic  air-mail  pay- 
ments has,  on  the  whole,  been  considerably  less  than 
in  most  other  countries  may  be  seen  in  Fig.  37. 
France,  Italy,  Great  Britain,  and  many  other  foreign 
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countries,     liave     undeiwiitteii     their     air     transport 
enterprises  at  much  higher  unit  cost.^* 

The  element  of  direct  aid  is  naturally  higher  per 
mile  flown  on  foreign  routes  operated  by  United  States 
carriers,  than  on  the  domestic  system.  This  is  due  in 
large  part  to  the  many  differences  between  the  two  sys- 
tems, brought  out  in  the  preceding  sections,  such  as: 
operating  cliaracteristics.  traffic  densitj-,  investment  in 
airway  facilities,  and  other  factors. 

Current  Problems 

Assuming  that  air  transportation  should  be  developed 
to  the  full  extent  outlined  in  section  III  above,  what 
are  the  principal  problems  with  which  the  Government 
would  be  faced? 

In  the  first  place,  a  substantial  expansion  of  the 
present  air  transport  network  will  be  essential.  The 
continued  growth  of  passenger  traffic  will  require  many 
more  schedules  on  existing  routes,  and  numerous  route 
extensions.  The  adoption  of  a  policy  to  forward  the 
greater  part  of  all  non-local  first-class  mail  by  air  will 
necessitate  a  considerable  increase  in  the  numl  er  of 
l^ick-up  and  delivery  routes.  To  develop  fully  poten- 
tial commodity  traffic,  low  cost  cargo  planes  designed 
for  mail  and  express  exclusively  will  be  needed. 

Changes  in  the  corporate  structui'e  of  the  industry 
will  depend  on  the  degree  to  which  competition  is  to 
be  fostered  or  restricted.  The  development  of  the  in- 
dustry through  a  multiplicity  of  carriers  may  prove 


^  The  service-compensation  rates  allowed  in  deriving  the  proportion 
of  U.  S,  mail  payments  representing  direct  aid.  as  shown  in  Fig.  37. 
are  wholly  arhitrary.  In  the  fiscal  year  1940,  for  example,  the  direct- 
aid  element  in  the  mail  pay  to  domestic  carriers  was  11.4  cents  per 
aircraft-mile  flown,  only  on  the  arbitrary  assumption  that  SI  per  mail 
ton-mile  was  a  fair  haulage  compensation  rate.  Had  a  rate  of  50  cents 
per  ton-mile  been  used,  the  corresponding  subsidy  element  would  be  equiv- 
alent to  15.3  cents  per  plane-mi'e.  See  also  J.  Parker  Van  Zandt.  op. 
cit,  pp.  45-52. 


much  more  costly  to  the  Government  than  would  a 
more  intensive  development.  Some  degree  of  com- 
petition, however,  appeai-s  essential  to  economical  and 
efficient  management. 

There  are  a  number  of  disadvantages  which  appear 
to  be  inherent  in  the  method  presently  employed  for 
determining  Government  payments  for  transporting 
air  mail.  Rates  are  fixed  for  each  carrier  independently 
by  routes  and  specific  schedules  and  vary  not  only 
among  the  carriers,  but  also  somewhat  according  to  the 
economic  outlook  at  the  moment  the  decision  is  made; 
fixed  rates  in  an  industry  so  subject  to  change  require 
frequent  revision,  hence  there  are  numerous  and  pro- 
tracted hearings;  setting  rates  by  rigidly  forecasting 
future  revenues  is  inherenth'  inaccurate  in  the  premises 
and  cannot  be  easily  corrected,  particularly  if  they 
are  unduly  high.  Rates  can,  of  course,  be  reduced  but 
this  procedure  takes  time  and  decreases  are  not  usually 
retroactive. 

Control  of  passenger  and  express  rates  has  been  left 
largeh'  in  the  hands  of  the  airlines  and  many  incon- 
sistencies have  resulted.  Yet  the  rates  which  the  car- 
riers charge  the  public  for  other  classes  of  service 
cannot  be  dissociated  from  the  problem  of  fixing  air 
mail  rates.  They  are  alternative  methods  of  affecting 
gross  income  and  must  be  made  to  work  harmoniously. 
Consideration  should  be  given  to  fixing  passenger  and 
express  rates  at  optimum  levels  consistent  with  the 
basic  policy  for  the  industry. 

These  are  some  of  the  problems  with  which  Govern- 
ment agencies  are  faced  in  carrying  out  their  statutory 
duty  to  "encourage  and  develop  an  air  transportation 
system  properly  adapted  to  the  present  and  future 
needs  of  the  foreign  and  domestic  commerce  of  the 
United  States,  of  the  Postal  Service,  and  of  the  national 
defense." 


AIR  TRANSPORTATION  AND  THE  NATIONAL  INTEREST 


In  the  preceding  sections  we  have  considered  the  na- 
ture of  air  transportation,  the  elements  of  growth 
which  it  has  revealed,  its  economic  characteristics  and 
its  possible  expansion,  under  favorable  conditions, 
within  a  reasonable  future.  The  realization  of  these 
possibilities  will  depend  upon  the  adoption  bj'  the 
Government  of  a  systematic  program  to  de%-elop  do- 
mestic and  foreign  air  transportation  to  its  full  capa- 
bilities, including  forwarding  first-class  mail  bj-  air 
wherever  it  can  thereby  be  expedited ;  the  extension  of 
postal,  commodity,  and  passenger  service  to^a  greatly 
increased  proportion  of  the  important  communities 
in  the  country ;  a  reduction  in  passenger  and  commodity 
charges;  and  on  other  factors. 

4144S7 — 42 24 


The.se  questions,  however,  are  subordinate  to  a  much 
more  fundamental  issue.  The  paramount  interest  to- 
day is  the  National  Defense. 

Recent  world  events  have  forced  the  United  States 
to  embark  on  a  huge  rearmament  program  which  will 
take  years  to  complete  and  will  cost  thousands  of  mil- 
lions of  dollars.  Dislike  it  as  we  may.  the  stark  realism 
of  events  allows  us  no  other  choice. 

One  inescapable  lesson  of  the  conflict  to  date  is  the 
ti-emendous  importance  of  aviation  in  such  a  program.^^ 


*  See  recent  address  by  the  Hon.  Henry  L.  Stimson.  Secretary  of 
War  :  "Air  power  today  has  decided  the  fate  of  nations.  Germany  with 
her  powerful  air  armada  has  vanquished  one  people  after  another.  On 
the  ground,  large  armies  have  been  mobilized  to  resist  her.  but  each 
time  it  icaa  that  additional  poicer  in  the  air  that  decided  the  fate  of 
each  individual  nation."     Cltalics  oars.] 
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Pilots,  mechanics,  transport  aircraft,  and  all  the  re- 
sources of  a  great  civil  aviation  industry  are  now 
recognized  as  integral  elements  in  modern  defense. 

The  basic  issue  may  be  stated  thus :  How  can  air  com- 
merce be  most  effectively  organized  and  developed  to 
make  the  greatest  possible  contribution  to  the  National 
Defense  ? 

Fundamentally,  the  most  effective  peacetime  contri- 
bution of  air  commerce  is  to  create  and  maintain  con- 
tinuously in  training  the  greatest  possible  reservoir  of 
pilots,  mechanics,  transport  aircraft,  and  productive 
facilities. 

The  country  is  now  engaged,  at  a  cost  of  many  bil- 
lions of  dollars,  in  a  great  recruiting  and  aircraft  pro- 
curement program,  including  the  production  of  many 
hundreds  of  transport  aircraft  and  the  training  of 
many  tens  of  thousands  of  ground  and  flying  personnel. 
Much  of  this  equipment  and  personnel,  when  not  ac- 
tually required  for  emergency  defense  purposes,  can 
be  most  economically  and  effectively  employed  in  de- 
veloping the  air  transportation  potentialities  outlined 
in  the  preceding  sections. 

To  maintain  instantly  available  for  any  emergency 
an  equivalent  reservoir  of  planes,  pilots,  and  mechanics 
on  a  full-time  military  basis  would  probably  repre- 
sent a  net  additional  cost  to  the  Government  of  well 
over  $200,000,000  annually.'''" 


This  is  without  giving  any  weight  to  the  additional 
immense  postal  and  commercial  benefits  which  would 
result  from  the  intensive  development  of  air  transpor- 
tation. It  is  jDossible  that  the  establishment  of  an 
integrated  national  air  transport  network  might  lead 
to  mass  acceptance  of  air  travel  on  a  scale  not  yet 
even  remotely  approached.  It  would  provide  an  en- 
larged commercial  rather  than  primarily  a  military 
future  for  personnel  in  aviation  training.  It  would 
encourage  the  establislmient  of  airports  and  provide 
a  tremendous  impetus  to  private  and  other  non-sched- 
uled flying  at  the  several  thousand  communities  served 
by  the  air  lines.  It  would  provide  a  support  for  the 
enlarged  manufacturing  industry  and  stimulate  the 
production  of  improved  aircraft;  and  it  would  con- 
tribute importantly  to  making  the  country  the  greatest 
air  power  in  the  world. 

The  importance,  in  the  premises,  of  energetically 
mobilizing  the  air  commerce  resources  of  the  United 
States  is  obvious  to  all.  No  one  can  foretell,  however, 
what  this  may  ultimately  mean  in  tei-ms  of  collateral 
benefits  and  human  relationships.  Flying  represents 
a  fundamental  revision  in  the  ways  of  mankind,  an 
open  sesame  to  a  new  world.  A  transportation  policy 
which  did  not  take  this  basic  fact  fully  into  consider- 
ation would  represent  an  inexcusable  neglect  of  the 
national  interest. 


""  In  recent  years  the  number  of  air  line  personnel  has  increased  about 
half  as  fast  as  the  ton-miles  of  traffic.  If,  as  table  12  suggests, 
gross  trafBc  expands  some  twelvefold,  pilot  and  ground  personnel  might 
be  roughly  6  times  present  levels  or  approximately  60,000.     At  an  aver- 


age salary  and  living  expense  of,  say,  $2,500  per  person,  the  personnel 
cost  on  a  military  basis  would  be  about  $150,000,000  per  annum.  De- 
preciation, fuel,  and  maintenance  costs  for  2,000  to  3,000  troop  trans- 
port and  feeder  planes  would  total  in  excess  of  another  $100,000,000. 


PART     II  — SECTION     II 
COASTWISE,    INTERCOASTAL,    AND    GREAT    LAKES    SHIPPING 

Prepared  by  the  Division  of  Economics  and  Statistics,  U.  S.  Maritime  Commission 


Introduction 

The  extended  coast  line  of  the  United  States,  its 
many  natural  harbors,  and  the  consequent  accessibility 
of  large  sections  of  the  country,  particularly  in  the 
most  thickly  populated  regions,  to  deep-sea  transporta- 
tion have  had  as  their  natural  result  the  development 
of  sea-borne  commerce  as  a  major  integral  part  of 
the  Nation's  transportation  system. 

This  deep-sea  traffic  comprises  two  interrelated  but 
distinctly  separate  elements:  On  the  one  hand,  sea- 
borne traffic  between  the  United  States  and  foreign 
countries,  and  between  the  continental  United  States 
and  its  offshore  jDOssessions ;  and  on  the  other  hand, 
traffic  between  different  parts  of  the  continental  United 
States  itself.  To  a  large  extent,  the  ships  which  are 
the  media  of  transport  in  both  classes  of  traffic  are 
readily  interchangeable,  at  least  in  the  physical  sense, 
i.  e.,  disregarding  such  restrictions  as  the  coastwise 
laws  which  prevent  foreign-flag  shipping  from  en- 
gaging in  the  coastwise  traffic.  This  interchangeabil- 
ity  constitutes  the  essential  link  between  the  two. 

There  is,  however,  a  distinction  of  an  essential  char- 
acter: In  the  case  of  the  foreign  and  offshore  (non- 
contiguous) traffic,  deep-sea  transportation  constitutes, 
if  not  in  all  cases  the  sole  means,  at  least  an  essential 
link  in  the  means  of  shipment  from  origin  to  destina- 
tion (with  the  relatively  minor  exception,  of  course,  of 
traffic  susceptible  of  economic  carriage  overseas  by  air). 
In  the  case  of  coastwise  and  intercoastal  traffic,  how- 
ever, deep-sea  transportation  is,  with  possible  minor 
exceptions,  merely  one  of  several  possible  alternative 
means  of  transportation.  Thus  our  coastwise,  inter- 
coastal, and  Great  Lakes  shipping  constitutes  a  part 
of  the  national  transportation  structure  in  a  more  close 
and  exact  sense  than  our  foreign  and  offshore  shipping. 
The  latter,  indeed,  is  more  a  projection  of,  rather  than 
an  integral  part  of,  the  national  transportation  system. 
This  distinction  is  heightened,  moreover,  by  the  fact 
that  our  foreign  commerce  is  carried  in  large  measure 
by  foreign-flag  shipping,  and  whatever  the  flag,  at 
origin  or  destination  this  commerce  touches  a  foreign 
country.  In  consequence,  the  problems  affecting  our 
offshore  and  foreign  deep-sea  shipping  are  of  a  special 
and  distinct  nature,  far  less  closely  related  to  the  trans- 
portation problems  of  the  continental  United  States 
than  is  true  of  our  coastwise,  intercoastal,  and  Great 
Lakes  shipping. 


At  the  same  time,  however,  it  is  essential  that,  while 
concentrating  attention  on  this  part  of  our  deep-sea 
shipping,  which  is  an  integral  part  of  our  national 
transportation  system,  due  consideration  be  given  to 
its  close  relationship  to  that  portion  of  our  shipping 
engaged  in  offshore  and  foi-eign  commei'ce,  which  is 
inherent  in  the  substantial  measure  of  physical  inter- 
changeability  between  the  two.  It  is  noteworthy  that 
one  of  the  leading,  if  not  in  fact  the  dominant,  reason 
for  the  policy  of  restricting  coastwise  sea-borne  com- 
merce (including  intercoastal  and  Great  Lakes  traffic 
not  touching  foreign  ports)  to  shipping  documented 
under  the  United  States  flag  is  to  provide  a  reservoir  of 
national  dcejJ-sea  shipping  to  be  drawn  upon  in  emer- 
gencies for  overseas  use.  This  purpose  is  clearly  an 
essential  factor  which  must  not  be  neglected  in  con- 
sidering the  relationship  between  the  deep-sea  and  other 
portions  of  our  strictly  national  transportation  system, 
and  policies  relating  to  the  deep-sea  portion. 

Before  leaving  the  subject  of  noncontiguous  and 
foreign  shipping,  therefore,  it  is  useful  to  compare 
its  size  with  that  of  our  coastwise,  intercoastal,  and 
Great  Lakes  shipping.  This  is  graphically  shown  in 
table  1,  a  summary  tabulation  of  ships  of  1,000  or 
more  gross  tons  each,  classified  by  their  employment. 

Table  1. — American  Steam  and  Motor  Vessels  of  1,000  Oross 
Tons  or  More  Availalile  for  Service  in  Deep-Sea  and  Great 
Lakes  Trades  on  Specified  Dates  in  1930,  1940,  and  19^1 


Dec.  31,1930 

Dec.  31, 1940 

June  30,  1941 

Employment 

Num- 
ber 

Gross  tons 

Num- 
ber 

Gross  tons 

Num- 
ber 

Gross  tons 

460 

45 

198 

563 

2, 035, 483 

213,992 

1,240,908 

2,  616,  394 

516 
69 
125 
476 

2,945,741 
380,  393 
746, 266 

2,391,000 

450 

119 

94 

476 

2, 666, 46-J 

Noncontiguous 

613.754 
673. 674 

Great  Lakes 

2,391.000 

Total 

1,246 

6,005,837 

1,186 

6,462.400 

1,139 

6,244,892 

Of  which: 

Tankers 

Dry  Cargo 

227 
1,019 

1,443,043 
4,  562,  794 

335 

851 

2,  305,  784 
4,156,616 

310 
829 

2,170,866 
4,074,026 

Foreign,  total 

572 

3,529,370 

378 

2,434,408 

471 

2,816,141 

Of  which: 

Tankers 

Dry  Cargo 

96 
476 

666,909 
2,862,461 

38 
340 

283,207 
2. 151,  201 

70 
401 

473,949 
2,  342, 192 

Laid-up,  total " 

Of  which; 

612 

64 
458 

2,  574, 066 

348,212 
2,  225,  853 

139 

12 
127 

721, 185 

67,467 
653,  718 

31 

2 
29 

138,392 
8,573 

Dry  Cargo 

129,819 

«  E.xclusive  of  Great  Lakes  which  in  1940  and  1941  had  no  idle  tonnage. 

Source:  U.  S.  Maritime  Commission  Reports  No.  300  and  No.  3148,  and  Lake  Car- 
rier Association  Reports. 
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Inventory  of  Coastwise,  Intercoastal, 
and  Great  Lakes  Transport 

Natural  Resources  as  Aids  to  Shipping 

An  inventory  of  our  domestic  water  transportation 
system  begins  witli  the  geographical  facts  which  deter- 
mine its  scope. 

Total  mileage  of  ocean  and  Great  Lakes  coast  line. — 
Measuring  11,936  miles,  the  tidal  shore  line  of  the 
continental  United  States  presents  a  varied  aspect. 
The  Atlantic  coast,  with  a  tidal  shore  line  of  5,565 
statute  miles,  is  characterized  by  a  rugged  coast  line 
from  iSIaine  to  Xew  York;  and  southward  of  New  York 
Bay,  by  one  that  is  low  and  flat,  althougii  irregular  in 
character.  The  Gulf  coast  has  a  tidal  shore  line  of 
3,611  statute  miles,  and  is  somewhat  irregular  in  char- 
acter. Compared  with  the  Atlantic  and  Gulf  coasts, 
the  Pacific  coast,  with  a  tidal  shore  line  of  2.730  statute 
miles,  is  generally  high  and  rocky,  with  a  smaller  num- 
ber of  natural  harbors.  The  extensive  inlet  of  Puget 
Sound,  the  Bay  of  San  Francisco,  and  the  mouth  of 
the  Columbia  Kiver  are  the  three  principal  indentatit)ns 
along  the  Pacific  coast. 

The  Great  Lakes  system,  comprising  Lakes  Superior, 
Michigan,  Huron,  St.  Clair.  Erie,  and  Ontario,  provide 
the  largest  deep  inland,  fresh-water  route  in  the  world. 
These  Lakes,  with  their  connecting  channels,  form  a 
natural  transportation  highway  with  a  water  surface 
area  of  over  95.000  square  miles  and  a  total  sliore  line 
in  excess  of  8,300  statute  miles  of  which  3,774  miles, 
including  Lake  Michigan,  are  in  the  United  States. 
With  the  exception  of  Lake  ilichigan.  all  of  the  Great 
Lakes  are  international  waters,  the  boundary  line  be- 
tween the  United  States  and  Canada  running  approxi- 
mately along  the  axis  of  each  Lake  from  a  point  about 
100  miles  from  the  head  of  Lake  Superior  to  the  foot 
of  Lake  Ontario,  and  in  the  St.  Lawrence  River  to  the 
mouth  of  the  St.  Regis,  66  miles  above  Montreal. 
■  States  adjacent  to  ocean  and  Great  Lakes  coast 
line. — Of  the  48  States  in  continental  United  States,  28 
have  an  ocean  or  Great  Lakes  coast  line;  2,  New  York 
and  Pennsylvania,  are  adjacent  to  l)oth  the  Lakes  and 
tidewater. 

The  harbors  tliat  are  located  along  these  waterways 
vaiy  in  size  and  in  their  facilities  for  handling  water- 
borne  commerce.  INIany  of  the  seaports  located  along 
the  coast  have  been  improved  through  the  deepening 
and  widening  of  their  channels  so  as  to  accommodate 
deep  draft  vessels.  Other  seaports  have  been  created 
artificially  through  the  building  of  canals  and  have 
grown  in  importance  as  distributing  points  for  large 
areas.  Houston,  Tex.,  is  one  of  the  outstanding  ex- 
amples of  a  seaport  that  originally  did  not  have  natural 
access  to  occan-l)()rne  connnerce  but  whidi,  thi'ouuli  tlie 


construction  of  the  Houston  Ship  Channel,  has  be- 
come one  of  the  principal  ports  of  the  United  States. 
Because  of  its  access  to  the  sea  and  its  strategic  location 
it  has  achieved  a  dominant  position  as  a  distributing 
center  for  the  Southwest. 

Ports  and  harbors. — The  total  ocean  and  Lakes  com- 
merce of  all  ports  in  continental  LTnited  States,  ex- 
cluding river  and  intraport  traffic,  but  including  im- 
ports, exports,  coastwise  trade,  intercoastal  trade,  canal 
traffic,  and  trade  with  noncontiguous  territories, 
amounted  to  328.3  million  long  tons  in  1939.  (See  table 
3.)  Twenty  ^  ports  located  on  the  Atlantic,  Gulf,  and 
Pacific  coasts  and  along  the  Great  Lakes  accounted 
for  199.7  million  long  tons,  or  61  percent  of  the  328.3 
million  tons  handled  by  all  coastal  and  Lake  ports. 
Of  the  20  ports  referred  to,  those  located  along  the 
seacoasts  have  controlling  depths  ranging  from  28 
feet  at  Seattle-Tacoma  to  47  feet  in  San  Francisco 
Bay;  on  tiie  Great  Lakes  the  depths  vary  from  19  feet 
at  Buffalo  to  32  feet  at  Duluth-Superior.  All  of  the 
selected  seaports  can  accommodate  ocean-going  freight 
vessels  of  deep  draft,  and  have  available  extensive 
facilities  for  handling  and  warehousing  in-bound  and 
out-bound  traffic. 

Although  foreign  trade  is  essential  to  the  national 
economy,  tlie  share  of  this  trade  in  the  total  traffic  of 
seaports  in  this  country  is  often  overestimated.  Many 
ports,  such  as  Philadelphia,  Baltimore,  Norfolk, 
Houston,  and  Los  Angeles,  handle  a  greater  volume  of 
coastwise  and  intercoastal  than  of  foreign  traffic. 

The  commerce  of  the  Great  Lakes  is  highly  special- 
ized in  that  it  consists  principally  of  the  movement  of 
bulk  conmiodities  between  upj^er  and  lower  Lakes  ports, 
while  general  cargo  trade  is  relatively  of  small  volume. 
The  availability  of  bulk  cargoes  in  large  quantities  over 
rather  definite  routes  led  to  the  building  of  freighters 
specially  designed  to  handle  such  cargoes  economically 
and  speedily,  and  all  of  the  principal  Lakes  ports  have 
been  improved  to  accommodate  these  vessels. 

Bulk  freight,  whether  transported  on  the  Great  Lakes 
or  elsewhere  by  water,  is  usually  moved  slowly,  the 
major  factor  being  economy  rather  than  speed.  How- 
ever, on  the  Great  Lakes  where  distances  are  relatively 
short  much  has  been  done  to  facilitate  rapid  turn- 
around at  the  ports  through  improved  loadiiig  and  un- 
loading facilities.  The  operators  of  port  facilities  and 
ships  on  the  Lakes  cooperate  closely  in  the  handling 
of  bulk  cargoes.  This  has  resulted  in  elevators,  load- 
ing and  unloading  docks,  and  ships  being  coordinated 


'  New  York,  Pbiladelphia.  B.iltitoore,  Norfolk,  and  Boston  on  the 
.\tlantic  coast ;  Houston,  New  Orleans.  Mobile,  and  Galveston  on  the 
Gulf  coast;  San  Francisco  Kay,  Los  Angeles  (including  Long  Beach), 
Portland,  Seattle,  and  Tacoma  on  the  Pacific  Coast  ;  and  Duluth- 
Superior,  Toledo,  Buffalo,  Detroit,  Chicago,  and  Cleveland  on  the 
Great  Lakes. 
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in  construction  to  the  end  that  etiiciency,  economy,  and 
disjDatch  could  be  achieved. 

The  improvement  of  the  Nation's  harbors  and  ports 
so  as  to  aid  the  development  of  domestic  and  foreign 
ocean-borne  commerce,  as  well  as  for  the  national  de- 
fense, has  long  been  a  policy  of  the  Federal  Govern- 
ment. Survey's  are  made  by  the  Corjis  of  Engineers, 
U.  S.  Army,  and  reports  containing  their  findings  are 
submitted  to  Congress,  which  in  turn  passes  upon  the 
various  projects  and  makes  the  necessary  appropriations 
to  carry  out  the  work  to  be  done.  Total  expenditures 
by  the  Government  as  of  June  30,  1940,  for  new  work 
on  seacoast  and  Great  Lakes  harbors  and  channels, 
since  aid  was  first  gi'anted  more  than  100  years  ago, 
amounted  to  approximately  $871,000,000.  while  the 
cost  of  maintenance  has  exceeded  $344,000,000.- 

In  colonial  days,  and  during  the  years  prior  to 
the  Civil  AVar,  the  population  of  the  country  was 
largely  concentrated  along  the  Atlantic  seaboard. 
Commercial  and  social  contacts  among  the  colonies,  and 
later  among  the  several  States,  as  well  as  with  the  rest 
of  the  world,  were  dependent  almost  entirely  upon 
ocean  transportation.  Cities  built  along  the  seacoast 
became  the  leading  commercial  centers  and  the  focal 
points  of  cultural  activities.  Even  as  new  lands 
opened  up  and  as  the  Nation  expanded  westward,  the 
coastal  and  Great  Lakes  cities  continued  to  hold  promi- 
nent positions  in  the  commercial  and  intellectual  life 
of  the  United  States.  New  York,  Chicago,  Philadel- 
phia, Detroit,  Los  Angeles,  to  name  but  five  of  the 
largest  cities  which  have  more  than  12  percent  of  the 
total  population  of  continental  United  States,  are  all 
located  along  the  shore  lines  of  great  waterwaj^s.  Even 
in  1940  the  28  States  adjacent  to  ocean  and  Great 
Lakes  coast  lines  with  a  total  population  of  over  104,- 
000.000  persons,  or  almost  four-fifths  of  the  total  pop- 
ulation of  the  country,  still  had  a  greater  concentration 
of  population  per  square  mile  than  the  rest  of  the 
coimtry. 

Influence  on  industry. — Many  of  the  centers  of  in- 
dustrial activity  in  the  United  States  are  located  in  the 
coastal  and  Great  Lakes  regions.  Coastwise,  Lakes, 
and  foreign  shipping  bring  many  basic  raw  ma- 
terials long  distances  at  relatively  low  cost  to  the  sea- 
ports and  Lakes  ports  from  which  they  can  be 
distributed  to  the  factories  where  they  are  utilized  in 
the  manufacturing  process.  Many  of  these  materials, 
because  of  their  low  price,  would  not  move  over  long 
distances  unless  this  economical  transportation  were 
available.  The  movement  of  iron  ore,  coal,  limestone, 
manganese  ore,  bauxite,  petroleum,  potash,  and  many 
other  industrial  materials,  for  example,  is  largely  de- 


pendent upon  water  transportation  for  at  least  part  of 
the  haul  from  source  of  production  to  point  of  con- 
sumption. 

The  development  of  industries  and  the  growth  of 
cities  contiguous  and  tributary  to  the  Great  Lakes  is, 
perhaps,  one  of  the  best  illustrations  of  the  correlation 
of  large  available  supplies  of  low  cost  basic  raw  ma- 
terials available  at  considerable  distances,  with  low  cost 
efficient  transportation  facilities.  The  discovery  of 
iron  ore  in  the  upper  Lakes  region  and  the  availability 
of  coal  and  limestone  in  their  relation  to  the  trans- 
portation facilities  of  the  Great  Lakes  undoubtedly 
were  among  the  princii:)al  factors  which  attracted  in- 
dustry of  this  region. 

The  extent  to  which  industrial  activity  is  concen- 
trated in  the  28  States  adjacent  to  tidewater  and  the 
Great  Lakes  is  illustrated  in  table  2. 

Table  2. — Specified  Manufacturing  Data  far  Continental  United 
States  and  for  28  States  Adjacent  to  Ocean  and  Great  Lakes 
Coast  Lines,  in  1939 


Item 

Continental 
United  States 

28  States 

Ratio  of  the 

28  States  to 

continental 

United  States 

184,244 

8,936.710 
$56, 828. 807 
$24.  710,  565 

160,  734 

S,  109. 431 
$50,812,571 
$22,  438,  848 

87.2 

Xumber  of  salaried  personnel  and  wage 
e.irners 

Value  of  products  (add  000) 

90.7 
89.4 

Value  added  by  manufacture  (add  000).. 

90.8 

'Annual  Report   nf  the  Chief  of  Engineers,   V.   S.   Army,   1040.   part 
I,  vol.  I. 


Source:  Bureau  of  the  Census — Censu.s  of  Manufactures,  1939. 
Inventory  of  Vessels 

Any  inventory  of  the  American  merchant  marine 
made  today  is  subject  to  constant  change.  Idle  ships 
being  brought  into  active  service,  active  ships  moving 
on  to  new  owners  in  belligerent  zones,  numbers  of  new 
bottoms  speeding  down  the  ways  at  an  ever-increasing 
tempo — all  this  means  that  an  inventor}-  of  seagouig 
vessels  in  our  domestic  trade  will  be  out-of-date  soon 
after  it  is  taken.  The  data  presented  below  are  as  of 
the  dates  indicated :  in  more  recent  months  there  have 
been  great  changes  in  consequence  of  the  defense  and 
war  emergency  situations. 

In  the  coastal  waters,  on  the  inland  waterways,  and 
on  the  Great  Lakes  of  the  United  States  ply  American- 
flag  ships  (enrolled  and  registered)  to  the  number  of 
16.000.  These  include  vessels  from  5  gross  tons  to 
20,000  gross  tons  and  more — steamships,  motor  vessels, 
sailing  vessels,  barges,  and  thousands  of  utilitv  boats. 
This  report  will  consider  onh-  those  steamships  and 
motor  vessels  of  1,000  or  more  gross  tons  in  the  coast- 
wise, intercoastal,  and  Great  Lakes  trades  of  the  Na- 
tion, and  deal  with  the  number,  the  gross  tonnage,  the 
age,  the  speed,  and  the  personnel  of  such  craft. 

Number,  tonnage,  and  age  of  vessels. — On  Jime  30, 
1941,  American-flag  steamships  and  motor  vessels  in 
the  coastwise,  intercoastal,  and  Great  Lakes  trades  to- 
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taled  1,051  of  which  31  were  laid  up.  Of  tlie  1,020 
active  vessels,  450  were  in  the  coastwise  trades,  94 
were  in  the  intercoastal  trades,  and  476  were  on  the 
Great  Lakes.  This  is  in  contrast  with  a  total  of  1,713 
vessels  in  1930  of  which  1,201  were  active  and  512 
were  idle.  As  of  June  30, 1941,  these  vessels  represented 
a  total  of  5,769,530  gross  tons,  of  which  2,666,464  were 
in  the  coastwise  trade,  573,674  in  the  mtercoastal  trades, 
and  2,391,000  on  the  Great  Lakes.  In  the  laid-up 
fleet  there  were  138,390  gross  tons.  In  1930  total 
gross  tonnage  amounted  to  8,365.910,  of  which  5,791,845 
gross  tons  were  active  and  2,574,065  were  idle.  (See 
table  1.) 

On  January  1,  1940,  there  were  1,207  vessels  in 
service,  612  in  the  coastwise^  trades,  119  in  the  inter- 
coastal trades,  and  476  on  the  Great  Lakes.  Of  the 
total  fleet,  only  62  were  less  than  5  years  old,  80  were 
less  than  10  years,  and  176  were  less  than  19  years  old. 
Vessels  which  are  today  from  19  to  24  j'cars  old  are 
ships  which  came  off  the  ways  during  the  first  World 
War;  there  are  547  in  the  coastwise,  intercoastal,  and 
Great  Lakes  trades.  The  remainder  of  the  fleet  con- 
sists of  older  ships,  some  built  as  long  ago  as  the  1880's 
but  still  giving  good  jjerformance,  of  which  313  are  on 
the  Great  Lakes.  The  coastwise  trades  are  operating 
more  of  the  newer  ships,  while  the  Great  Lakes  trades 
have  a  preponderance  of  the  older  vessels.  Most  of 
the  intercoastal  vessels  also  were  built  during  World 
War  I.  The  tabulation  shown  below  gives  details 
concerning  each  trade  group : 

Coashvise"  (612  Vessels  as  of  Jan.  1,  10)0) 

Percent 

Less  than  5  years  old 43  vessels,  or  7.0 

Between    5  and  18  years 79  vessels,  or  12.  9 

Between  19  and  24  years 402  vessels,  or  65.7 

Between  25  and  29  years 52  vessels,  or  S.  5 

30  years  and  over 36  vessels,  or  5.  9 

Total 612  vessels,  or  100.0 

a  Includes  approximately  75  vessels  in  non-contigiious  trade. 

Intercoastal  (119  Vessels  as  of  Jan.  1,  19.'iO) 

Less  than  5  years  old 5  vessels,  or  4.2 

Between    5  and  18  years 

Between  19  and  24  years 100  vessels,  or  84.0 

Between  25  and  29  years 10  vessels,  or  S.  4 

30  years  and  over 4  vessels,  or  3.  4 

Total 119  vessels,  or  100.  0 

Great  Lakes  (.{76  Vessels  as  of  Jan.  1,  IQ.'iO) 

Less  than  5  years  old 14  vessels,  or  2.  9 

Between    5  and  IS  years 68  vessels,  or  14.  3 

Between  19  and  24  years 45  vessels,  or  9.5 

Between  25  and  29  years 36  vessels,  or  7.  6 

30  years  and  over 313  vessels,  or  65.  7 

Total 476  vessels,  or  100.0 


'  Includes  appro.ximately   75  vessels  in   noncontiguous  trade. 
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Speed  of  vessels. — The  American  merchant  fleet  is 
comprised  of  some  ships  which  creep  along  at  7  knots 
an  hour — others  which  speed  along  at  more  than  20 
knots  an  hour.  The  fastest,  of  course,  are  the  combi- 
nation freight  and  passenger  vessels  of  modern  con- 
struction; the  slowest  are  ships  which  have  seen  50  or 
more  years  of  service.  Most  of  the  faster  vessels,  in- 
cluding the  fastest  ship  of  the  entire  fleet  which  has  a 
speed  of  24  knots,  are  in  the  coastwise  trades,  although 
the  intercoastal  runs  also  operate  a  considerable  num- 
ber of  ships  that  make  good  speed.  The  tabulation 
given  below  sets  forth  the  speed  groupings  in  the 
coastwise  and  intercoastal  trades: 

Coastwise  (612  Vessels  as  of  Jan.  1, 19 kO) 

Percent 

8  to    91/2  knots 119  vessels,  or  19.  4 

10  to    121/2  knots 392  vessels,  or  64. 1 

IS  to  lOVi  knots 85  vessels,  or  13.  9 

Over    IQVz  knots 16  vessels,  or  2.  6 

Total 612  vessels,  or  100.0 

Intercoastal  (119  Vessels  as  of  Jan.  1,  19'i0) 

S  to    912  knots 7  vessels,  or      5.  9 

10  to  121/2  knots 92  vessels,  or    77.3 

13  to  leVa  knots 20  vessels,  or    16.8 

Over  16%  knots vessels,  or 

Total 119  vessels,  or  100.  0 

The  Great  Lakes  trades  differ  from  the  others  in 
that  speed  is  not  of  paramount  importance  in  the  oper- 
ation of  bulk  carriers,  the  type  of  vessel  which  pre- 
dominates in  this  region.  The  major  factor  is  econ- 
omy, and  distances  being  relatively  short  between  ports 
it  is  much  more  important  to  have  efficient  loading  and 
unloading  facilities  to  assure  quick  turn-around  in  port 
than  to  have  excess  speed  for  travel  between  ports. 
Thus,  95  percent  of  the  459  bulk  carriers  (dry  and 
tanker)  on  the  Great  Lakes  make  only  9  to  10  knots 
per  hour;  a  few  of  the  remainder  are  good  for  as  high 
as  12  knots  per  hour.  Some  of  the  17  Lake  combina- 
tion and  jjassenger  vessels  are  capable  of  speeds  up  to 
18  knots  per  hour. 

Type  of  vessels. — Many  kinds  of  vessels  are  needed 
to  carry  on  the  varied  activities  of  the  American 
merchant  marine  in  its  transport  of  commodities  and 
passengers.  They  fall  into  three  principal  groups — 
dry  cargo  freighters,  tankers,  and  combination  dry 
cargo  and  passenger  vessels. 

Of  the  1,108  American-flag  vessels  available  for  serv- 
ice in  the  coastwise,  intercoastal,  and  Great  Lakes 
trades  on  March  31,  1941,  736  were  dry  cargo  vessels, 
325  were  tankers,  and  47  were  combination  vessels. 

]\Iost  of  the  dry  cargo  freighters  are  found  in  the 
Great  Lakes  trades;  most  of  the  tankers  in  the  coast- 
wise trades.     Combination  vessels  represent  but  a  small 
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portion  of  the  total  fleet.  In  the  intercoastal  trade  107 
out  of  115  vessels  were  cli\y  cargo  freighters.  Details 
of  each  trade  are  shown  below : 


Dry  cargo 

Combina- 
tion 

Tanker 

Total 

Coastwise - 

Intercoastal 

Great  Lakes        

194 
107 
435 

29 

1 

17 

294 
7 
24 

517 
115 
478 

Total -    

736 

47 

325 

1,108 

Personnel  of  vessels. — The  total  number  of  employees 
engaged  in  operating  vessels  of  1,000  or  more  gross 
tons  in  the  coastwise,  intercoastal,  and  Great  Lakes 
trades  amounted  to  43,400  men  in  1940,  an  over-all 
increase  of  11.9  percent  over  1938.  In  the  intercoastal 
and  coastwise  trades,  however,  employment  in  1940  was 
lower  than  in  1938  and  1939,  while  employment  on  the 
Great  Lakes  increased  greatly.  Of  the  43,400  men 
employed  in  1940  there  were  24,100  in  the  coastwise 
trade,  5,200  in  the  intercoastal  trade,  and  14,100  on  the 
Great  Lakes  as  compared  with  22,500  in  foreign  trade. 
Compensation  of  employees  in  the  coastwise,  inter- 
coastal, and  Great  Lakes  trades  amounted  to  75.6  mil- 
lion dollars  in  1940,  almost  30  million  dollars  above  the 
1938  figure  and  nearly  20  million  dollars  above  1939. 

Corporate  and  ser'vice  status  of  vessels. — Most  of  the 
companies  owning  or  operating  vessels  of  the  American 
fleet  are  independent  concerns — that  is,  they  seek  busi- 
ness outside  the  limits  of  their  own  corporate  structure. 
Of  these  a  comparatively  small  number  are  railroad- 
owned  lines  such  as  Chesapeake  Steamship  Co.,  the 
Peninsular  &  Occidental  Steamship  Co.,  the  Central 
Vermont  Transportation  Co.,  and  the  Ocean  Steam- 
ship Co.  of  Savannah  operating  coastwise;  and  the 
Nicholson-Universal  Steamship  Co.  operating  on  the 
Great  Lakes.  Still  other  companies,  notably  the  large 
petroleum  producers,  such  as  Standard  Oil,  Atlantic 
Refining,  Sun  Oil,  and  Tide  Water  Oil,  operating  huge 
tanker  fleets,  carry  cargo  only  for  their  own  private 
account. 

There  are  three  classes  of  carriers  engaged  in  water 
transportation,  namely,  common  and  contract  carriers, 
which  constitute  the  "for-hire"  carriers,  and  the  private 
carriers.  Generally  speaking,  a  common  carrier  is  one 
which  publishes  its  rates,  seeks  business  generally  and 
accepts  such  business  whenever  or  by  whomever  offered 
up  to  the  limits  of  its  facilities  or  its  operating  capabil- 
ities. A  contract  carrier  is  one  which  accepts  business 
under  contract,  charter,  or  other  form  of  agreement.  A 
private  carrier,  as  its  name  implies,  transports  the 
cargo  of  its  owners  and  is  therefore  what  may  be 
termed  a  "proprietary  carrier."  The  question  of 
whether  particular  vessels  are  engaged  in  common  or 
contract  carriage  is  a  matter  of  interpretation  in  the 


light  of  statutory  definitions  governing  or,  in  the  ab- 
sence of  statutory  definitions,  in  the  light  of  common 
law  definition.  There  have  been  variations  in  the 
statutory  definitions  as  between  the  different  regulatory 
acts  applicable  to  transportation  by  water. 

Of  the  entire  1,665  vessels  in  the  American  fleet  on 
March  31,  1941,  805,  or  about  50  percent,  were  in  the 
coimnon  carrier  category,  of  which  246  were  in  the 
coastwise  trades,  132  in  the  intercoastal  trade,  and  72 
in  the  Great  Lakes  trades,  as  compared  with  355  in  the 
foreign  trade.  About  25  percent  of  the  total  fleet 
operated  under  a  contract  or  private  carrier  status,  437 
in  the  coastwise  trades,  2  in  the  intercoastal  trade,  and 
280  on  the  Great  Lakes.  Approximately  10  American 
vessels  in  the  noncontiguous  trades  operated  as  contract 
or  jjrivate  carriers;  practically  none  in  the  foreign 
trades.  Some  intercoastal  common  carriers  operated 
as  contract  carriers  in  the  reverse  direction. 

Port  Terminals  and  Terminal  Facilities 

An  essential  part  of  the  coastwise,  intercoastal,  and 
Great  Lakes  transportation  system  consists  of  terminal 
facilities,  which  to  a  large  extent  are  used  in  common 
or  interchangeably  with  the  foreign  trade. 

Types  of  terminals. — Port  terminals  can  be  classified 
both  by  construction  and  by  use  into  several  different 
categories.  Structurally,  the  general  classification 
might  be  (1)  pier,  and  (2)  shore  wharf . 

A  pier,  generally  speaking,  is  a  water  terminal  con- 
structed either  of  pile  and  timber  or  of  reinforced 
concrete  whose  longest  dimension  is  vertical  to  the 
shore  line,  whereas  a  shore  wharf  is  a  water  terminal 
constructed  of  similar  materials  whose  longest  dimen- 
sion is  parallel  with  the  shore  line.  Both  types  of 
facilities  can  be  subdivided  into  two  classes,  namely: 

(1)  Open   (i.   e.,  those  without  superstructure)   and 

(2)  shedded. 

As  a  rule  general  cargo  terminals  at  United  States 
ports  are  of  the  pier  type  of  construction  upon  which 
ai-e  erected  transit  sheds  of  one  or  two  stories.  Prin- 
cipal exceptions  to  the  pier  type  of  construction  are 
found  at  New  Orleans,  La.,  Houston,  Tex.,  Oakland, 
Calif.,  and  Portland,  Oreg.,  and  at  some  river  ports, 
for  example,  Wilmington,  N.  C,  Tampa,  Fla.,  Lake 
Charles,  La.,  and  Corpus  Christi  and  Brownsville,  Tex., 
where  the  shore  type  of  wharf  is  used. 

Due  to  similarity  in  methods  of  handling  offshore 
cargo  between  ship  and  shore — namely  by  ship's  gear 
alone  or  by  such  gear  in  conjunction  with  cargo  masts 
attached  to  transit-shed  roof — overseas  and  intercoastal 
vessels  frequently  use  the  same  tei'minals,  particularly 
at  publicly  owned  ports.  However,  at  ports  whose 
berthing  facilities  are  privately  owned  and  operated, 
intercoastal  and  offshore  lines  frequently  own  or  lease 
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and  operate  their  own  terminals.  On  the  Atlantic  and 
Gulf  coasts,  coastwise  terminals  are  generally  owned  or 
leased  directly  from  their  owners  by  tlie  coastwise 
steamship  companies,  whereas  on  the  Pacific  coast,  due 
to  ownership  of  the  waterfront  hy  State  or  local  port 
authorities,  coastwise  lines  are  obliged  either  to  sub- 
lease or  to  obtain  berth  privileges  from  such  authori- 
ties. Coastwise  cargo  is  handled  by  means  of  hand  or 
motor  trucks  through  side  ports  or  side  liatches  at  the 
majority  of  Atlantic  and  Gulf  ports,  although  on  the 
Pacific  coast  coastwise  carriers  load  and  discharge  by 
means  of  their  own  gear. 

Bulk  cnrgo  terminals,  as  the  name  implies,  are  de- 
signed and  equipped  to  handle,  in  the  most  expeditious 
manner,  commodities  such  as  ores,  gi'uin,  coal,  suliihur, 
fertilizers,  itetroleum,  lumber,  stone,  and  sand  and 
gravel  wliicli  are  water-ljorne  usually  in  full  cargo  lots. 
Such  terminals  may  be  either  the  pier  or  shore-wharf 
type  without  superstructure  and  are  usually  equipped 
with  mechanical  devices  to  expedite  loading  or  dis- 
charge. Barge  and  lighter  terminals  are  constructed 
to  provide  the  communicating  link  between  ocean  termi- 
nals, on  the  one  hand,  and  railroads  and  inland  water- 
ways, on  the  other.  They  are  generally  the  open-pier 
type  with  sliallow  water  alongside  and  may  be  either 
open  or  shedded  depending  upon  the  type  of  cargo  and 
craft  that  they  were  designed  to  handle. 

Shipbuilding  and  repair  terminals,  which  may  be 
either  of  pier  or  shore-wharf  construction  depending 
upon  the  amount  of  water  ai'ea  available,  are,  as  a 
general  rule,  without  superstructure  and  used  solely 
in  conjunction  with  the  building,  outfitting,  or  rejiair- 
ing  of  water  craft. 

Piers  used  solely  for  the  purpose  of  bunkering  oil 
are  the  exception  rather  than  the  rule  at  United  States 
ports,  since  most  of  the  larger  terminals  at  American 
ports  are  e<iuipped  with  pipe  lines  permitting  ships  to 
bunker  at  their  discharging  or  mdoading  berths. 
Bunker  oil  may  also  be  furnished  at  piers  of  the  prin- 
cipal oil  companies  wliere  petrolemn  and  petroleum 
products,  in  bulk,  are  received  or  shipped. 

Shii)S  burning  coal  for  fuel,  unless  bunkered  at 
berths  by  coal  bai-ge,  are  generally  required  to  go  along- 
side terminals  specially  equipped  to  provide  bunker 
coal. 

Plant  and  industrial  terminals,  as  the  name  implies, 
are  used  solely  by  their  owners  or  operators  in  con- 
junction with  the  industry  at  which  they  are  located 
for  receipt  of  raw  materials  and  for  shipment  of  the 
finished  or  semifinished  product.  Ferry  terminals  can 
be  broadly  classified  into  two  types:  railroad  car  and 
passenger  and  vehicular.  In  both  cases  terminals  are 
merely  used  as  a  connecting  link  between  water-inter- 
rupted land-communication  systems  and  consist  of  Y- 


shaped  slips  constructed  of  heavy  piling  and  wood  or 
metal  sheathing.  Many  of  the  larger  United  States 
ports  have  areas  set  aside  solely  for  the  use  of  outfitting 
fishing  craft,  repairing  nets,  and  receiving  the  catch. 
In  the  case  of  some  of  the  Northwest  Pacific  ports  these 
terminals  are  of  sizeable  dimensions,  whereas  other 
ports  have  provided  basins  with  smaller  piers  and 
wharves.  Most  fish  harbors  have  cold  storage  facili- 
ties adjacent  to  or  near  them. 

Facilities  for  Handling  Specialized 
Commodities  on  the  Great  Lakes 

A  large  part  of  Great  Lakes  terminals  are  specially 
designed  and  equipped  to  handle  bulk  cai-oges  such  as 
iron  ore,  grain,  stone,  and  coal.  Iron  ore,  which  con- 
tributes the  greatest  volume  of  Great  Lakes  traffic, 
moves  from  the  northern  end  of  the  Lakes  from  Du- 
luth-Superior,  Two  Harbors,  Ashland,  Marquette,  and 
Escanaba  to  Chicago,  Garj%  and  Indiana  Harbor,  at 
the  lower  end  of  Lake  Michigan;  to  the  Rouge  River 
at  Detroit,  and  to  Toledo,  Cleveland,  Conneaut,  Lorain, 
Huron,  Erie,  Ashtabula,  and  Buffalo  on  Lake  Erie. 
Loading  facilities  at  upper  Lakes  ports  consist  of  long 
high  piers  equipped  with  bins  or  pockets  into  which  ore 
is  dumped  fiom  specially  designed  cars  brought  direct 
from  the  mines.  Bulk  carriers  with  wide  hatches  are 
berthed  alongside  these  piers  in  such  manner  that  bins 
match  hatches,  trap  doors  in  the  bottom  of  the  bins 
then  being  opened  to  permit  ore  to  flow  in.  At  lower 
Lakes  i)orts  unloading  gear  generally  consist  of  electri- 
cally operated  ore  uidoaders,  equipped  with  buckets 
i-anging  in  capacity  from  5  to  17  tons,  those  of  the 
larger  type  being  capable  of  discharging  a  10,000-dead- 
weight-ton  vessel  in  from  3  to  4  hours.  These  unload- 
ers  are  usually  operated  in  batteries  of  from  4  to  6 
located  on  tracks  at  shipside  permitting  an  entire  bat- 
tery to  be  used  simultaneously  on  one  ship. 

The  direction  of  the  Great  Lakes  coal  movement  is 
the  I'everse  of  the  ore  movement,  namely  from  Lake 
Erie  ports  to  poits  on  Lakes  Superior  and  Michigan. 
Vessels  down-bound  with  ore  and  grain  are  generally 
used  to  transport  coal  on  the  return  trip  to  the  upper 
Lakes.  Equi])nient  for  vessel  loading  at  lower  Lakes 
ports  is  usually  of  the  car-dumper  type.  Loaded  cars 
are  rolled  down  to  a  pit  by  gravity  whence  they  are 
drawn  by  cable  up  to  a  dumping  platform  and 
clamped  to  a  cradle.  They  are  then  raised  and  inverted, 
dumping  the  contents  into  a  pan,  whence  the  coal  travels 
by  telescopic  chute  into  the  vessel's  hold.  Unloading 
equipment  at  up[>er  Lakes  ports  consists  of  electrically 
operated  traveling  bridge  cranes  equipped  with  clam- 
shell buckets  of  from  5  to  12  tons  capacity  which  can 
discharge  vessels  at  the  rate  of  from  250  to  600  tons  per 
hour. 
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The  gniiii  movement  on  the  Great  Lakes  follows 
quite  closely  the  course  of  the  ore  movement  except  in 
the  case  of  Chicago  and  Milwaukee  which  also  are 
shipping  ports.  Principal  ports  of  shipment  are  Port 
Arthur-Fort  William,  Ontario,  Duluth-Superior,  Mil- 
waukee, and  Chicago,  while  BuflPalo.  Kingston,  Mon- 
treal, Port  Colborne,  Prescott,  Godericli.  Midland, 
Sarnia,  and  Toronto  arc  the  principal  ports  of  dis- 
charge. Grain  from  secondary  elevators  in  the 
interior  is  received  by  rail  at  upjier  Lakes  ports.  Cars 
are  discharged  into  receiving  bins  at  the  land  side  of 
the  elevator  whence  the  grain  is  lifted  by  conveyor 
system  into  the  elevator  to  be  cleaned,  dried,  sorted, 
and  stored.  It  is  loaded  into  bulk  carriers  by  gravity. 
At  lower  Lake  ports  grain  is  unloaded  by  marine  legs, 
either  of  the  pneumatic  or  endless-belt  type,  which  are 
lowered  into  ship's  hold.  These  legs  lift  the  grain 
to  a  gallery  located  on  a  pier  or  shore  wharf  in  which  is 
located  an  electrically  operated  endless  belt  which,  in 
turn,  lifts  it  into  the  receiving  elevator.  Here  it  is 
dried,  cleaned,  sorted,  and  stored.  From  lower  Lakes 
elevators  grain  travels  by  three  routes  to  the  seaboard : 
(1)  by  small  lake  carriers  capable  of  navigating  the 
St.  Lawrence  River  Canal  system  to  ocean  ports  on  the 
St.  Lawrence;  (2)  by  canal  barges  through  the  New 
York  State  system  of  inland  waterwaj'S  to  Albany 
or  New  York  City;  and  (3)  by  rail  to  Boston,  Phil- 
adelphia, Baltimore,  and  Hamilton  Roads  ports. 

The  greater  part  of  the  movement  of  stone  on  the 
Great  Lakes  originates  in  Alpena,  Calcite,  and  Port 
Huron,  Mich.,  at  the  upper  end  of  the  Michigan  penin- 
sula. For  the  carrying  of  this  type  of  cargo  a  special 
self-unloading  type  of  ship  has  been  developed.  Stone 
is  loaded  by  gravity  and  is  unloaded  at  the  principal 
ore-unloading  ports  by  ship's  gear. 

Handling  of  package  freight  on  the  Great  Lakes 
is  similar  to  that  on  the  Atlantic  Coast.  The  ships, 
equipped  with  side  ports,  are  loaded  and  discharged  h\ 
means  of  hand  or  power  trucks. 

Bulk  Terminals  at  Seacoast  Ports 

The  preponderant  part  of  the  coal  traffic,  water-borne 
along  the  seacoast  of  the  United  States,  travels  between 
Norfolk,  Baltimore,  Philadelphia,  New  York,  and 
Boston  in  ocean-going  coal  colliers  or  by  towed  barges 
using  either  the  open  ocean  or  Chesapeake  Bay  in  con- 
nection with  certain  segments  of  the  Atlantic  Inter- 
coastal  Waterway.  Loading  equipment  at  Norfolk 
and  Baltimore  is  similar  to  that  utilized  on  the 
Great  Lakes,  namely,  car  dumper  and  gravity.  Un- 
loading facilities  at  ports  of  discharge  are  likewise 
similar  to  lake-port  equipment,  consisting  of  electric- 
power  hoists  and  traveling-bridge  cranes  equipped 
with  clam-shell  buckets. 


The  coastwise  movement  of  grain  is  very  limited, 
the  only  considerable  movement  being  between  the 
Pacific  Northwest  and  California  ports.  Handling  fa- 
cilities at  these  ports  follow-  the  same  design  as  those 
on  the  Great  Lakes. 

Practicall}'  all  the  sulphur  entering  into  the  coast- 
wise and  intercoastal  trades  reaches  seaboard  at  Free- 
port  and  Galveston,  Tex.,  and  Port  Sulphur  and  New 
Oi'leans,  La.  The  method  of  handling  from  stock  pile 
to  ship  is  by  means  of  endless-belt  conveyor  and 
gravity  chutes,  whereas  the  unloading  facilities  consist 
of  power  hoists  with  clam-shell  buckets  which  dis- 
charge to  endless-belt  conveyors  leading  to  stock  piles. 

The  largest  coastwise  movement  of  fertilizer  material 
consists  of  phosphate  rock  which  originates  in  Florida 
and  enters  water-borne  traffic  at  Tampa  land  Port 
Tampa,  Fla.  Loading  equipment  consists  of  elevators 
and  endless-belt  conveyors,  the  rock  being  dumped  from 
railroad  cars  onto  conveyors,  thence  raised  to  elevators 
and  dumped  by  gravity  to  vessel  hold.  The  bulk  of  the 
coastwise  movement  of  phosphate  finds  destination  at 
Wilmington,  N.  C.  Equipment  consists  of  unloading 
towei-s  equipped  with  clam-shell  buckets  and  endless  belt 
conveyor  systems  leading  to  stock  piles  or  to  factory. 

Shipments  of  petroleum  in  bulk  are  handled  almost 
exclusively  between  loading  and  discharging  terminals 
owned  and  operated  by  the  several  oil  companies. 
These  terminals  consist  of  T-head  piers  on  wliich  are 
located  pipe  lines  leading  to  storage  tanks,  the  oil 
being  forced  in  or  out  of  water  carriers  by  steam  pumps 
located  at  ship  side. 

The  greatest  intercoastal  movement  of  lumber  is 
from  the  Northwest  Pacific  coast  ports  to  the  entire 
North  Atlantic  range,  and  the  greatest  coastwise  move- 
ment is  from  the  same  sources  to  California  ports, 
principally  San  Francisco  Bay  and  Los  Angeles. 
Most  of  the  lumber  in  the  intercoastal  trade  is  cai-ried 
either  in  full  cargo  loads  or  as  deck  cargo  on  the  inter- 
coastal carriers  and  is  handled  between  ship  and  pier 
by  ship's  gear.  In  the  Pacific  coastal  trade,  lumber  is 
handled  almost  exclusively  by  small  coastwise  steamers 
and  schooners  in  full  cargo  lots.  Handling  equipment 
on  shore  at  most  lumber  terminals  consists  of  electric 
bridge  cranes  and  special-type  lumber  carriers. 

The  bulk  of  the  coastwise  movement  of  sugar  orig- 
inates in  Hawaii  and  Puerto  Rico,  that  from  the 
former  going  largely  to  San  Francisco  Bay  ports  and 
from  latter  to  Baltimore,  Philadelphia,  and  New  Or- 
leans. Sugar  is  handled  in  bags,  the  size  of  which 
depends  upon  its  origin,  and  is  loaded  and  discharged 
in  sling  loads  by  means  of  ship's  gear.  Most  sugar 
refinery  berths  are  equipped  with  special  scales  and 
endless-belt  conveyor  systems  leading  to  stock  storage 
sheds  or  direct  to  refinery. 
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One  method  of  coastwise  transportation  which  has 
received  increasing  attention  in  recent  years  is  tlie 
ocean  car  ferry.  The  shore  facilities  for  handling  this 
type  of  ship  consist  of  a  shore  wharf  equipped  with  a 
heavy-duty,  electrically  operated  elevator  which  lifts 
railroad  cars  in  a  cradle  from  tracks  alongside  into 
the  ship's  hold.  Traffic  on  these  carriers  between  the 
Gulf  ports  of  Texas  City  and  New  Orleans  on  the  one 
hand,  and  New  York  on  the  other,  increased  yearly 
since  their  inception.  They  are  also  equipped  to 
handle  fuel  oil  in  bulk  in  tanks  between  their  outer  and 
inner  skins. 

Facilities  for  Interchange  Between 
Other  Modes  of  Transportation 

At  all  principal  ports  of  the  United  States,  piers  and 
wharves  accommodating  oceangoing  vessels  are,  in 
most  cases,  equipi^ed  with  flush  or  depressed  rail  tracks 
at  shipside,  within  the  transit  shed,  or  at  the  rear  of 
transit  shed.  Such  tracks  usually  connect  either  by 
belt-line  railroads  or  interline-switching  arrangements 
with  all  rail  lines  serving  the  ports.  Apron  tracks 
afford  direct  transfer  of  cargo  between  car  and  vessels 
and  are  utilized  principally  in  handling  bulk  cargoes. 
Tracks  within  terminal  sheds  or  at  their  rear  minimize 
trucking  distance  from  cars  to  assembly  points  in  the 
sheds,  thus  expediting  movement  and  permitting  han- 
dling of  perishable  cargo  in  inclement  weather. 

The  increasing  importance  of  the  motor  carrier  in 
conjunction  with  water-borne  traffic  has  resulted  in  re- 
vision in  the  design  of  modern  marine  terminals  in 
order  to  facilitate  the  flow  of  traffic.  This  revision  has 
been  concerned  chiefly  with  the  widening  of  avenues 
of  approach  and  of  traffic  aisles  on  facilities.  At  the 
present  time  it  is  estimated  that  tliis  method  of  trans- 
portation carries  approximately  65  percent  of  coast- 
wise and  intercoastal  cargo  to  and  from  terminals. 
This  includes  cargo  both  for  local  pick-up  and  delivery, 
and  that  traveling  between  ports  and  points  of  origin 
or  destination  within  a  radius  of  100  miles. 

At  seaports  served  by  extensive  inland  waterway 
systems,  notably  at  New  York,  Mobile,  New  Orleans, 
and  San  Francisco,  inland-waterway  carriers  usually 
own  or  lease  and  operate  their  own  terminals.  Wliere 
transshipment  between  ocean  and  inland-waterway 
carriers  is  involved,  particularly  on  full  barge  lots,  the 
latter  usually  go  to  deep-sea  berths  for  direct  handling 
either  to  or  from  oceangoing  vessel  or  pier.  In  small 
cargo  lots  freight  may  be  handled  between  deep-sea 
and  barge  terminals  by  motor  carrier  or  rail. 

Volume  of  Traffic  Handled  at 
Representative  Terminals 

It  is  estimated  that  during  normal  periods  seacoast 
■water  terminals,  in  the  aggregate,  are  not  used  to  more 
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than  one-fourth  to  one-third  of  their  potential  cargo- 
handling  capacity.  A  continuing  study  being  con- 
ducted by  the  Maritime  Commission  reveals  that  the 
following  situation  prevailed  as  of  June  15,  1941,  at 
the  princijDal  North  Atlantic,  Gulf,  and  Pacific  coast 
ports : 

Terminal  facilities  at  New  York  were  occupied  to  between  70 
and  85  percent  of  their  capacity,  greatest  concentration  of 
cargo  being  at  lighterage  terminals.  Percentages  at  repre 
sentative  piers  or  groups  of  piers  were  as  follows : 

Percen  t 

Erie  Basin Approximately  SO. 

Atlantic  Dock 90  to  100. 

Brooklyn  Terminals South  of  Brooklyn  Bridge  SO. 

Bush  Terminals S5. 

Weehawken Approximately  60. 

North  River 75  to  SO. 

Pier-space  employment  at  Boston  for  all  piers  averaged  about 
33%  percent  with  the  Army  Base  occupied  to  about  75  percent 
of  capacity  and  Commonwealth  Terminals  to  about  25  percent. 
Of  the  remaining  principal  North  Atlantic  ports,  piers  at  Phila- 
delphia were  occupied  to  about  50  percent  of  capacity,  Baltimore 
to  about  45  percent,  and  Norfolk  to  about  33%  percent.  It  is 
estimated  that  facilities  at  New  Orleans  and  Mobile  were  uti- 
lized to  only  one-third  of  their  potentiality.  On  the  Pacific 
coast  the  following  percentages  of  utilization  of  terminal  space 

prevailed : 

Perce/it 

San  Diego 50 

Los  Angeles 85 

San  Francisco 75 

Oakland 65 

Richmond   50 

Puget  Sound  ports 50 

Portland  33 

Estimated  Investment  in  Coastwise 
and  Intercoastal  Terminal  Facilities 

No  complete  estimate  is  known  of  total  investment 
in  terminals  used  exclusively  to  handle  coastwise  and 
intercoastal  traffic.  The  Federal  Coordinator  of 
Transportation  in  his  report  "Public  Aids  to  Transpor- 
tation," vol.  Ill,  rei^orted  that  for  land  and  water  term- 
inals at  seacoast  ports  a  total  of  $752,976,692  had  been 
expended  as  of  June  30, 1932.  This  total,  broken  down 
by  coastal  regions  and  as  between  land  and  structures, 
is  as  follows : 


Coast 

Land 

Structures 

Total 

North  Atlantic 

$139,440,137 

6. 115.771 

58.063,831 

66,  282.  313 

$309,437,144 
11.896.743 
55.  217.  673 
106.523.080 

$448,  877.  281 

South  Atlantic          .  _  .  _ 

18  012  514 

Gulf 

113.281,504 

Pacific       

172, 805,  393 

268,  902, 052 

483,  074.  640 

752,  976,  692 

To  arrive  at  a  somewhat  arbitrary  estimate  of  ex- 
penditure on  structures  and  land  utilized  for  coastwise 
and  intercoastal  traffic  the  following  method  was  used : 
According  to  the  Annual  Report  of  the  Chief  of  Engi- 
neers for  1910,  average  annual  water-borne  commerce 
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of  all  seacoast  ports  for  the  20-year  period  1920  to 
1939,  inclusive,  amounted  to  296,903,500  short  tons,  of 
wliich  107,487,950  tons  were  coastwise  and  intercoastal, 
the  remainder  being  foreign,  internal,  local,  and  intra- 
port  traffic.  Thus,  of  the  total  commerce  of  United 
States  seacoast  ports,  coastwise  and  intercoastal  move- 
ments represented  36  percent.  The  resulting  ratio  of 
approximately  2  to  1,  applied  to  estimated  cost  of  all 
seacoast  terminals,  results  in  a  figure  of  a  little  more 
than  a  quarter  of  a  billion  dollars  for  the  estimated 
expenditures  for  coastwise  and  intercoastal  terminals 
at  seacoast  ports. 

In  the  re^jort  mentioned  above,  the  Federal  Coordi- 
nator estimated  that  expenditures  for  terminal  land 
and  structures  on  the  Great  Lakes  approximated  20 
million  dollars.  Since  the  greater  part  of  Great  Lakes 
traffic  is  coastwise,  it  was  believed  that  expenditures  for 
terminal  facilities  could  be  added  m  toto,  giving  a 
total  of  approximately  270  million  dollars  for  coast- 
wise and  intercoastal  terminal  facilities  as  of  1932. 
Using  an  arbitrary  factor  of  10  percent  for  expend- 
itures between  1932  and  the  present  time,  a  grand  total 
approaching  300  million  dollars  is  derived. 

Utilization  of  the  Deep-Sea 
Transport  System 

Freight  Traffic 

In  1939  the  total  movement  in  the  coastwise,  inter- 
coastal, and  Great  Lakes  trades  amounted  to  230  mil- 
lion tons,  only  slightly  below  the  peak  of  248  million 
tons  in  1937  and  the  229  million-ton  mark  of  1929. 
Between  1929  and  1932  this  flow  of  water-borne  traffic 
declined  steadily  to  a  low  of  116  million  tons,  followed 
by  a  gradual  upswing  which  today  is  slightly  above  the 
level  of  1929.     (See  table  3.) 

Relative  importance  of  various  trades. — During  the 
11-year  period,  1929  to  1939,  the  movement  in  the  coast- 
wise trades  represented  an  average  of  40.2  percent 
(coastal,  35.8;  intercoastal  2.7;  and  noncontiguous 
1.7)  of  the  total  deep-sea  and  Great  Lakes  commerce 
of  the  United  States;  the  Great  Lakes,  30.1  percent; 
and  the  foreign  trade,  imports  13.4  percent  and 
exports  16.3  percent. 

Trends  of  cargo  movement  in  each  of  the  trades  men- 
tioned above  reflect,  but  in  varying  degi-ees,  the  general 
decline  in  1932-33.  Some  have  i-ecovered  to  a  greater 
extent  than  others.  The  most  notable  increase  has  been 
in  the  coastwise  trade,  from  a  low  of  74.5  million  tons 
in  1932,  to  122  million  tons  in  1939.  Coastwise  ton- 
nage in  1929  amounted  to  only  96.7  million  tons.  In 
the  intercoastal  trade,  1939  tonnage  was  1.6  million 
tons  above  the  1932  low  point,  but  still  considerably 
below  the   10.6  million   tons   of   1929.     Great  Lakes 


Table  3. — Summary  of  Ocean  and  Lake  Borne  Foreign  and 
Domestic  Commerce  of  the  United  States,  hy  Trades,  192S  to 
iy39 

[In  millions  of  cargo  tons  of  2,240  pounds] 


Domestic  commerce 

Foreign 
commerce  " 

u 

Coastwise 

Great 
Lakes 

1 

■3 
o 

1" 

a 

1 

1 

s 

0 
•a 
■a 

Calendar  year 

1 

o 

3 
O 
3 
bo 

"a 
o 

1 

•3 
o 

§ 

a 

£ 

■3 

0 

1939 

1938 

1937 

1936... 

1935 

1934 

121.8 
112.7 
120.9 
106.3 
91.1 
88.2 
86.9 
74.5 
90.0 
91.5 
96.7 

7.4 
6.8 
6.9 
6.7 
7.2 
8.5 
7.6 
5.7 
7.3 
9.0 
10.6 

5.5 
5.1 
5.6 
5.2 
4.8 
4.4 
4.0 
4.1 
4.4 
4.7 
4.3 

134.7 
123.6 
133.4 
118.2 
103.1 
101.1 
98.6 
84.3 
101.7 
105.2 
111.6 

101.2 
65.0 

120.3 

102.8 
74.6 
63.9 
61.2 
35.3 
65.1 
98.0 

121.3 

235.9 
188.6 
253.7 
221.0 
177.7 
165.0 
159.7 
119.6 
166.8 
203.2 
232.9 

37.4 
32.8 
42.0 
38.4 
34.0 
29.8 
26.6 
28.7 
35.9 
47.6 
51.0 

55.0 
65.6 
54.6 
39.7 
38.1 
37.8 
32.4 
31.8 
40.0 
49.7 
57.5 

92.4 
88.4 
96.6 
78.1 
72.1 
67.6 
59.0 
60.5 
75.9 
97.3 
108.5 

328.3 
277.0 
350.3 
299.1 
249.8 
232.6 

1933 

1932... 

1931 

1930 

1929 

218.7 
180.1 
242.7 
300.5 
341.4 

»  Includes  imports  and  exports  through  Great  Lakes  ports. 
6  Only  one-fourth  to  one-third  carried  in  American  flag  vessels. 

Sources:  Total  Atlantic.  Gulf,  Pacific,  and  Great  Lakes— Data  obtained  from  table 
1,  p.  4,  Commercial  Statistics,  part  II  for  1939,  United  States  Army  Engineers— Short 
tons  converted  to  long  tons. 

Intercoastal  and  noncontiguous— Data  obtained  from  United  States  Maritime 
Commission  Report  No.  295. 

Coastwise— Total  Atlantic,  Gulf,  Pacific  commerce  (col.  4)  minus  Intercoastal  (col. 
2)  and  noncontiguous  (col.  3). 

Foreign— Data  obtained  from  United  States  Maritime  Commission,  Report  No_ 
99,  Annual. 

traffic  in  1939  was  the  highest  of  any  year  in  the 
1929-39  period. 

As  broadly  representative  of  the  cargo  movement 
during  the  entire  decade,  1929-39,  attention  may  be 
focused  upon  1939  for  a  detailed  study  of  the  interrela- 
tion of  the  various  segments  of  domestic  water-borne 
commerce,  because  it  is  the  latest  "normal"  year  for 
which  complete  data  are  available.  Total  deep-sea 
and  Great  Lakes  traffic  in  1939  amounted  to  328.3  mil- 
lion long  tons,  of  which  37.0  percent  moved  coastwise, 
2.3  percent  intercoastal,  1.7  percent  noncontiguous,  30.8 
percent  on  the  Great  Lakes,  and  28.2  percent  foreign. 
(See  table  3.)  The  present  analysis  is  confined  to 
coastwise,  intercoastal,  and  Great  Lakes  movement. 
Each  will  be  discussed  separately  with  respect  to  vol- 
ume, direction  of  movement,  and  principal  commod- 
ities peculiar  to  each  trade. 

Trade  segregated  hy  geographic  areas. — To  facilitate 
analysis  of  the  volume  and  the  direction  of  flow  of 
commodities  in  the  coastwise  movement,  statistics  have 
been  grouped  according  to  the  following  geographic 
areas : 

1.  New  England  district:  Maine,  New  Hampshire, 
Massachusetts,  Rhode  Island,  Connecticut. 

2.  Middle  Atlantic  district :  New  York,  New  Jersey, 
Pennsylvania,  Delaware,  Maryland,  Virginia. 

3.  South  Atlantic  district:  North  Carolina,  South 
Carolina,  Georgia,  east  coast  of  Florida. 
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4.  East  Gulf  district:  West  coast  of  Florida,  Ala- 
bama, Mississippi. 

5.  West  Gulf  district :  Louisiana,  Texas. 

6.  Pacific  district :  California.  Oregon,  Washington. 

Volume  and  Direction 
of  Movement  of  Traffic 

Of  121.8  million  long  tons  moved  in  1939  in  the  coast- 
wise trade,  116.7  million  tons  or  95.8  percent  of  the 
total  coastwise  movement  was  analyzed  as  to  direction 
of  movement  and  volume  of  traffic  between  different 
sections  of  the  United  States.  Of  the  110.7  million 
tons  analyzed.  110.5  million  tons  were  shipped  from 
three  districts — the  West  Gulf,  the  Middle  Atlantic, 
and  the  Pacific,  named  in  order  of  importance.  (See 
table  4.)  The  tliree  principal  districts  for  which  102.3- 
million  tons  of  the  1939  coastwise  traffic  analyzed  were 
destined  were  the  Middle  Atlantic,  the  New  England, 
and  the  Pacific  districts.  Of  this  total.  25  million  tons 
moved  within  these  areas,  23  million  tons  of  it  between 
ports  on  the  Pacific  coast. 

East-bound  intercoastal  traffic  in  1939  was  almost 
double  the  west-bound  tonnage.  Of  the  25.1  million 
long  tons  of  domestic  water-borne  cargo  originating 
on  the  Pacific  coast,  4.9  million  tons  or  19.5  percent 
went  to  Atlantic  and  Gulf  ports,  while  of  the  99.1 
million  long  tons  originating  on  the  Atlantic  and  Gulf 
seaboards.  2.6  million  tons  or  2.6  percent  went  to 
Pacific  ports.     (See  table  4.) 

]\Iovenient  on  the  Great  Lakes  during  1939  amounted 
to  115.8  long  tons  of  which  8.8  percent  were  exports, 
3.8  ])ercent  inmorts,  and  87.4  percent  domestic.  The 
greater  part  of  the  domestic  tonnage  moved  eastward 
from  the  ore  and  grain  centers  of  the  upper  lakes. 

Table  4. — Analysis "   of   Coastwise   and   Intercoastal   Tonnage 
Orifjinated  and  Received  in  American  Sea  Ports  During  1939 

(In  thousands  of  long  tons  of  2.240  pounds) 


Tonnage  originated 

Tonnage  received 

Coast- 
wise 6 

Inter- 
coastal 

Total 

Coast- 
wise » 

Inter- 
coastal 

873 
3,420 

230 
64 

294 
2,588 

Total 

New  England   

Middle  Atlantic  - 
South  Atlantic  -. 

East  Gulf  

West  Gulf 

3.  202 

28,290 

1,306 

1.694 

61,973 

20,246 

117 
1,744 
84 
228 
420 
4.876 

3.319 

30,  034 

1,.390 

1,922 

62.  393 

25,112 

25, 860 
56,  145 
6,113 
2,  654 
5,  693 
20,  246 

26,  733 
59,  565 
6,343 
2,718 
5,987 
22,  834 

Pacific 

Total  tonnage 
analyzed 

Total  tonnage 
moved  _-  . 

116,711 
121,800 

7.469 
7,469 

124,18(1 
129,  269 

116,711 

7,469 

124,  180 

^Analysis  of  coastwise  data  represents  95.8  percent  of  total  coastwise  movement; 
intercoastal  data  represents  100  percent  of  intercoastal  movement, 
^Does  not  include  noncontiguous  commerce. 

Source:  Compiled   from   data   obtained   from    United   States   Army    Engineers 
Records, 

Although  vessels  in  the  coastwise  trade  are  free  to 
ply  between  any  American  ports,  much  of  the  traffic 
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of  several  given  districts  is  confined  to  the  seaports 
within  that  particular  area.  Thus,  of  all  outbound 
cargo  from  the  New  England  district.  68.2  percent 
goes  to  New  England  ports,  40.1  percent  of  the  out- 
bound cargo  of  the  Middle  Atlantic  district  goes  to 
Middle  Atlantic  ports,  and  77.3  percent  of  the  out- 
bound cargo  of  the  Pacific  coast  district  goes  to  Pacific 
coast  ports.  The  principal  destination  areas  of  out- 
bound coastwise  cargo,  by  districts*  follow: 

From  New  P^ngland 68.2  percent  to  X.  E.;  21.6  per- 
cent to  M.  A. 

From  Middle  Atlantic 45.7  percent  to  X.  E.;  40.1  per- 
cent to  M.  A, 

From  South  Atlantic ...  71.3  percent  to  M.  A.;  1.5.6  per- 
cent to  N.  E. 

From  East  Gulf 57.0  percent  to  M,  A,;  11,0  per- 
cent to  Pac. 

From  West  Gulf 65.5  percent  to  M.  A.:  15,0  per- 
cent to  N.  E. 

From  Pacific 77.3  percent  to  Pac;  13.1  per- 
cent to  M,    A. 

Some  districts,  such  as  the  New  England  and  South 
Atlantic,  have  decidedly  unbalanced  traffic,  receiving 
much  more  cargo  than  is  shipped  out.  Conversely, 
the  Gulf  district  is  unbalanced  in  the  other  direction, 
shipping  out  much  more  than  is  received.  The  prin- 
cipal originating  areas  of  inbound  cargo  by  districts 
follow : 

To  New  England 52.0  percent  from  M.  A. ;  35. 1  per- 
cent from  W.  G. 

To  Middle  Atlantic 68.4   percent   from   W.    G.;   20.4 

percent  from  M,  A. 

To  South  Atlantic 82.4   percent   from    W.    G.;    10.0 

percent  from  M.  A. 

To  East  Gulf 83.2  percent  from  W.  G,;  8.5  per- 
cent from  M.  A. 

To  West  Gulf 68.1   percent   from    W.    G.;    21.7 

percent  from  M.  A. 

To  Pacific 85.5  percent  from  Pac;  7,3  per- 
cent from  M.  A. 

The  more  return  cargoes  a  vessel  can  obtain  the  more 
profitable  is  its  operation.  In  much  of  our  coast- 
wise and  intercoastal  trades,  return  cargoes  are  gen- 
erally available,  especially  for  dry  cargo  package 
freighters  and  for  combination  freight  and  passenger 
vessels.  In  the  bulk  trades  also,  ships  carrying  Ore- 
gon lumber  from  the  Pacific  to  the  Atlantic  coast  can 
usually  take  on  a  cargo  of  Pennsylvania  iron  and  steel 
for  California  on  the  return  voyage.  Other  bulk  car- 
riers are  less  fortunate  especially  if  their  equipment 
is  restricted  to  special  types  of  commodities  as  in  the 
case  of  tankers.     For  instance,  tankers  carry  a  great 

*  For  brevity  the  following  symbols  are  used  to  designate  districts  : 
N.  E. — Now  England.  B.  G. — East  Gulf. 

M.  A. — Middle  Atlantic,  W.  G. — West  Gulf. 

S,  A. — South  Atlantic.  Pac, — Pacific. 
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volume  of  petroleum  from  the  Gulf  coast  to  North 
Atlantic  ports,  some  60  million  tons  a  year,  yet  the 
total  return  cargoes  of  all  commodities  coming  into 
the  Gulf  ports  amount  to  only  one-tenth  that  volume. 
Quite  a  few  tankers  must  return  in  ballast,  except  for 
an  occasional  deck  load  of  iron  pipe  or  other  material 
in  demand  in  the  oil-well  districts.  On  the  Great 
Lakes  many  of  the  vessels  which  bring  grain,  ore,  and 
stone  down  from  the  upper  lakes  can  return  with 
cargoes  of  coal. 

The  movement  of  commodities  by  water  from  seaport 
to  seaport  along  the  thousands  of  miles  of  United  States 
coast  is  closely  interrelated  with  other  means  of  trans- 
portation, i.  e.,  rail  and  motor  carriers,  pipe  lines  and 
barge  lines  which  act  as  feeders  or  distributors  be- 
tween interior  points  of  production  or  consumi)tion 
and  the  seaboard.  Such  ocean-borne  cargoes  can  pene- 
trate inland  from  the  seaboard  only  to  those  points 
where  overland  transportation  costs  meet  the  level  of 
seaport-to-seaport  plus  seaport-to-interior  transporta- 
tion costs  can  compete  with  overland  trans])orta- 
tion  costs.  Some  commodities  reach  farther  inland 
than  others.  Bituminous  coal  from  the  southern  mines 
of  Virginia  and  AVest  Virginia  travels  400  miles  to 
Hampton  Roads  and  thence  to  tidewater  New  England 
where  it  penetrates  about  40  or  50  miles  westward 
until  it  meets  the  competition  of  all-rail  coal  from  the 
northern  mines  of  West  Virginia  and  Pennsjdvania. 
Petroleum  from  Texas  pipe  lines  moves  north  from 
Gulf  ports  by  tankers  and  then  inland  from  Atlantic 
jjorts  for  a  distance  of  200  or  300  miles  until  it  meets 
competition  from  petroleum  carried  by  pipe  lines  and 
all-rail.  Lumber  moved  by  water  from  the  Pacific 
Northwest  to  the  Atlantic  seaboard  is  carried  inland 
as  far  as  100  miles  before  it  meets  the  competition  of 
lumber  coming  eastward  by  all-rail  overland  routes. 
Many  other  commodities,  such  as  cotton  from  the  Gulf 
to  New  England,  phosphate  rock  from  Florida,  bulk 
grain  and  ore  on  the  Great  Lakes,  exhibit  similar  con- 
ditions. The  competition  between  M-ater  transporta- 
tion facilities  and  overland  facilities  or  a  combination 
of  both  lies  along  a  rather  definitely  established  line 
of  demar;cation  between  territories  which  each  can 
serve  most  advantageousl}',  and  varying  according  to 
the  type  of  commodity  offered  for  movement. 

Analysis  of  the  1939  Commodity  Movement 

Hundreds  of  different  kinds  of  commodities  comprise 
the  cargoes  of  the  vessels  which  serve  the  coastal  and 
Great  Lakes  ports  of  the  United  States  and  its  territo- 
ries. The  nature  of  these  commodities  varies  with  the 
geographic  location  of  the  areas  served,  M-ith  the  sea- 
sons of  the  year,  and  with  the  economic  demands  of  the 
population  within  each  area. 


Total  coastwise  commerce  of  the  United  States  in 
1939  amounted  to  121.8  million  tons,  the  peak  year  of 
a  continual  rise  since  1929.  The  20  commodities  named 
in  the  following  list  represent  97.4  percent  of  118.6 
million  tons  of  the  out-bound  cargo  shipped  from  the 
various  districts  comprising  the  coastwise  trade. 


Commodity 


Animals  and  animal  products. 

Canned  goods - 

other  food  products  (edible)  — 
Vegetable  products  (inedible). .. 

Textiles 

Cotton  and  linters 

Paper  and  paper  products 

Lumber  and  manufacturings  of. 

Wood  pulp 

Coal  and  coke 

Petroleum  and  products 

Sand  and  eravel 

Sulphur -- 

Phosephate,  pebble---  

Xonmetallic  minerals,  n.  o.  s 

Iron  and  steel — 

Ores,    metals    and    manufac- 
tm-es,  n.  o.  s. 

Machinery  and  vehicles 

Chemicals 

Fertilizer  materials 

M  iscellaneous. - . 


Total- 


Thousand 

Percent 

long  tons 

of  total 

198 

0.2 

363 

.3 

1,860 

1.6 

289 

.3 

362 

.3 

195 

.2 

714 

.6 

2,560 

2.2 

111 

.1 

15,807 

13.3 

85, 185 

71.8 

2,940 

2.5 

1,021 

.9 

1,126 

.9 

532 

.4 

501 

.4 

864 

.  1 

112 

.1 

610 

.5 
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.3 

2,891 

2.4 

118,609 

100.0 

Principal  districts  of 
origin  •> 


M.  A.,  W.  G.,  Pac. 

M.  A.,  Pac.  W.  O. 

Pac,  S.  A  .  W.  O..  M.  A. 

M.  A.,  S.  A.,  E.  G. 

M.  A.,  W.  G.,  N.  E. 

W.  G. 

Pac,  W.  G.,  M.  A. 

Pac,  S.  A.,  E.  G.,  W.  G. 

Pac,  S.  A. 

M.  A. 

W.  G.,  Pac,  M.  A. 

M.  A. 

W.  G. 

E.  G. 

Pac,  W.  O.,  M.  A. 

M.  A.,  E.  G. 

M.  A.,  W.  G. 

M.  A.,  Pac 
M.  A.,  W.  G. 
M.  A.,  W.  G. 
Pac,  M.  A.,  X.  E. 

W.  G.,  Pac,  M.  A.,  N".  E. 


»  For  brevity  the  following  sj-mbols  are  used  to  designate  districts; 


N.  E.— New  England. 
M.  A.— Middle  Atlantic. 
S.  .^.— South  Atlantic. 


E.  G.— East  Gulf. 
W.  G.— West  Gulf. 
Pac— Pacific 


The  entire  intercoastal  movement  totaled  7.5  million 
tons  in  1939,  of  which  4.9  million  tons  was  east-bound 
and  2.6  million  tons  was  west-bound.  The  16  com- 
modities named  in  the  following  list  comprised  85.6 
percent  of  the  total  intercoastal  traffic  during  1939. 


Commodity 


Lumber 

Iron  and  steel  and  manufactures - 

Petroleum  and  products 

Fruits  and  vegetables 

Wood  pulp 

Sugar  and  molasses 

Animal,  fish,  dair>'  products 

Sulphiu- 

Paper  and  products 

Chemicals - 

Building  materials 

Grain  products,  dry - 

Fertilizer,  n.  o.  s 

Metals,  n.  o.  s.-- 

Clay,  stone,  sand,  etc 

Manufactured  goods 

Miscellaneoiis 


Total. 


Thousand 
long  tons 


1,632 
1.015 
1,  IM 
838 
230 
246 
238 
161 
201 
132 
108 
106 
105 
78 
71 
76 
1,072 


7,473 


Percent 
of  total 


21.8 
13.6 
15.6 
11.2 
3.1 
3.3 
3.2 
2.1 
2.7 
1.8 
1.4 
1.4 
1.4 
1.0 
1.0 
1.0 
14.4 


100.0 


Principal 
direction 


East-bound. 
West-bound. 
East-bound. 
East-bound. 
East-bound. 
East-bound. 
East-boimd. 
West-bound. 
West-bound. 
West-bound. 
East-bound. 
East-bound. 
East-bound. 
East-bound. 
West-bound. 
West-bound. 
West-bound. 


Total  commerce  on  the  Great  Lakes  in  1939  amounted 
to  101.2  million  tons,  95  percent  of  which  consisted  of 
bulk  commodities.  Approximately  one-half  of  the  bulk 
tonnage  was  iron  ore ;  about  one-third  was  coal ;  grain 
and  stone  accounted  for  the  remainder  of  the  bulk  car- 
goes. The  principal  commodities  comprising  the  pack- 
age freight  traffic  were  wheat  flour,  automobiles  and 
trucks,  butter,  canned  goods,  and  sugar. 
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Passenger  Traffic 

Hundreds  of  thousands  of  passengers  are  transported 
annually  on  American  vessels  operating  in  the  coast- 
wise, intercoastal,  and  Great  Lakes  services  of  the 
American  merchant  marine.  Practically  all  coastwise 
passenger  movement  is  along  the  Atlantic-Gulf  sea- 
board. Although  no  regular  coastwise  passenger  serv- 
ice was  operated  on  the  Pacific  coast  in  1937,  the  latest 
year  for  which  data  are  available,  freight  vessels  in 
the  service  occasionally  carry  passengers,  and  foreign 
vessels  sometimes  take  passengers  from  California  ports 
to  Vancouver,  B.  C,  whence  they  travel  to  Seattle, 
a  comparatively  short  distance.  New  York  is  the  cen- 
ter of  the  coastwise  traffic,  as  938,147  or  57  percent  of 
the  1,639,145  coastwise  passengers  embarked  or  dis- 
embarked there  during  1937.  The  heaviest  movement 
was  between  New  York  and  Boston,  which  included  89 
percent  of  the  movement  out  of  New  York.  The  next 
heaviest  movement  was  to  Norfolk  and  Miami.  Boston 
had  the  second  largest  coastwise  passenger  movement  in 
1937  with  244,414  passengers,  arriving  and  departing, 
mostly  on  the  Boston-New  York  run.  Other  Atlantic- 
Gulf  ports  important  in  the  coastwise  passenger  traffic 
in  1937  were:  Baltimore,  with  166,708  arrivals  and  de- 
partures; Miami,  34,846;  Jacksonville,  23,603;  Savan- 
nah, 17,982;  Philadelphia,  11,616  (mostly  to  Boston); 
and  New  Orleans  and  Galveston,  with  7,000  each. 

The  total  intercoastal  passenger  movement  was  fairly 
stable  between  1930  and  1937,  with  west-bound  travel 
amounting  to  slightly  more  in  each  year  than  east- 
bound  travel.  In  1939,  however,  the  total  movement 
fell  to  5,676  passengers,  less  than  one-third  the  average 
of  the  previous  five  years.  One  of  the  principal  rea- 
sons for  this  decrease  in  intercoastal  passages  may  be 
attributed  to  the  witlidrawal  of  several  large  combina- 
tion freight  and  passenger  vessels  from  the  intercoastal 
trade  during  this  period.  Analysis  of  passenger  move- 
ment from  1933  to  1937  indicates  that  96  percent  of  the 
intercoastal  traffic  is  between  New  York  and  San  Fran- 
cisco and  Los  Angeles. 

During  1940  passenger  traffic  on  the  Great  Lakes 
amounted  to  8,393,833  arrivals  and  departures,  less 
than  one-third  of  the  28,226,185  total  in  1928.  The 
greatest  decline,  of  course,  occurred  in  the  ferry  trade 
following  the  opening  of  the  Ambassador  Bridge 
across  the  Detroit  river  between  Detroit  aiid  Windsor, 
in  1929,  and  the  inauguration  of  the  vehicular  tunnel 
between  these  two  cities  in  1930.  Whereas  Great  Lakes 
ferry  traffic  in  1929  showed  21,287,022  passengers,  it 
amounted  to  only  8,329,907  in  1931.  Ferry  traffic  in 
1940  was  below  the  4,000,000  mark  and  represents  about 
30  percent  of  the  annual  lake  passenger  movement. 
Excursion  traffic  amounted  to  about  2,000,000  passen- 


gers and  was  about  one-half  the  1929  volume.  The  reg- 
ular passenger  traffic  totaled  2,400,000,  slightly  below 
1929,  but  double  the  1931  and  1933  figures. 

Relation  of  Traffic  to  Vessel  Supply 

In  1932,  water-borne  commerce  of  the  United  States 
in  the  coastwise,  intercoastal,  and  Great  Lakes  trades 
reached  a  low  ebb ;  the  number  of  vessels  in  active  serv- 
ice was  correspondingly  low.  By  1934,  however,  defi- 
nite trends  had  begun  to  take  shape.  The  volume  of 
traffic  in  most  trades  was  rising ;  the  number  of  vessels 
was  falling.  A  summary  of  the  changes  in  volume  of 
commerce  during  the  1934^39  period  and  the  employ- 
ment of  vessels  now  as  compared  with  1934  in  each 
trade  shows: 


Trade 

Volume  of 
commerce 

Employment  of 
vessels 

Coastwise-  . 

Up       38  percent- 
Down  13  percent.. 
Up       65  percent.. 

Up  IS  percent. 
Down  25  percent. 
Down  10  percent. 

Intercoastal _ 

Great  Lakes 

The  number  of  passengers  transported  during  the 
1934r-40  period  has  decreased  about  25  percent  in  the 
coastwise  and  intercoastal  trades  and  remained  about 
the  same  in  the  Great  Lakes  trade.  The  employment 
of  combination  vessels  declined  in  all  trades,  but 
most  notably  in  the  intercoastal  and  Great  Lakes 
trades. 

Adequacy  of  Present  Fleet  to  Cope  with 
Economic  Changes  and  Fluctuations  of  Commerce 

Adequacy  of  shipping  facilities  in  the  coastwise,  in- 
tercoastal, and  Great  Lakes  trades  depends  upon  carry- 
ing capacity  in  relation  to  the  amount  of  cargo  avail- 
able for  movement.  This  will  vary  with  the  status  of 
the  domestic  economy  of  the  Nation,  and  its  relation 
to  the  ability  of  other  methods  of  transportation  to 
absorb  inci'eased  demands  for  cargo  space  arising  from 
withdrawal  of  ships  from  these  trades. 

With  the  outbreak  of  the  European  war  in  Septem- 
ber 1939,  the  vessels  in  the  intercoastal  and  coastwise 
trades,  many  of  which  had  already  approached  or 
were  apj^roaching  the  age  of  economic  obsolescence, 
were  sought  by  the  belligerent  and  neutral  nations 
alike.  In  view,  therefore,  of  the  rapid  withdrawal  of 
vessels  some  concern  was  felt  by  shippers  as  to  the 
adequacy  of  the  coastwise  and  intercoastal  fleets  in 
these  two  domestic  services. 

Generally  speaking,  for.  the  coastwise,  intercoastal, 
and  Great  Lakes  trades  as  a  whole,  the  diminishing 
shipping  facilities  of  these  trades  have  during  the  last 
few  years  been  carrying  an  increasing  amount  of  cargo. 
How  much  longer  this  can  continue  or  where  the  bal- 
ance will  be  struck  cannot  be  anticipated  with  any 
precision  under  today's  conditions. 
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Relation  of  Rate  Structures 
to  Effective  Use  of  Facilities 

Dififerences  in  Transportation  Cliaracteristics 

of  Carriers  Requiring  Lower  Rates  for  Water  Traffic 

Water  transportation  is  subject  to  certain  disadvan- 
tages wliich  limit  the  ability  of  the  carriers  to  obtain 
traffic  in  comparison  with  rail  or  motor  carriers. 
Among  these  are:  (1)  Lesser  opportunity  for  exten- 
sion of  water  routes  and  services  due  to  physical  limi- 
tations of  such  routes;  (2)  circuity  of  water  routes; 
(3)  larger  carrying  units  wliich  lack  the  uniformity 
and  flexibility  which  generally  characterizes  much  of 
the  equipment  of  rail  and  motor  carriers;  (4)  slower 
transit  time  and  less  frequent  and  less  flexible  service ; 
(5)  greater  susceptibility  of  water-borne  cargo  to  dam- 
age in  some  instances  due  to  a  greater  number  of  phys- 
ical handlings  or  transfers  en  route,  such  as  transfers 
between  vessels  and  railroad  cars  or  trucks;  (6)  inabil- 
ity of  the  water  carriers  to  accord  shippers  diversion- 
in-transit,  milling-in-transit,  and  other  transit 
privileges  to  the  same  extent  as  the  railroads;  and 
(7)  limitations  on  loading  vessels  to  their  available 
carrying  capacity  resulting  from  such  tilings  as 
insufficient  channel  depths,  weather  disturbances,  and 
inadequate  port  facilities. 

It  is  evident  that  in  the  face  of  these  disadvantages 
the  water  carriers  could  not  hope  to  compete  with  the 
superior  services  of  the  land  carriers  at  equal  rates. 
If  they  are  to  share  in  the  competitive  traffic,  the  water 
carriers  must  have  rates  below  those  of  their  major 
competitors,  the  railroads,  by  differentials  or  amounts 
adequate  to  attract  the  traffic.  Common-carrier  water 
lines  operating  over  regular  routes  are  handicapped, 
by  their  regularity  of  service  and  type  of  traffic,  in 
adjusting  the  use  of  their  facilities  to  achieve  capacity 
loads,  as  compared  with  the  bulk  cargo  carrier. 

Common-carrier  water  lines  operating  over  regular 
routes  must  also  ojDerate  on  a  port-to-port  rate  struc- 
ture lower  than  the  corresponding  all-rail  rates  and 
must  participate  in  lower  joint  water-and-rail  rates 
to  and  from  inland  points  beyond  the  ports  in  order 
to  compete  successfully  for  traffic  originating  at  or 
destined  to  such  points.  The  amounts  bj'  which  the 
water-line  rates  are  lower  than  the  all-rail  i-ates  are 
generally  known  as  differentials.  The  importance  of 
the  joint  water-and-rail  rates  is  indicated  by  the  fact 
that  between  50  and  75  percent  of  the  traffic  of  the 
common-carrier  water  lines  in  the  Atlantic-Gulf  coast- 
wise trade  moves  via  combined  water-and-rail  routes. 

The  justification  for  such  rate  differentials  is  to  be 
found  in  operating  costs  which  are  much  less  than 
those  of  the  corresponding  railroads,  and  which  enable 
the  water  carriers  to  charge  lower  rates  and  thus  tend 


to  offset  the  disadvantages  which  have  been  enumerated 
previously.  This  ability  to  charge  less  and  offer 
shippers  a  more  economical  service  is  one  of  the 
primary,  if  not  the  most  important,  reasons  for  the 
prominent  place  occupied  by  the  coastwise,  inter- 
coastal,  and  Great  Lakes  carriers  in  our  national 
network  of  transportation. 

General  Description  of  Rate  Structures 

Port-to-port  rates. — Both  contract  and  common- 
carrier  steamship  lines  in  the  coastwise,  intercoastal 
and  Great  Lakes  trades,  maintain  port-to-port  rates 
between  all  important  ports  on  the  Great  Lakes,  and 
the  Atlantic,  Gulf,  and  Pacific  coasts.  It  is  the  general 
practice  of  the  contract-carrier  steamship  lines  to  con- 
fine their  operations  to  the  transportation  of  bulk  com- 
modities in  cargo  lots.  This  enables  them  to  effect 
very  low  operating  costs  and  maintain  rates  which  are 
much  lower  than  either  common-carrier  steamship  or 
rail  rates.  There  are  numerous  instances  where  bulk 
water-borne  commodities  are  carried  over  long  dis- 
tances so  economically  that  the  railroads  could  not 
hope  to  compete.  This  is  particularly  true  with  re- 
spect to  the  transportation  of  coal,  iron  ore,  grain,  and 
petroleum  between  Great  Lakes  ports ;  lumber  between 
Pacific  coast  ports ;  petroleum,  sulphur,  coal,  and  phos- 
phate rock  between  Atlantic  and  Gulf  ports;  and  petro- 
leum between  Pacific  and  Atlantic  ports  via  the 
Panama  Canal. 

The  rates  of  the  contract-carrier  steamship  lines 
in  the  domestic  trades,  which  had  remained  unreg- 
ulated ^  until  the  Transportation  Act  of  1940  caused 
their  regulation  by  the  Interstate  Commerce  Commis- 
sion, were  based  largely  on  the  cost  of  operation.  They 
were  not  published  in  tariff  form.  It  was  customary 
for  such  contract  water  rates  to  fluctuate  with  the  de- 
mand for  vessel  space  resulting  from  commercial  or 
economic  conditions,  such  fluctuations  also  being 
affected  by  the  availability  of  return  cargoes,  the  sea- 
sonal movement  of  commodities,  and  competition 
among  the  contract  water  carriers.  The  contract  rate 
method  has  been  highly  competitive  between  such  car- 
riers, and  the  force  of  this  competition  has  been  instru- 
mental in  keeping  the  cargo-lot  charges  down  to  a 
level  which  readily  attracts  the  traffic,  and  which  is 
made  possible  bj'  the  efficiency  and  economy  of  this 
particular  typo  of  transportation. 

Contract-carrier  steamship  rates,  applying  as  they  do 
to  cargo  or  volume  lots,  have  afforded  shippers  who 


15  Except  intercoastal  contract-carrier  rates  which  were  regulated  to 
a  limited  extent  under  the  Intercoastal  Shipping  Act,  1933,  by  the 
U.  S.  Maritime  Commission  until  such  regulation  was  transferred  to 
the  Interstate  Commerce  Commission,  March  1,  1940,  under  the  Trans- 
portation Act  of  1940. 
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can  offer  large  quantities  considerable  savings  in  freight 
charges  as  compared  with  all-rail  charges.  For  ex- 
ample, the  all-rail  carload  rate  on  bituminous  coal 
from  the  Xew  River,  AV.  Va.,  district  on  the  C.  &  O. 
Railway  to  Boston,  Mass.,  is  $5.69  i^er  long  ton.  The 
contract-carrier  steamship  lines  operating  from  the 
port  of  Newport  News,  Va.,  to  Boston  maintain  a 
ship-load  rate  of  about  85  cents  per  long  ton  between 
these  ports  which,  added  to  the  rail  rate  of  $2.G3  per 
long  ton  from  the  New  River  district  to  Newport  News 
and  the  handling  charges  at  the  ports,  results  in  a 
total  rail-ocean  charge  of  $3.98,  or  a  saving  of  $1.71 
per  long  ton.  The  all-rail  carload  rate  on  iron  ore 
from  the  Messabi  Range  in  Minnesota  to  Pittsburgh, 
Pa.,  district  furnaces  is  approximately  $6  per  long 
ton.  The  combined  rail-lake-rail  charge  from  the 
Messabi  Range  to  Pittsburgh  is  about  $3.06  per  long 
ton,  including  an  intervening  shipload  rate  of  70  cents 
a  long  ton  for  the  890-niile  lake  haul  from  Duluth. 
Minn.,  to  Conneaut,  Ohio,  on  Lake  Erie  and  the  han- 
dling charges  at  these  ports,  thus  effecting  a  saving 
in  freight  charges,  under  those  via  rail,  of  $2.94  per 
long  ton.  The  importance  of  low  lake  rates  on  iron 
ore  is  illustrated  by  the  fact  that  in  1938  only  1.46 
percent  of  the  vast  shipments  from  the  Lake  Superior 
ranges  used  all-rail  routes. 

Traffic  transported  by  the  common-carrier  steamship 
lines  in  the  coastwise,  intercoastal,  and  Great  Lakes 
trade  consists  largely  of  general  cargo,  i.  e.,  package 
or  merchandise  freight.  Since  this  same  type  of  cargo 
also  moves  via  all-rail  routes,  the  principal  competition 
of  these  steamship  lines  is  with  the  railroads.  Con- 
sequently the  port-to-port  water  traffic  is  generally 
subject  to  classifications  of  freight,  rules,  regulations, 
and  practices  identical  with  or  closely  analogous  to 
those  which  are  observed  by  the  competing  railroads. 

Tlie  construction  of  the  conunon-carrier  port-to-port 
water  rates  is  governed  by  practically  the  same  eco- 
nomic principles  as  are  applicable  to  railroad  rate  mak- 
ing, such  as  competition,  cost  and  value  of  service, 
bulk  and  weight  of  commodities,  the  element  of  risk 
and  damage,  and  volume  of  traffic.  The  port-to-port 
rates  which  apply  both  to  class-rate  traffic  and  to  s])e- 
cific  conunodities  in  carload  and  less-than-carload  quan- 
tities are  generally  related  to  and  lower  than  the 
railroad  rates  by  amounts  or  differentials  which  vary 
with  the  nature  of  the  commodity,  the  competition  in- 
volved, and  the  length  of  haul.  These  rates  and  differ- 
entials are  usually  fixed  by  nuitual  agreement  between 
and  voluntary  action  of  the  interested  water  carriers 
except  where  prescribed  by  the  action  of  regulatory 
bodies. 

In  a  inunber  of  instances  the  port-to-port  rates  of 
the  common-carrier  water  lines  are  made  without  rela- 


tion to  the  length  of  haul.  An  example  is  the  so- 
called  blanket  basis  which  prevails  in  a  number  of 
instances,  particularly  with  respect  to  rates  on  spe- 
cific commodities.  For  instance,  the  North  Atlantic 
ports  from  Boston,  Mass.,  to  Norfolk,  inclusive,  are 
assigned  to  a  so-called  group  A,  and  the  Texas  ports 
from  Beaumont  to  Corpus  Christi,  inclusive,  are  as- 
signed to  a  so-called  group  1,  the  commodity  rate  on  a 
given  article  being  the  same  from  all  ports  in  group  A 
to  all  ports  in  group  1.  On  the  Great  Lakes  the  class 
rates  from  Buffalo  to  Sault  Ste.  Marie  and  Duluth 
are  the  same,  and  in  the  intercoastal  trade  the  rate 
on  a  particular  commodity  from  all  Atlantic  poi'ts — 
Jacksonville,  Fla.,  to  Portland,  Maine,  inclusive — to 
all  Pacific  port.s — San  Diego,  to  Vancouver,  Wash.,  in- 
clusive— is  the  same.  Many  of  the  water  carriers  en- 
gaged in  port-to-port  operations  are  voluntarily  asso- 
ciated in  rate-fixing  conferences  through  which 
agreements  are  negotiated  for  the  purpose  of  effecting 
the  stabilization  of  freight  rates,  in  the  interest  of 
shippers  and  carriers  alike. 

Joint  rates. — Most  of  the  joint  rates  to  and  from 
inland  points  maintained  by  the  common-carrier '^ 
steamship  lines  are  made  jointly  with  the  railroads. 
Only  the  intercoastal  lines  operating  to  and  from  Gulf 
ports  have  joint  rates  with  the  railroads;  they  also 
join  in  through  rates  with  the  Mississippi  River  barge 
lines.  There  are  a  number  of  instances  where  there  are 
joint  rates  with  motor-trucks,  but  there  is  no  informa- 
tion available  which  will  permit  of  a  concise  description 
of  their  extent  and  application. 

In  connection  with  the  Atlantic  and  Gulf  coastwise 
trade,  joint  rail-and-ocean  rates  are  available,  with 
some  exceptions,  to  practically  all  of  the  United  States 
east  of  the  Rocky  Mountains.  Joint  rail-and-ocean 
rates  in  connection  with  the  intercoastal  carriers  and 
applicable  only  through  the  Gulf  ports  are  available  to 
a  large  jDart  of  the  Mississippi  Valley  states  and  some 
states  immediately  adjacent  thereto.  The  joint  rail- 
and-ocean  rates  of  the  Pacific  coastwise  carriers  pene- 
trate the  states  of  Oregon,  Washington,  California,  and 
a  few  points  in  western  Idaho.  The  Great  Lakes  car- 
riers participate  in  joint  rail-and-lake  rates  which 
reach  into  the  Middle  Atlantic  and  New  England 
states  on  the  East  and  into  the  Central  Western  and 
Northwestern  Pacific  States  on  the  West. 

It  would  require  extended  description  to  enumerate 
in  detail  the  scope  of  the  application  of  all  of  the 
various  joint  rail-and-ocean  and  rail-and-lake  rate 
structures;  the  accompanying  tabulation  supplies  a 
brief  description  of  the  routes  via  and  the  territory  to 


°  No   contract    carriers   participate   in   joint    rates    with    other   types 
of  carriers. 
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and  from  which  the  more  important  of  such  joint  rate 
structures  apply,  in  connection  with  the  common  car- 
riers in  coastwise,  intercoastal,  and  Great  Lakes  trades.'' 

Atlantic  and  Gulf  Coastwise  Teade 

(1)  Between  North  Atlantic  ports,  on  the  one  hand,  and 
points  in  Southern '  and  Southwestern "  territories,  on  the  other 
hand,  over  ocean-rail,  or  rail-ocean  routes,  via  ocean  to  or 
from  Norfolli,  Va.,'°  South  Atlantic  or  Gulf  ports  and  rail 
beyond. 

(2)  Between  points  in  Eastern  territory,"  on  the  one  hand, 
and  South  Atlantic  and  Gulf  ports,  on  the  other,  over  rail- 
ocean  or  ocean-rail  routes,  via  rail  to  or  from  North  Atlantic 
ports  and  ocean  beyond. 

(3)  Between  points  in  Eastern  territory,"  on  the  one  hand, 
and  points  in  Southern '  and  Southwestern "  territories,  on  the 
other,  over  rail-ocean-rail  routes,  via  rail  to  or  from  North 
Atlantic  ports,  ocean  to  or  from  Norfolk,  Va.,'°  South  Atlantic 
or  Gulf  ports,  and  rail  beyond. 

(4)  Between  North  Atlantic  ports,  on  the  one  hand,  and 
points  in  Central  '^  and  Western  Truuk-Line  "  territories,  on  the 
other,  over  ocean-rail  or  rail-ocean  routes,  via  ocean  to  or  from 
Hampton  Roads  ports,  Virginia,  or  Savannah,  Ga.,  and  rail 
beyond. 

(5)  Between  points  in  New  England,  New  Jersey,  Delaware, 
Pennsylvania,  and  New  York,  on  the  one  hand,  and  points  in 
Central "  and  Western  Trunk-Line "  territories,  on  the  other, 
over  rail-ocean-rail  routes,  via  rail  to  or  from  North  Atlantic 
ports,  ocean  to  or  from  Hampton  Roads  ports,  Virginia,  or 
Savannah,  Ga.,  and  rail  beyond. 

(6)  Between  North  Atlantic  ports,  on  the  one  hand,  and 
points  in  Utah  and  Colorado,  on  the  other,  over  ocean-rail  or 
rail-ocean  routes  via  ocean  to  or  from  Hampton  Roads  ports, 
Virginia,  South  Atlantic,  or  Gulf  ports  and  rail  beyond. 

(7)  Between  points  in  New  England,  Nev?  Jersey,  Delaware, 
Pennsylvania,  and  New  York,  on  the  one  hand,  and  points  in 
Utah  and  Colorado,  on  the  other,  over  rail-ocean-rail  routes  via 
rail  to  or  from  North  Atlantic  ports,  ocean  to  or  from  Hampton 
Roads  ports,  Virginia,  South  Atlantic,  or  Gulf  ports  and  rail 
beyond. 

(8)  Between  North  Atlantic  ports,  on  the  one  hand,  and 
points  in  Mountain  Pacific  and  Pacific  States,  on  the  other,  over 
ocean-rail  or  rail-ocean  routes  via  ocean  to  or  from  Hampton 


'The  joint  rates  included  in  these  rate  structures  are  generally 
lower  than  the  corresponding  all-rail  rates  by  amounts  or  differentials 
fixed  by  mutual  agreement  of  the  interested  carriers  or  prescribed 
by  the  Interstate  Commerce  Commission  upon  complaints  and  after 
public  hearings. 

'  That  portion  of  the  United  States  east  of  the  Mississippi  River 
and  south  of  the  Ohio  River  from  Cairo,  111.,  to  Kenova,  W.  Va.,  and 
the  line  of  the  N.  &  W.  Ry.,  from  Kenova,  W.  Va.,  eastward  through 
Roanoke,  Lynchburg,  Petersburg,  and  Suffolk,  Va..  to  Norfolk,  Va., 
inclu.sive 

"Arkansas,  Louisiana  (west  of  Mississippi),  Oklahoma,  and  Texas. 

'*  Only  in  connection  with  rates  to  and  from  Southern  Territory. 

"  Includes  points  in  Connecticut.  Delaware,  District  of  Columbia. 
Maine,  Maryland.  Massachusetts,  New  Hampshire,  New  Jersey,  New 
York.  Ohio,  Pennsylvania,  Rhode  Island,  Vermont,  Virginia,  and  West 
Virginia. 

•=  That  portion  of  the  United  States  generally  east  of  (he  Illinois  and 
Mississippi  Rivers,  north  of  the  Ohio  River  from  Cairo,  111.,  to  Kenova, 
W.  Va.,  and  west  of  a  line  from  Kenova,  W.  Va.,  to  Buffalo,  N.  Y.,  through 
Charleston,  W.  Va.,  Parkersburg,  W.  Va.,  Pittsburgh,  Pa.,  and  Oil 
City.  Pa. 

"  Eastern  Colorado,  northwestern  Illinois,  Iowa,  Kansas,  Michigan 
(upper  peninsula),  Minnesota,  northern  Missouri,  Nebraska,  South  and 
North  Daliota,  Wisconsin,  and  eastern  Wyoming. 
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Roads  ports,  Virginia,  or  Louisiana  and  Texas  Gulf  pf)rts  and 
rail  beyond. 

Pacific  Coastwise  Tbade 

(1)  Between  California  ports,  on  the  one  hand,  and  points 
in  Oregon,  Washington,  and  Idaho  on  the  other,  over  ocean-rail 
or  rail-ocean  routes,  via  ocean  to  or  from  North  Pacific  coast 
ports  and  rail  beyond. 

(2)  Between  points  in  California,  on  the  one  hand,  and  North 
Pacific  coast  ports,  on  the  other,  over  rail-ocean  or  ocean-rail 
routes,  via  rail  to  or  from  California  ports  and  ocean  beyond. 

Intercoastal  Trade 

(1)  Between  points  in  Arkansas,  Illinois,  Indiana,  Iowa, 
Minnesota,  Kentucky,  Mississippi,  Missouri,  and  Tennessee,  on 
the  one  hand,  and  Pacific  coast  ports,  on  the  other,  over  (1) 
targe-ocean  or  ocean-barge,  (2)  ra il-barge-ocean  or  occan-barge- 
rail,  or  (3)  rail-ooean  or  ocean-rail  routes  via  (1)  barge,  (2) 
rail-barge  or  barge-rail,  or  (3)  all-rail  to  or  from  New  Orleans, 
La.,  or  Mobile,  Ala.,  and  ocean  beyond.  There  are  no  joint  rates 
in  connection  with  the  intercoastal  Atlantic-Pacific  lines. 

Great  Lakes  Trade 

(1)  From  Lake  Erie  ports  and  Port  Huron  and  Marysville, 
Michigan,  to  points  in  northern  California,  Idaho,  Oregon,  and 
Washington  over  lake-rail  routes  via  lake  to  the  ports  of  Mil- 
waukee, and  Green  Bay,  Wis.,  and  Duluth,  Minn.,  and  rail 
beyond. 

(2)  Between  points  in  Eastern  territory,"  on  the  one  hand, 
and  ports  on  Lake  Alichigan  and  Lake  Superior,  on  the  other, 
over  rail-lake  or  lake-rail  routes  via  rail  to  or  from  Lake  Erie 
ports  and  lake  beyond. 

(3)  Between  Lake  Erie  ports,  on  the  one  hand,  and  points  in 
Western  Trunk-Line  territory  "  on  the  other,  over  lake-rail  or 
rail-lake  routes  via  lake  to  or  from  western  Great  Lakes  ports 
and  rail  beyond. 

(4)  Between  points  in  Eastern  territory,"  on  the  one  hand, 
and  points  in  Western  Trunk-Line  territory,"  on  the  other,  over 
rail-lake-rail  routes  via  rail  to  or  from  Lake  Erie  Ports,  lake  to 
or  from  western  Great  Lakes  ports  and  rail  beyond. 

The  joint  rail-and- water  rates  of  the  common-carrier 
steamship  lines  in  the  coastwise,  intercoastal,  and  Great 
Lakes  trades  applying  on  both  class-rate  traffic  and 
specific  commodities,  whether  prescribed  by  regulatory 
bodies  or  established  by  voluntary  action  of  the  inter- 
ested carriers,  are  related  to  the  corresponding  all-rail 
rates.  The  latter  have  become  what  is  termed  the 
"ceiling"  or  maximum  for  the  joint  rail-and- water 
rates.  Changes  in  the  rail  rates  are  reflected  in  the 
rail-and-water  rates,  i.  e.,  when  fluctuations  occur  in  the 
former  they  likewise  occur  in  the  latter.  A  downward 
trend  in  rail  rates  forces  parallel  reductions  in  the  com- 
peting rail-and-water  rates.  For  instance.  Southern 
rail  carriers  recently  made  a  downward  revision  of  more 
than  4,000  less-than-carload  freight  classification  rat- 
ings and  some  225  carload  freight  classification  ratings 
applicable  on  merchandi.'ie  traffic  between  points  in  the 
South  and  between  sucli  points  and  North  Atlantic 


"For  explanation,  see  footnote  11. 
'■'For  explanation,  see  footnote  1?-. 
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ports  served  by  the  coastwise  lines.  These  general  re- 
ductions in  rail  rates  necessitated  a  downward  read- 
justment in  the  corresponding  rates  on  an  important 
part  of  tlie  merchandise  traffic  carried  by  the  steamship 
lines  in  the  Atlantic  and  Gulf  coastwise  ti'ade. 

The  ocean-and-rail  class  rate  adjustments  between 
Eastern  territory  and  the  South  and  Southwest  through 
the  North  Atlantic  ports,  on  the  one  hand,  and  the 
South  Atlantic  and  Gulf  ports  on  the  other,  reflect 
certain  principles  adopted  by  the  Interstate  Commerce 
Commission  in  recent  years  in  the  prescription  of  some 
of  the  principal  joint  ocean-and-rail  rate  adjustments. 
Since  about  1925  that  Commission  has  prescribed  major 
all-rail  rate  adjustments,  based  primarily  on  distance, 
for  application  interterritorially  between  the  various 
rate  territories  generally  east  of  the  Rocky  Mountains. 
In  connection  with  these  rate  adjustments,  the  plan 
has  been  to  prescribe  maximum  first-class  rates  with  the 
rates  on  the  lower  classes  and  certain  specified  commodi- 
ties assigned  a  percentage  of  the  prescribed  first-class 
rate.  The  Interstate  Commerce  Commission  in  connec- 
tion with  these  major  rate  adjustments  prescribed  max- 
imum all-rail  first-class  and  related  class  and 
commodity  rates  between  the  Eastern  territory  and  the 
South  ^^  and  Southwest  ^'  and  also  maximum  ocean- 
and-rail  first-class  and  related  class  and  commodity 
rates  between  the  same  territories.  These  latter  were 
based  differentially  lower  than  the  prescribed  all-rail 
rates  and  were  predicated  to  a  considerable  extent  on 
the  principle  of  distance,  although  consideration  was 
also  given  to  other  factors  such  as  transfer  services 
at  the  poi'ts,  the  ratio  of  rail  to  water  haul,  and  the 
competition  of  the  respective  ocean-and-rail  routes 
with  each  other  as  well  as  with  the  all-rail  routes  be- 
tween the  same  points.  In  connection  with  the  ocean- 
and-rail  rates  between  Eastern  territory  and  the  South- 
west, thi'ee  sets  of  rates  were  prescribed,  one  for 
application  via  South  Atlantic  ports,  one  for  applica- 
tion via  Louisiana  ports,  and  one  for  application  via 
Texas  ports.  For  instance,  the  prescribed  all-rail  first- 
class  rate  from  New  York  to  Amarillo  was  $3.41  per 
100  pounds,  the  prescribed  ocean-rail  first-class  rates 
between  the  same  points  being  $3.30  via  the  South 
Atlantic  poi'ts,  a  differential  of  11  cents;  $3.20  via  New 
Orleans,  La.,  a  differential  of  21  cents;  and  $3.10  via 
Galveston-Houston,  a  differential  of  31  cents.  Under 
this  system  the  greater  the  water-haul  between  the 
ports  the  greater  was  the  differential,  thus  giving 
recognition  to  the  economy  of  water  transportation 
particularly    where    the    longer    water-hauls    resulted 
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in  a  reduction  in  the  length  of  the  rail  hauls 
beyond  the  ports. 

The  differentials  by  which  the  ocean-and-rail  rates 
are  lower  than  the  all-rail  rates  are  of  two  types,  i.  e., 
(1)  sliding  differentials,  which  vary  with  the  circuity 
and  length  of  haul  of  the  ocean-and-rail  routes  and  (2) 
fixed  differentials  which  apply  irrespective  of  the  cir- 
cuity and  length  of  such  hauls.  The  various  differen- 
tials are  the  result  of  the  voluntary  action  of  the 
interested  carriers  through  mutual  consent,  or  of  the 
prescription  of  ocean-and-rail  rates  by  the  Interstate 
Commerce  Commission  in  general  rate  adjustments. 
The  differentials  on  the  commodities  classified  fourth- 
class  or  higher  usually  afford  shippers  greater  savings 
than  do  the  lesser  differentials  on  the  commodities 
rated  lower  than  fourth-class.  The  diffei'entials  in 
connection  with  specific  commodity  rates  vary  with  the 
nature  of  the  commodity. 

The  water-and-rail  rates  of  the  common  carriers  in 
the  coastwise,  intercoastal,  and  Great  Lakes  trades  are 
usually  governed  by  the  same  economic  principles  as 
govern  the  all-rail  rates  and  are  generally  subject  to 
the  same  classifications,  rules,  regulations,  and  prac- 
tices as  are  followed  by  the  rail  lines.  From  what  has 
been  said,  it  is  evident  that  the  ocean-and-rail  and 
lake-and-rail  rate  structures  provide  shippers  with  a 
variety  of  rates  and  routes  to  and  from  a  large  area  of 
the  United  States.  They  apply  on  practically  every 
commodity  of  importance.  The  joint  rates  of  the 
common-carriers  in  the  coastwise,  intercoastal,  and 
Great  Lakes  trades  with  rail  and  motor  carriers  have 
been  subject  to  the  jurisdiction  of  the  Interstate  Com- 
merce Commission  since  1887  in  the  case  of  the  water- 
and-rail  rates,  and  since  1935,  in  the  case  of  the 
motor-and-water  rates. 

The  Regulation  of  Rates 

Any  attempt  to  establish  a  national  transportation 
policy  designed  to  bring  about  a  national  transporta- 
tion system  of  maximum  efficiency,  must  result  in  quick 
understanding  that  the  three  media  (rail,  road,  and 
water)  which  move  an  enormous  preponderance  of 
goods,  wares,  and  merchandise  between  the  several 
States  must  be  dealt  with  as  essential  parts  of  an  inte- 
grated whole,  and  that  the  most  effective  public  action 
in  so  dealing  with  them  may  be  exercised  through  the 
use  of  the  certificate  of  public  convenience  and  neces- 
sity, and  through  the  regulation  of  rates. 

Until  recently,  rate  regulation  reasonably  calculated 
to  further  such  an  integrated  and  efficient  national 
transportation  system  was  difficult.  Interstate  rail 
rates  were  regulated  by  the  Interstate  Commerce  Com- 
mission, water  rates  by  the  Maritime  Commission,  and 
road  rates,  i.  e.,  motor  transport,  by  no  one  at  all. 
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The  most  complete  cooperation  (and  there  has  been 
such  cooperation)  between  tlie  Maritime  Commission 
and  tlie  Interstate  Commerce  Commission  could  not 
prevent  situations  where  water  and  rail  rates  collided 
to  the  detriment  of  the  public ;  the  motor  carriers  were 
at  the  same  time  free  to  utilize  their  unregulated  rates 
in  a  manner  calculated  to  jjroduce  transportation  chaos. 

Since  March  1,  1941,  however,  the  Interstate  Com- 
merce Commission  has  been  charged  with  the  duty  of 
regulating  interstate  water  carriers  as  well  as  rail  and 
motor  carriers.  Its  jurisdiction  over  these  water  car- 
riers is  limited  by  certain  provisions  of  Part  III  of 
the  Interstate  Commerce  Act  which,  under  specified 
conditions,  exempt  from  regulation  the  transportation 
of  bulk  commodities  and  transportation  within  the 
limits  of  a  single  harbor  or  contiguous  harbors. 
That  Commission  is  now  empowered  to  deal  with 
interstate  rail,  road,  and  water  carriers  as  parts 
uf  a  national  transportation  system,  and  to  reg- 
ulate the  rates  of  each  in  such  manner  that  the  ship- 
ping public  will  be  dealt  with  fairly,  and  that 
"cut-throat  competition"  will  be  prevented.  Such  rate 
regulation,  and  the  rate  structures  built  up  thereby 
(especially  when  combined  with  the  power  to  grant  or 
deny  certificates  of  public  convenience  and  necessity, 
and  general  regulatory  powers)  may  be  expected  to 
foster  the  healthy  growth  of  each  of  the  three  types 
of  carriers  as  parts  of  the  whole,  rather  than  the  growth 
of  one  tj'pe  of  carrier  at  the  expense  of  another  which 
flows  from  regulatory  treatment  of  each  type  separately 
instead  of  as  units  of  a  single  enterprise.  Such  inte- 
grated regulation  should  provide  rate  structures  which 
will  foster  the  effective  use  of  the  various  types  of 
carrier-facilities,  and  improve  the  geographic  pattern 
of  our  national  economic  development. 

The  Interstate  Commerce  Commission  will  probably 
realize  the  clear  necessity  that  if  water  carriers  are  to 
prosper  to  the  extent  necessary  for  their  proper  de- 
velopment— and,  in  fact,  necessary  for  their  survival 
as  essential  parts  of  a  national  transportation  system — 
the  water  carriers  must  be  permitted  to  charge  sub- 
stantially lower  rates  than  rail  and  motor  carriers. 
How  much  lower,  of  course,  is  a  matter  for  the  decision 
of  that  Commission.  The  reasons  making  such  lower 
rates  necessary  are  clear.  Water  routes  are  generally 
indirect,  and  the  distance  traveled  between  the  points 
where  cargo  originates  and  the  points  where  it  is  de- 
livered is,  in  almost  every  instance,  far  greater  than  the 
distance  which  would  be  traveled  if  the  cargo  went  by 
rail  or  motortruck.  Lower  rates  must  compensate  for 
slower  delivery  if  the  water  carrier  is  to  be  upon  a 
competitive  basis  with  the  carrier  by  rail  or  road.  In 
fact,  as  to  much  freight  and  cargo  where  speed  of  de- 
livery is  essential,  the  water  carrier  cannot  compete. 


This  fact  increases  the  necessity  for  placing  the  water 
carrier  upon  a  genuine  competitive  basis  with  rail  and 
motor  transport  as  to  other  freight  or  cargo.  Further- 
more, it  is  generally  recognized  that  there  are  certain 
hazards  to  carriage  by  water,  which  place  the  water 
carrier  at  a  disadvantage,  requiring  a  rate  differential 
in  its  favor.  The  necessity  of  frequent  breaking  of 
bulk  at  ports  where  cargo  is  transferred  from  water 
to  land,  and  consequent  increased  handling  are  deter- 
rent factors  to  shipping  by  water,  and  result  in  more 
numerous  claims  for  loss  or  damage.  These  and  other 
factors  clearly  must  be  recognized. 

Obviously,  too,  the  fourth  section  of  part  I  of  the 
Interstate  Commerce  Act  requires  unusually  careful 
administration  where  water  carriers  are  affected,  if 
those  carriers  are  not  to  suffer  serious  injury.  "Re- 
lief" from  the  fourth  section  (and  particularly  so-called 
"temporary"  and  "seasonal"  relief)  has  in  the  past 
been  utilized  by  railroads  competing  with  steamship 
lines  to  divert  the  business  of  the  competing  water  car- 
riers. This,  of  course,  has  resulted  in  retaliation  by 
water  carriers,  and  serious  dislocations  in  rate  struc- 
tures and  routing  of  traffic.  Recognition  of  the  fac- 
(ors  discussed  above,  however,  and  administration  of 
the  fourth  section  in  a  manner  sympathetic  to  all 
affected  carriers  will  bring  to  water  carriers  the  right 
to  operate  on  a  genuinely  competitive  basis  with  car- 
riers by  rail  and  motortrucks.  Such  administration 
will  jiromote  the  building  up  of  an  integrated  system 
of  transportation  capable  of  maximum  economy  and 
efficiency  in  operation. 

Coordination  of  Facilities  of  Water  Carriers 
With  Those  of  Other  Modes  of  Transportation 

Necessity  for  Coordination 

The  term  "coordination"  has  been  aptly  defined  as 
cooperative  action  in  a  common  interest  at  particular 
places  or  with  respect  to  particular  matters,  but  with- 
out actual  unification  of  companies.^^  Such  cooper- 
ative action  may  be  between  carriers  of  the  same  type 
or  between  carriers  of  different  types. 

Our  coastwise,  intercoastal,  and  Great  Lakes  trans- 
portation is  provided  by  many  large  and  small  com- 
panies which  are  independently  owned.  Each  is  pri- 
marily concerned  with  its  own  individual  interests  and 
most  of  them  are  more  or  less  in  competition  with  each 
other.  Practically  all  of  these  water  carriers  are  also 
in  active  competition  with  rail  and  motor-truck  lines. 
It  is  generally  recognized  that  this  competitive  system 
has  provided  a  considerable  amount  of  duplicated 
service,  hindered   the  use  of  equipment  to  capacity, 
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caused  reductions  of  rates  to  levels  whose  compensatory 
nature  is  often  very  doubtful,  resulted  in  uneconomical 
cross-luiuling  of  shipments,  and  produced  other  forms 
of  wiisle  which  have  not  been  particularly  conducive  to 
the  maintenance  of  a  well-organized  and  financially 
sound  national  transportation  system.  These  con- 
ditions have  been  largely  due  to  the  depression,  the 
desire  of  shijipers  for  cheaper  transportation,  and  the 
carriers'  need  of  revenues.  While  shippers,  no  doubt, 
have  benefitted  from  the  resulting  choice  of  service 
and  numerous  rate  reductions,  the  carriers  themselves 
suffered  from  lack  of  effective  cooperation  in  readjust- 
ing their  j^ractices  and  properties  to  meet  changing 
economic  conditions;  instead  they  were  engaging  in 
an  oftentimes  ruthless  competitive  struggle  which 
tended  to  luidermine  not  only  the  rate  structures  but 
the  financial  soiuidness  of  many  of  the  carriers  them- 
selves. There  has  always  been  a  certain  amount  of 
voluntary  cooperation  among  the  various  carriers  but 
there  is  much  room  for  a  more  permanent,  broader,  and 
systematic  type  of  coordination  which  will  meet  chang- 
ing conditions  and  yet  protect  the  interests  of  the 
public  and  of  the  carriers  themselves. 

Types  of  Present-day  Coordination 

The  coastwise,  intercoastal,  and  Great  Lakes  carriers 
have  made  substantial  efforts  toward  coordination  of 
their  facilities  with  other  types  of  carriers  and  between 
themselves.  There  are  no  finer  examples  of  coordina- 
tion than  that  which  exists  between  the  rail  carriers 
and  the  Great  Lakes  carriei's  for  the  carriage  of  such 
bulk  commodities  as  iron  ore  and  coal  and  between  the 
rail  carriers  such  as  the  Chesapeake  &  Ohio  Ry.,  the 
Virginian  Ry.  and  the  Norfolk  &  Western  Ry.,  on  the 
one  hand,  and  the  coastwise  bulk  carriers,  on  the  other, 
for  the  transportation  of  West  Virginia  coal  to  New 
England.  This  coordination  has  resulted  in  these  rail 
lines  acquiring  traffic  which  otherwise  would  not  flow 
to  them.  The  system  of  coordination  with  rail  in  con- 
nection with  the  Great  Lakes  bulk  freigliters  has  been 
succinctly  described  as  follows :  ^^ 

There  you  have  in  these  four  basic  commodities  tlie  keystone 
of  the  great  industries  of  the  United  States  upon  which  the 
subsidiary  steel-finishing  industries  depend.  This  transporta- 
tion has  been  so  Ijuilt  up  as  to  be  adapted  to  that  particular 
service.  It  has  interchanges;  it  has  interrelation.  It  is  con- 
trolled by  nature  and  economic  law.  No  shipper  complains  of  it ; 
uo  railroad  complains  of  it.  The  railroads  are  the  beneficiaries 
of  it.  They  bring  the  traffic  to  us ;  they  take  it  away  from  us. 
They  have  created  great  facilities  to  enable  them  to  do  that 
with  the  utmost  rapidity.  They  have  built  great  yards  to  re- 
ceive our  product  or  to  store  it  until  we  are  ready  for  it.    They 
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have  helped  us  to  build  up  this  great  thing  and   it  is  not  in 
competition  with  them  in  any  particular. 

The  common-carrier  lines,  as  well  as  the  contract- 
carrier  lines  in  the  coastwise,  intercoastal,  and  Great 
Lakes  trade,  have  made  efforts  towards  coordination  of 
facilities.  The  use  of  motor-trucks  for  the  performance 
of  so-called  pick-up  and  delivery  service  is  an  instance. 
There  are  others.  Several  of  the  steamship  lines  oper- 
ating in  the  common-carrier  service  on  the  Great  Lakes 
have  established  joint  lake-and-truck  rates  on  auto- 
mobiles between  Detroit  and  points  in  Mai-yland,  Ohio, 
Pennsylvania,  West  Virginia,  and  the  District  of 
Columbia  via  lake  lines  to  or  from  Cleveland  and  truck 
routes  beyond.  The  establishment  and  maintenance  of 
joint  rates  between  rail  and  domestic  ocean  lines  is 
representative  of  cooperation  between  these  two  classes 
of  carriers. 

The  raili'oads  and  common-carrier  motor  truck  lines 
are  often  reluctant  to  establish  joint  rates  and  through 
routes  with  common-carrier  water  lines  when  the  first 
two  mentioned  classes  of  carriers  are  in  a  position  to 
perform  the  long  haul  from  origin  to  destination  over 
their  own  routes.  This  competitive  situation  often 
precludes  the  fullest  coordination  of  facilities  of  the 
three  types  of  carriers.  On  the  other  hand,  the  so- 
called  bulk  or  contract-water  carriers  often  have  such 
low  transportation  costs  that  the  rail  or  truck  carriers 
could  not  ho])e  to  participate  in  hauling  certain  traffic 
without  the  intervention  of  the  bulk-commodity  water 
carriage.  In  such  cases,  the  all-rail  or  all-truck  routes 
are  unable  to  compete  with  either  the  water  routes  or 
the  combined  routes  of  the  rail  or  motor  truck  carriers 
and  the  bulk-commodity  water  carriers  because  of  the 
inherent  economy  of  the  water  transportation.  Con- 
sequently, the  coordination  of  water-carrier  facilities 
and  services  with  those  of  rail  and  motor  truck  lines  is 
often  more  easily  attained  in  connection  with  bulk  or 
contract  water  carriers  than  with  common-carrier 
water  lines. 

The  common-carrier  water  lines  in  both  the  domestic 
ocean  and  Great  Lakes  trades  have  joined  with  the 
railroads  and  motortruck  lines  in  so-called  freight  rate 
associations  which  issue  joint  tariffs  containing  the 
joint  rates  between  these  several  classes  of  carriers. 
This  arrangement  enables  the  carriers  involved  to  es- 
tablish joint  rates  through  mutual  agreement  and  con- 
certed action  and  have  them  published  at  a  minimum  of 
expense  and  clerical  labor.  It  also  gives  the  shipper 
a  ready  means  of  quickly  ascertaining  a  choice  of 
routes,  and  supplies  another  avenue  through  which 
the  carriers  can  effect  the  cooperative  use  of  their  avail- 
able transportation  facilities. 

The  domestic  water  lines  have  also  attempted  to 
effect  coordination  between  themselves  so  as  to  obtain 
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more  equitable  use  of  their  facilities,  through  voluntary 
associations  known  as  conference  agreements,  the  gen- 
eral jjurposes  of  which  include  the  fixing,  self-regula- 
tion, and  stabilization  of  ocean  freight  rates  and  rate 
practices.  These  agreements  have  been  subject  to  a 
certain  amount  of  Federal  regulation,  but  they  have  not 
been  completely  effective.  This  is  illustrated  by  the 
case  of  the  intercoastal  steamship  lines  operating  be- 
tween the  Atlantic  and  Pacific  ports.  The  United 
States  Intercoastal  Conference  of  the  Atlantic-Pacific 
lines  was  first  organized  on  August  5,  1920.  Although 
it  was  never  able  to  embrace  all  of  the  lines  in  the 
trade,  its  members  maintained  uniform  rates  on  west- 
bound traffic.  It  continued  to  function  until  June  1922. 
A  severe  rate  war  followed  until  the  conference  was 
again  organized  on  August  1,  1923,  and  lasted  until 
July  31,  1927.  During  this  period  the  member  carriers 
were  classified  into  '"A"  and  "B"  lines  according  to  the 
frequency  of  their  vessel  operations.  After  the  con- 
ference M'as  reorganized  on  August  1,  1927,  all  its 
members  applied  uniform  rates,  except  on  certain  com- 
modities, until  the  end  of  the  conference  on  February 
13, 1931,  whereupon  another  rate  war  occurred. 

A  reorganized  conference  came  into  being  on  March 
1,  1932,  and  lasted  until  September  30  of  that  year. 
During  this  period,  the  conference,  for  the  first  time, 
recognized  one  carrier  as  a  "C"  line,  entitled  to  charge 
lower  rates  than  the  "B"  lines.  The  admission  of  the 
"C"  line  to  the  conference,  on  the  lower  rate  basis, 
was  designed  to  prevent  it  from  naming  rates  much 
lower  than  it  was  willing  to  name  as  a  conference 
member.  The  breaking  up  of  the  March  1,  1932,  con- 
ference, after  its  7  months'  existence,  was  due  largely  to 
the  fact  that  3  weeks  after  it  was  organized,  jaractically 
all  "B"  lines  reduced  their  frequency  of  service  and 
became  "C"  lines  under  the  terms  of  the  agi'eement. 
The  United  States  Intercoastal  Conference  was  again 
organized  on  October  1,  1932,  consisting  of  only  "A" 
and  "B"  lines,  the  latter  having  the  less-frequent  serv- 
ice. Several  nonconference  lines  maintaining  rates 
lower  than  those  of  the  conference  lines  were  a  source 
of  agitation  which  was  obviated  or  lessened  by 
compromises.  The  conference  again  disbanded  on 
July  31,  1934. 

At  the  present  time  (October  1941)  all  but  one  of 
the  intercoastal  common  carriers  engaged  in  regular 
operation  between  Atlantic  and  Pacific  ports,  are  mem- 
bers of  the  Intercoastal  Stoampship  Fi'eight  Associa- 
tion, a  freight  rate  association  organized  July  17,  1936, 
for  tlie  purpose  of  cooperation  and  the  maintenance  of 
uniform  rates.  Four  lines  which  have  I  he  more 
frequent  and  better  class  of  service  are  known  as  "A" 
lines  and  the  others  as  "B"  lines.  The  "A"  and  "B" 
line  rates  are  the  same  except  tliat  on  a  limited  num- 
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ber  of  westbound  commodities  the  "B"  line  rates  are  2.5 
cents  lower  than  those  of  the  "A"  lines. 

On  the  Great  Lakes  it  is  common  practice  for  com- 
mon carriers  by  water  receiving  automobiles  for  trans- 
portation to  have  the  actual  carriage  performed  on 
vessels  of  other  lines  which  they  neither  own  nor  con- 
trol. The  common  carrier  which  receives  the  auto- 
mobiles, issues  the  bills  of  lading  and  engages  with  the 
shipper  for  the  transportation,  retains  control  of  and 
assumes  liability  for  them  while  on  the  vessels  of  other 
carriers.  In  other  words,  the  carriers  pool  their  re- 
sources so  as  to  provide  more  frequent  schedules  and 
conserve  space  where  capacity  loads  of  automobiles  are 
not  available  on  the  regularly  scheduled  sailing  dates. 
These  cooiaerative  arrangements  between  carriers  are 
made  by  agreement.  The  following  statement  with 
respect  to  these  agreements  is  of  interest :  ^° 

Tlie  importance  of  the  agreements  in  effecting  economies  is 
emphasized.  It  is  testifiecl  that  there  are  times  when  as  many 
as  400  or  500  automobiles  per  day  are  tendered  to  Minnesota- 
Atlantic  for  transportation  and  other  times  when  the  number 
received  may  be  less  than  30  or  40.  Thus,  it  is  pointed  out,  if  it 
operated  vessels  sutiicient  to  give  prompt  service  to  shippers 
during  the  peaks  of  movement,  it  would  have  a  large  amount  of 
surplus  vessel  space  on  hand  when  the  movement  was  slack.  On 
the  other  hand,  with  no  additional  space  to  supplement  its 
minimum  requirements,  it  would  be  unable  to  meet  the  demands 
of  shippers  when  traffic  was  at  its  peak  without  delay  to  the 
shipments  tendered.  The  agreements  provided  a  means  of  tak- 
ing care  of  cargo  overflow  without  operating  more  vessels  *  *  * 

Methods  of  Effecting  Broader  Coordination 

The  coordination  which  exists  today  has  been  effected 
largely  through  the  voluntary  action  of  the  interested 
carriers.  This  involves  certain  weaknesses,  including: 
(1)  lack  of  effective  restrictions  against  independent 
action  by  carriers  dictated  by  their  own  individual 
interests  without  regard  to  the  broader  interest;  (2) 
the  tendency  for  competition,  when  it  becomes  inten- 
sified, to  take  precedence  over  efforts  to  bring  about 
cooperative  carrier-shipper  action;  and  (3)  the  practice 
of  many  transportation  executives  of  continuing  to 
adhere  to  traditional  and  out-moded  methods.  It  is 
evident  that  the  broader  type  of  coordination  cannot 
be  brought  into  being  by  voluntary  action  but  must  be 
stimulated  by  the  powers  of  government. 

The  enactment  of  the  Transportation  Act  of  1940 
brought  the  domestic  water  carriers  engaged  in  inter- 
state transportation  under  the  jurisdiction  of  the 
Interstate  Commerce  Commission  except  to  the  extent 
that  the  exemptions  in  the  Act  restrict  the  Conunis- 
sion's  jurisdiction.  As  a  result  of  this  act,  and  its 
amendment  of  the  Interstate  Commerce  Act,  all  car- 
riers by  rail  and  pipe  line,  and  the  great  majority  of 
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highway  and  water  carriers  which  operate  interstate 
between  points  in  the  United  States  are  now  regulated 
by  that  one  Commission. 

The  new  transportation  act  provides  for  the  co- 
ordination of  transportation  facilities  of  the  various 
types  of  carriers  in  a  number  of  ways.  In  the  first 
place,  the  Commission  is  required,  in  connection  with 
its  power  to  prescribe  just  and  reasonable  rates  via  all 
carriers  under  its  jurisdiction,  to  give  due  considera- 
tion, among  other  factors,  to  the  need,  in  the  public 
interest,  of  adequate  and  efficient  transportation  service 
via  each  type  of  carrier  at  the  lowest  cost  consistent 
with  the  furnishing  of  such  service.  The  accomplish- 
ment of  this  objective  will  jjrevent  one  kind  of  carrier 
from  transporting  traffic  which  should  more  appro- 
priately be  handled  by  another  kind,  and  thus  enable 
each  to  know  better  the  traffic  it  can  count  on  and  for 
which  it  can  better  plan  the  supply  of  its  facilities.  It 
should  also  tend  to  alleviate  the  imcertainty  caused  by 
the  shifts  of  traffic  from  one  type  of  carrier  to  another 
through  competitive  rate  reductions  which  result  often- 
times in  noncompensatory  rates. 

The  Interstate  Commerce  Commission  now  has 
power  to  prescribe  minimum  rates  for  all  carriers  un- 
der its  jurisdiction.  This  power  can  be  used  to  prevent 
rate-cutting  which  has  had  a  serious  effect  on  the 
rate,  structures  of  all  carriers,  and  will  tend  to  prevent 
the  rail  and  motor  carriers  from  unfairly  diverting 
traffic  from  the  contract  and  common-carrier  water 
lines  and  thus  impairing  the  preservation  of  such  com- 
mon-carrier and  contract-carrier  water  transportation 
facilities  as  are  needed  in  the  public  interest. 

Control  over  routes,  extension  of  routes,  and  opera- 
tion of  carriers  is  particularly  essential  to  a  program 
of  coordination.  Such  control  is  vested  in  the  Inter- 
state Commerce  Commission  through  the  requirement 
of  the  Interstate  Commerce  Act,  as  amended  by  the 
Transportation  Act  of  1940,  that  common  and  contract 
carriers  subject  to  the  jurisdiction  of  that  Commission 
must  apply  to  it  for,  and  receive,  a  certificate  or  permit 
respectively,  to  do  business.  Thus  the  supply  of  fa- 
cilities can  be  i-egulated  by  permitting  only  those  car- 
riers to  enter  the  business  whose  operations  are  justified 
in  the  public  interest.  Those  who  engage  in  contract 
carriage  will  be  prevented  from  trespassing  unfairly 
on  the  business  of  the  common  carriers  whose  service 
obligations  they  are  not  always  willing  to  assunw. 
An  excessive  number  of  duplicate  routes,  particularly 
with  respect  to  the  water  carriers,  can  be  prevented  by 
the  certificate  and  permit  provisions. 

The  new  transportation  act  also  provides  that  the 
Interstate  Commerce  Commission  can  establish  through 
routes  and  joint  rates  between  water  carriers  and  rail 
lines.     Thus  the   water  carriers  may   be  enabled   to 


participate  in  through  routes  which  might  otherwise 
be  denied  them  by  the  railroads.  By  the  appropriate 
extension  of  through  rail-and-water  routes  and  joint 
rates  greater  coordination  of  rail  and  water  facilities 
is  brought  about  and  greater  use  made  of  each. 

The  amendment  of  the  Interstate  Commerce  Act  by 
the  Transportation  Act  of  1940  now  makes  possible 
government  regulatory  control  over  the  accounts,  rec- 
ords, and  repoi'ts  of  all  carriers  by  rail,  water,  motor, 
and  pipe  line  which  are  subject  to  these  Acts.  Such 
control  is  essential  to  coordination;  it  permits  the  set- 
ting up  of  uniform  systems  of  accounts  and  furnishes 
the  data  needed  by  the  regulatory  body  to  determine 
the  status  of  a  carrier's  business.  The  power  of  the 
Interstate  Commerce  Commission  to  regulate  consoli- 
dations, mergers,  acquisitions  of  control,  leases,  etc., 
of  carrier  properties  has  been  broadened  by  the  Trans- 
portation Act  of  1940  to  apply  to  domestic  ocean. 
Great  Lakes,  and  inland  waterway  carriers. 

Section  1  of  the  Transportation  Act  of  1940  declares 
that  the  national  transportation  policy  of  Congress 
shall  be  to  provide  for  fair  and  impartial  regulation 
of  all  modes  of  transportation  subject  to  the  provisions 
of  the  Act,  so  administered  as  to  recognize  and  preserve 
the  inherent  advantages  of  each;  to  promote  safe,  ade- 
quate, economical,  and  efficient  service  and  foster  sound 
economic  conditions  in  transportation  among  the  car- 
riers; to  encourage  the  establishment  and  maintenance 
of  reasonable  charges  for  transportation  services,  with- 
out unjust  discriminations,  undue  preferences  or  ad- 
vantages, or  unfair  or  destructive  competitive  practices; 
to  cooperate  with  the  various  States ;  to  encourage  fair 
wages  and  equitable  working  conditions;  "all  to  the  end 
of  developing  coordination  and  preserving  a  national 
transportation  system  by  water,  highway,  and  rail,  as 
well  as  other  means,"  adequate  to  meet  the  needs  of 
commerce,  the  Postal  Service,  and  the  national  defense. 

It  is  evident  that  the  new  transportation  legislation 
emphasizes  the  need  for  broad  coordination  of  trans- 
portation facilities,  makes  such  coordinating  action 
mandatory  and  provides  the  tools  with  which  it  may 
be  accomplished.  The  Transportation  Act  of  1940  i^ro- 
vides  a  basis  for  coordination  which  maintains  a  due 
regard  for  the  advantages  and  necessities,  and  the 
proper  functions  of  the  water  carriers  as  well  as  of  all 
other  jDarts  of  the  national  transportation  system. 

The  Role  of  Public  Action  in 
Transport  Regulation  and  Promotion 

Protection  of  Coastwise,  Intercoastal 
and  Great  Lakes  Trades 

The  policy  of  restriction  of  the  coastwise  trade  to 
United  States  vessels  vwis  adopted  by  statute  as  early 
as  March  1,  1817.     Since  that  time  Congress  has  re- 
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served,  with  few  exceptions,-'  our  coastwise,  inter- 
coastal,  and  Great  Lakes  trades  to  vessels  documented 
under  the  laws  of  the  United  States  and  built  in  United 
States  shipyards.  This  protection  was  extended  not 
only  from  time  to  time  as  new  seacoast  was  acquired, 
but  to  noncontiguous  territories  as  well.  In  1868  Con- 
gress extended  our  navigation  and  "coasting  trade" 
laws  to  the  Territory  of  Alaska,  and  in  1898  and  1899 
extended  the  application  of  our  coastwise  laws  to 
Puerto  Rico  and  Hawaii  and  restricted  United  States 
trade  with  those  islands  to  United  States  ships.^^ 

Section  27  of  the  Merchant  Marine  Act,  1920,  as 
amended,  provides  that  no  merchandise  shall  be  trans- 
ported by  water,  or  by  land  and  water,  on  penalty  of 
forfeiture  thereof,  between  points  in  the  United  States, 
including  Districts,  Territories,  and  possessions  thereof 
embraced  within  the  coastwise  laws,  either  directly,  or 
via  a  foreign  port,  or  for  any  part  of  the  transporta- 
tion, in  any  other  vessel  than  a  vessel  built  in  and 
documented  under  the  laws  of  the  United  States  and 
owned  by  persons  who  are  citizens  of  the  United  States, 
or  vessels  to  which  the  privilege  of  engaging  in  the 
coastwise  trade  has  been  lawfully  extended.  This  pro- 
tective policy  followed  in  connection  with  the  coast- 
wise trade  ^^  has  prevented  the  inroads  of  foreign 
competition  and  enabled  United  States  shipping  oper- 
ators to  control  the  development  of  the  coastwise,  inter- 
coastal,  and  Great  Lakes  routes  to  the  point  where  they 
are  today  major  factors  in  our  national  transportation 
system. 

Public  Regulation  and  Control  of 
Domestic  Ocean  and  Great  Lakes  Shipping 

Scope  of  pvhh'c  regulation. — Water  carriers  in  the 
deep-sea  domestic  trades  have  been  subjected  to  some 
measure  of  federal  control  from  the  beginning,  this 
being  one  of  the  important  reasons  for  the  adoption  of 
our  Constitution.  The  earlier  laws  pertained  mostly  to 
navigation  and  safety  of  operation.  For  many  years 
prior  to  1903  they  were  administered  by  the  Treasury 
Department  through  its  Bureau  of  Navigation  and 
Steamboat  Inspection  Service.  In  that  year  these 
administrative  units  were  transferred  to  the  Depart- 
ment of  Commerce  and  Labor  and  in  1913  they  were 
retained  by  the  Department  of  Commerce.-'* 


^  The  acts  of  August  18,  1914,  .ind  October  6,  1917,  and  section  22 
of  the  Merchant  Marine  Act,  1920. 

^-Economic  Survey  of  Coaslioise  and  Intercoastal  Shipping,  U.  S. 
Maritime  Commission,  1039,  p.  3. 

^  Uniler  existing  statutes  the  term  "coastwise  trade''  denotes  trans- 
portation by  water  between  United  States  ports  along  the  Atlantic, 
Gulf,  and  Pacific  coasts,  between  United  States  Pacific  and  Atlantic 
ports  via  the  Panama  Canal,  or  between  these  various  United  States 
ports,  on  the  one  hand,  and  ports  in  the  nontontiguous  United  States 
possessions  of  Hawaii,  Alaska,  and  Puerto  Rico,  etc.,  on  the  other. 

^  Regulation  o]  Transportation  Agencies,  Federal  Coordinator  of 
Transportation,  1934,  p.  162. 


Prior  to  the  enactment  of  the  Shipping  Act,  1916, 
there  was  no  federal  regulation  over  the  services,  ac- 
counts, records,  practices,  or  port-to-port  rates  of  the 
coastwise  and  intercoastal  water  carriers,  except  that 
exercised  by  the  Interstate  Commerce  Commission  over 
the  port-to-port  rates  and  practices  of  certain  rail- 
road-owned coastwise  lines  under  the  provisions  of  the 
Panama  Canal  Act  of  1912,  which  required  those  lines 
to  be  regulated  in  the  same  manner  and  to  the  same 
extent  as  the  railroad  or  railroads  owning  or  control- 
ling them.  Regulation  under  the  Shipping  Act,  1916, 
which  applied  only  to  common  carriers,  including  those 
on  the  Great  Lakes,  was  limited,  particularly  with  re- 
spect to  rates  and  rate  practices,  and  was  not  definite 
enough  to  permit  the  Shipping  Board  to  bring  about 
effective  rate  control. 

The  Intercoastal  Shipping  Act,  1933,  an  outgrowth 
of  the  chaotic  rate  conditions  in  the  intercoastal  trade 
in  1931,  conferred  more  specific  authority  upon  the 
Board  with  respect  to  intercoastal  carriers.  This  Act 
applied  to  both  common  and  contract  carriers  and  gave 
the  Board,  and  its  successor,  the  Maritime  Commis- 
sion,-'' jurisdiction  over  the  rates,  fares,  and  charges 
of  such  carriers,  with  the  power  of  suspension.  The 
Shipping  Act,  1916,  as  well  as  the  Intercoastal  Ship- 
ping Act,  ,1933,  continued  to  apply  to  intercoastal 
carriers. 

In  1938,  the  Intercoastal  Shipping  Act,  1933,  was 
amended  to  give  the  Maritime  Commission  authority  to 
prescribe  lawful  minimum,  as  well  as  maximum  rates, 
fares,  and  charges,  in  lieu  of  those  found  unlawful. 
The  provisions  of  this  amended  Act  were  extended  to 
apply  to  common  carriers  (i.  e.  those  operating  on  reg- 
ular routes  from  port  to  port)  in  the  Great  Lakes  and 
coastwise  trades,  which  carriers  had  previously  been 
regulated  by  the  Maritime  Commission,  except  that  the 
minimum  rate  clause  was  not  made  applicable  to  such 
common  carriers  on  the  Great  Lakes.  The  powers 
given  to  the  Maritime  Commission  did  not  include 
regulation  of  contract  carriers  in  the  Great  Lakes  and 
coastwide  trades.  Regulation  of  coastwide,  inter- 
coastal, and  Great  Lakes  carriers  by  the  Maritime 
Commission,  until  the  advent  of  the  Transportation 
Act  of  1940,  was  based  on  the  Shipping  Act,  1916,  as 
amended,  and  the  Intercoastal  Shipping  Act,  1933,  as 
amended. 

Since  its  enactment  in  1887,  the  Interstate  Com- 
merce Act  has  applied  to  the  transportation  of  pas- 
sengers or  property  partly  by  railroad  and  partly  by 
water  when  both  are  used  under  a  common  control, 


=sThe  Merchant  Marine  Act,  1936,  approved  June  29,  1936,  created 
the  United  States  Maritime  Commission  and  gave  it  the  powers  that 
luid  been  Aosted  in  the  Shipping  Board  and  transferred  to  the  Shipping 
Board  IJurcau  of  the  Department  of  Commerce  in  1933. 
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management,  or  arrangement  for  a  continuous  carriage 
or  shipment.  Tlie  Motor  Carrier  Act,  1935,  which  is 
known  as  part  II  of  the  Interstate  Commerce  Act, 
gave  the  Interstate  Commerce  Commission  juris- 
diction over  common-carrier  water  lines  only  to 
the  extent  that  these  lines  might  voluntarily  enter 
into  arrangements  with  common-carrier  motor  truck 
lines  for  through  routes  and  joint  rates.  Under 
the  Panama  Canal  Act,  1912,  which  is  now  incor- 
porated in  the  Interstate  Commerce  Act,  the  Inter- 
state Commerce  Commission  has  the  same  jurisdiction 
over  railroad  owned  or  controlled  water  lines  as  it  has 
over  the  railroads  owning  or  controlling  them.  Thus, 
it  will  be  observed  that  that  Commission  has  had  an 
important  measure  of  regulatory  power,  for  a  long 
period,  in  connection  with  common-carrier  water  lines. 
Under  this  regulation  the  Interstate  Commerce  Com- 
mission has  had  no  power  to  prescribe  minimum  rates 
in  connection  with  joint  rail-and-water  routes  but  has 
had  such  power  since  1935  in  connection  with  joint 
water-and-truck  rates. 

The  Transportation  Act,  1940,  gives  the  Interstate 
Commerce  Commission  jurisdiction  over  domestic  com- 
mon and  contract  water  carriers  similar  in  many 
respects  to  that  now  applied  to  rail  and  highway  car- 
riers. The  regulatory  authority  of  the  Maritime  Com- 
mission over  domestic  water  carriers  has  been 
transferred,  under  the  provisions  of  this  Act,  to  the 
Interstate  Commerce  Commission,  except  in  connection 
with  ocean  transportation  between  ports  in  continental 
United  States,  on  the  one  hand,  and  such  noncontiguous 
United  States  territories  as  Hawaii,  Alaska,  and 
Puerto  Rico,  on  the  other.  Consolidations,  mergers, 
acquisitions,  accounts,  records,  reports,  rates,  charges, 
and  other  practices  of  the  water  carriers  are  subject  to 
regulation.  Certificates  of  public  convenience  and  ne- 
cessity for  common  carriers  and  permits  for  contract 
carriers  are  required  for  such  carriers  to  do  business, 
a  procedure  which  was  not  contained  in  the  Acts  ad- 
ministered by  the  Maritime  Commission.  The  1940  Act 
provides  for  certain  exemptions  from  regulation  for 
water  carriers,  under  certain  specified  conditions,  such 
as,  for  instance:  (1)  transportation  (except  trans- 
portation subject  previously  to  the  amended  Inter- 
coastal  Shipping  Act)  by  a  water  carrier  of  com- 
modities in  bulk  when  the  cargo  space  of  the  vessel 
in  which  such  commodities  are  transported  is  being 
used  for  the  carrying  of  not  more  than  three  such 
commodities;  (2)  transportation  by  contract  carrier 
which  by  reason  of  the  inherent  nature  of  the  commodi- 
ties transported,  their  requirement  of  special  equip- 
ment, or  their  shipment  in  bulk  is  not  in  actual  or 
substantial  competition  with  any  common  carrier  by 
water,  rail,  or  motor,  such  exemption  to  be  obtained  by 
application  to  the  Interstate  Commerce  Commission: 


(3)  transportation  in  interstate  commerce  within  the 
limits  of  a  single  harbor  or  between  places  in  contiguous 
harboi's,  when  such  transportation  is  not  a  part  of  a 
continuous  through  movement  under  a  common  control, 
management,  or  arrangement  to  or  from  a  place  with- 
out tlie  limits  of  any  such  harbor  or  harbors;  and  (4) 
transportation  of  liquid  cargoes  in  tank  vessels  designed 
for  use  exclusively  in  such  service  and  certified  under 
regulations  approved  by  the  Secretary  of  Commerce. 

Control  of  facilities  used  in  domestic  ocean  and 
Great  Lakes  trades. — Shipping  facilities  embrace  not 
only  the  vessels  but,  indirectly,  also  such  other  facilities 
as  port  terminals,  shipyards,  harbors  and  coastlines,  and 
maritime  labor  supply.  An  appreciable  measure  of 
control  of  these  facilities  is  exercised  through  regula- 
tion by  federal  statutes  administered  by  the  Maritime 
Commission,  the  Interstate  Commerce  Commission,^* 
the  Bureau  of  Marine  Inspection  and  Navigation  of 
the  Department  of  Commerce,  the  Maritime  Labor 
Board,  the  Coast  and  Geodetic  Survey,  the  Corps  of 
Engineers,  and  several  other  government  departments. 

The  facilities  which  the  port  terminals  offer  are  just 
as  essential  a  part  of  water  transportation  as  are  the 
vessels.  The  control  of  such  facilities  constitutes  an 
important  problem  on  account  of  the  varying  methods 
under  which  they  are  operated  and  the  complexity  of 
charges  assessed  by  them  as  a  result  of  the  many  dif- 
ferent kinds  of  services  performed.  The  ports  of  the 
United  States  comprehend  a  great  variety  of  types  of 
facilities  depending  upon  the  classes  and  volume  of 
traffic  handled.  They  are  owned  and  operated  in  a 
number  of  ways.  In  some  of  them  the  facilities  such 
as  wharves,  piers,  docks,  and  warehouses  are  owned 
by  private  industrial  concerns,  railroads,  or  steamship 
companies.  At  other  ports  all  or  practically  all  of 
the  facilities  are  owned  and  controlled  by  the  munici- 
palities and  leased  to  users.  In  some  instances  the 
port  facilities  are  owned  partly  by  public  authorities 
and  partly  by  private  concerns.  Still  another  method 
of  port  administration  is  found  at  ports  where  the 
facilities  are  owned,  managed,  and  regulated  by  state 
governments,  such  as  at  New  Orleans  where  an  im- 
portant part  of  the  port  facilities  was  built  and  is 
operated  by  the  Board  of  Commissioners  of  the  Port  of 
New  Orleans,  an  agency  of  the  State  of  Louisiana. 

There  are  also  in  the  United  States  several  instances 
at  which  the  port  facilities  are  owned  and  administered 
by  a  jjublic  corporation  "usually  embracing  an  area 
greater  than  the  limits  of  the  port  city  proper.  The 
Port  of  New  York  Authority  is  a  public  corporation 
wliich  serves  not  only  the  port  city  proper,  but  also  the 
adjacent  area  including  that  in  another  State,  New 
Jersey,  in  the  development  of  the  port.     It  is  an  agency 

^'For  instance,  under  the  provisions  ot  tlie  new  Transportation  Act  of 
1940  requiring  common-carrier  certificates  and  contract-carrier  permits. 
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created  by  cozni^act  between  the  States  of  New  York 
and  New  Jersey  to  carrj'  out  the  port  develoi^ment 
functions  of  those  States.  Its  work  falls  into  four 
principal  categories,  namely :  port  development  and  im- 
provement; protection  of  port  commerce;  construction 
of  authorized  facilities;  and  operation  of  the  latter. 

Port  services  and  charges  generally  applicable  to 
coastwise  and  intercoastal  traffic  may  be  divided  into 
two  groups,  namely,  (1)  those  against  the  cai'go  and 
(2)  those  against  the  vessels.  In  the  first  category 
may  be  included:  labor;  handling  equipment;  sur- 
veyors' fees  and  services;  ship  dunnage;  custom  house; 
fees;  freight  brokers'  service  and  fees;  wharfage;  top- 
wharfage;  special  handling  and  unloading  charges; 
storage;  grain  elevators;  cartage  and  drayage;  lighter- 
age; switching  and  weighing.  The  second  category 
includes:  pilotage;  towage;  running  lines;  dockage; 
moorage;  sheddage;  harbor  dues;  watchman  service; 
water  suppty;  bunker  coal;  fuel  oil  supply;  ballast; 
agency  service  and  fees;  electric  power  supply  and 
charges;  launch  hire;  side-wharfage;  stevedoring;  ship 
dunnage ;  and  Federal  vessel  document  fees. 

S.  1632  (Water  Carrier  Act,  1935),  which  never 
became  law,  contemplated  regulation  of  wharfingers 
by  the  Interstate  Commerce  Commission.  During  the 
Senate  hearings  on  it,  Maixh  11  to  19, 193.5,  the  Federal 
Coordinator  of  Transportation,  Joseph  B.  Eastman,  in 
connection  with  an  inquiry  as  to  the  necessity  for  the 
proposed  public  regulation,  said :  " 

The  same  situation  exists  with  respect  to  wharfage  and 
handling  charges.  There  is  most  intense  competition.  There 
is  an  oversnpply  of  those  facilities,  and  you  cannot  control  it 
through  the  railroads  alone,  because  they  are  subject  to  the 
competition  of  these  other  agencies.  Our  general  observation 
is  that  there  is  a  feeling  on  tlie  part  of  the  operators  generally, 
lohcther  they  are  State  or  municipal,  or  private,  or  railroad, 
that  you  cannot  clear  up  that  situation  satisfactorily  without 
public  regulation,  and  that  public  regulation  toould  have  to  be 
done  by  the  Federal  Government. 

In  my  judgment,  and  based  upon  the  complaints  which  we 
frequently  receive  from  both  State  and  municipally  owned 
docks,  I  think  that  would  work  out  to  their  advantage.  We  have 
had  many  complaints  that  a  State  builds  a  dock  or  a  munici- 
pality builds  a  dock,  but  it  is  utterly  unable  to  secure  any  proper 
revenue  from  it,  and  the  burden  falls  upon  the  taxpayers,  be- 
cause the  railroads  will  not  charge  for  certain  services,  and 
they  say,  "we  cannot  charge  unless  the  railroads  do."  When 
we  talk  to  the  railroads  they  say  "we  would  be  glad  to  charge 
for  these  things  if  everybody  else  would  agree  to  it." 

•!•  -p  V  ^  *J^ 

I  think  that  at  the  present  time  a  siluation  exists,  due  to  an 
over-supply  of  tliese  facilities  and  to  the  intense  competition 
among  the  operators,  uhich  results  in  the  services  being  given 
away,  or  provided  at  inadequate  prices.  *  *  *  [italics 
supplied.] 


The  Interstate  Commerce  Commission  and  the 
United  States  Maritime  Commission  have  had  juris- 
diction over  the  operation,  rates,  charges,  and  prac- 
tices of  port  facilities  owned  and  controlled  by  the 
carriers  which  are  under  their  respective  regulation 
by  virtue  of  the  Interstate  Commerce  Act  as  amended ; 
the  Shipping  Act,  1916,  as  amended;  the  Merchant 
Marine  Act,  1920,  as  amended;  the  Intercoastal 
Shipping  Act,  1933,  as  amended;  and  the  Mer- 
chant Marine  Act,  1936,  as  amended.  The  Maritime 
Commission  also  has  possessed  some  authority  over 
independent  operators  of  port  facilities  which  are  used 
by  the  common  carrier  water  lines.  Under  section 
15  of  the  Shipping  Act,  1916,  all  agreements  between 
common  carrier  water  lines  under  the  ilaritime  Com- 
mission's jurisdiction  and  independent  port  facility 
operators  are  required  to  be  filed  with  the  Commis- 
sion, which  may  disapprove,  cancel,  or  modify  any 
of  them  found  to  be  unjustly  discriminatory  or  un- 
fair. Section  16  makes  it  unlawful  for  port  facility 
operators  to  unduly  prefer  or  unduly  prejudice  any 
particular  person,  locality,  or  description  of  traffic  in 
any  respect  whatsoever.  Section  17  provides  that  port 
facility  operators  furnishing  facilities  to  common  car- 
rier water  lines  shall  establish,  observe,  and  enforce 
just  and  reasonable  regulations  and  practices  relating 
to  or  connected  with  the  receiving,  handling,  storing, 
or  delivering  of  property  and  that  the  Maritime  Com- 
mission may  determine,  prescribe,  and  order  enforced 
a  just  and  reasonable  regulation  or  practice  in  lieu 
of  any  found  to  be  unjust  or  unreasonable.  Section  21 
of  the  Shipping  Act,  1916,  provides  that  the  Maritime 
Commission  maj-  require  port  facility  operators  to 
file  with  it  any  periodical  or  special  report,  or  any 
account,  record,  rate,  or  charge  or  anj'  memorandum 
of  any  facts  and  transactions  pertaining  to  their  busi- 
ness. There  are  no  provisions  m  the  acts  which  have 
been  administered  by  the  Maritime  Commission  re- 
quiring independent  facility  operators  to  file  tariffs 
with  it.  On  the  whole,  the  Maritime  Commission's 
authority  over  the  practices  of  independent  port  fa- 
cility operators  has  been  largely  permissive  rather  than 
mandatory.  There  have  been  some  seven  or  eight 
instances  in  which  formal  cases  have  arisen,  under  this 
autlwrity,  concerning  the  charges  and  practices  of 
independent  port  facility  ojaerators.-^ 


'^ Joint  Hearings  before  the  Committee  on  Interstate  Commerce 
and  the  Merchant  Marine  Subcommittee  on  Commerce,  V.  S.  Senate, 
74tli  Congress,  1st  Session  on  S.  162!)  and  S.  1632,  March  11-19,  1935, 
pp.  650.  657.  65S. 


**  See  No.  173 — Terminal  Charges  at  Norfolk,  Va.^  Agreement  No. 
3488,  1  U.  S.  S.  B.  357  of  February  23,  1935  ;  No.  221 — Storage  of 
Import  Property,  1  U.  S.  M.  C.  676  of  Nov.  1 6,  1937  :  No.  446 — Port 
of  Philadelphia  Ocean  Traffic  Bureau  vs.  Philadelphia  Piers,  Inc.,  et  al., 
1  V.  S.  M.  C.  701  of  Jan.  19.  1938;  No.  437 — BuHon  Lines,  Inc.  vs. 
Norfolk  Tidewater  Terminals,  Inc.,  et  al.,  1  U.  S.  M.  C.  705  of  Jan.  19, 
1938;  No.  482 — In  the  Matter  of  Storage  Charges  under  Agreements 
620'i  and  Gur,,  2  U.  S.  M.  C.  48  of  March  23.  1939  ;  No.  41S — In  the  Matter 
of  Services,  Charges  and  Practices  of  Carriers  Engaged  in  the  East-Bound 
Transportation  of  Lumber  and  Related  Articles  hu  Way  of  the  Panama 
Canal,  2  U.  S.  M.  C.  143  of  July  28,  193'.) :  No.  484 — In   the  Matter  of 


382 


National  Resources  Planning  Board 


Under  section  8  of  the  Merchant  Marine  Act,  1920, 
as  amended,  the  Maritime  Commission  has  been  re- 
quired to  cooperate  with  the  Secretary  of  War,  witli 
tlae  object  of  promoting,  encouraging,  and  developing 
ports  and  transportation  facilities  in  connection  with 
water  commerce  over  which  it  has  had  jurisdiction;  to 
investigate  territorial  regions  and  zones  tributary  to 
such  ports,  taking  into  consideration  the  economies  of 
transportation  by  rail,  water,  and  highway  and  the 
natural  direction  of  the  flow  of  commerce;  to  investi- 
gate the  causes  of  the  congestion  of  commerce  at  ports 
and  the  remedies  applicable  thereto ;  to  investigate  the 
subject  of  water  terminals,  including  the  necessary 
docks,  warehouses,  apparatus,  equijiment,  and  appli- 
ances in  connection  therewith,  with  a  view  to  devising 
and  suggesting  the  types  most  appropriate  for  different 
locations  and  for  the  most  expeditious  and  economical 
transfer  or  interchange  of  passengers  or  property  be- 
tween carriers  by  water  and  carriers  by  rail ;  to  advise 
with  communities  regarding  the  appropriate  location 
and  plan  of  construction  of  wharves,  piers,  and  termi- 
nals; to  investigate  the  practicability  and  advantages 
of  harbor,  river,  and  port  improvements  in  connection 
with  foreign  and  coastwise  trade;  and  to  investigate 
any  other  matter  that  may  tend  to  promote  and  en- 
courage the  use  by  vessels  of  ports  adequate  to  care  for 
the  freight  that  would  naturally  pass  through  such 
ports;  provided  that  if  after  such  investigation  the 
Maritime  Commission  found  the  rates,  charges,  and 
practices  of  common  carriers  by  rail,  subject  to  the 
Interstate  Commerce  Act,  to  be  detrimental  to  the 
declared  object  of  the  section,  or  that  new  rates, 
charges,  or  practices,  new  and  additional  port  terminal 
facilities  or  affirmative  action  on  tlie  part  of  such  com- 
mon carriers  by  rail  was  necessitated  to  promote  the 
objects  of  this  section,  the  Maritime  Commission  could 
submit  its  findings  to  the  Interstate  Commerce  Com- 
mission for  such  lawful  action  as  needed. 

Under  the  Transportation  Act  of  1940  jurisdiction 
over  the  charges  and  practices  of  railroad-owned  or 
controlled  port  facilities  and  the  port-to-port  traffic  of 
intercoastal  and  coastwise  carriers  has  been  transferred 
to  the  Interstate  Commerce  Commission. 

Public  Aid  to  Shipping  by 
the  Maritime  Commission 

The  Maritime  Commission  is  authorized  by  the 
Merchant  Marine  Act,  1936,  as  amended,  to  extend  aid 
in  several  particulars  to  operators  of  vessels  in  our 
domestic  ocean  and  Great  Lakes  trades.  Under  sec- 
tion 509  of  the  Act  any  citizen  of  the  United  States  may 
make  application  to  the  Maritime  Commission  foi-  aid 


Agreements  eUO-A.  e,210~B,  eslO-P,  and  r,10^,  2  U.  S.  M,  C.  166  of  August 
3.  1939  ;  and  No.  481 — 2  In  the  Matter  of  Wharfage  Charges  and  Practices 
at  Boston.  Mass..  2  U.  S.  M.  C.  245  of  Jan.  4.  104n. 


in  the  construction  of  a  new  vessel  to  be  operated  in 
the  domestic  trade  (excepting  vessels  engaged  solely 
in  the  transportation  of  property  on  inland  rivers  and 
canals) .  Upon  approval  of  such  ajsplication  the  Mari- 
time Commission  pays  the  cost  of  any  national-defense 
features  of  such  vessel.  In  the  event  the  vessel  to  be 
built  is  not  less  than  3,500  gross  tons  and  capable  of 
a  sustained  speed  of  not  less  than  14  knots,  the  appli- 
cant is  required  to  pay  to  the  Commission  not  less  than 
1214  percent  of  the  vessel's  cost,  and  in  the  case  of 
smaller  vessels  the  payment  to  the  Commission  must  not 
be  less  than  25  percent  of  the  vessel's  cost,  the  cost  of 
the  national  defense  features  to  be  excluded  in  both 
instances.  The  balance  of  the  purchase  price  is  to  be 
loaned  by  the  Commission  and  paid  back  to  it  by  the 
applicant  in  20  annual  installments  at  3i^  percent 
interest,  secured  by  a  preferred  mortgage  on  the  vessel 
sold  and  otherwise  secured  as  the  Commission  may 
determine.  This  form  of  aid  is  subject  to  certain 
exceptions. 

The  Economic  Survey  of  Coastivise  and  Intercoastal 
Shipping  published  in  1939  by  the  Maritime  Commis- 
sion revealed  that  a  problem  common  to  all  operators 
in  the  domestic  ocean  trades  was  the  replacement  of  old 
or  obsolete  tonnage  purchased,  for  the  most  part,  at 
bargain  prices  which  attended  the  disposal  of  the 
Shipping  Board's  war-time  fleet,  with  new  vessels  at 
present-day  market  prices.  The  Commission  recom- 
mended to  Congress  that  there  be  included  in  the  Mer- 
chant Marine  Act  so-called  "turn-in-and-build"  provi- 
sions to  alleviate  the  situation  referred  to  Accord- 
ingly, Congress  on  August  4,  1939,  added  section  510 
to  the  Merchant  Marine  Act,  1936,  which,  in  order  to 
facilitate  the  acquisition  of  new  economical  vessels  by 
the  domestic  operators,  permits  an  operator,  subject 
to  certain  specified  conditions,  to  turn  in  to  the  Com- 
mission obsolete  vessels  over  17  years  of  age  and  to 
receive,  as  credit  for  construction  or  purchase  of  a 
new  vessel  constructed  in  shipyards  of  and  documented 
under  the  laws  of  the  United  States,  an  amount  deter- 
mined by  the  Commission  to  represent  a  fair  and 
reasonable  value  for  the  obsolete  vessel.  The  term 
"obsolete  vessel"  as  used  in  section  510  is  defined  to 
mean  a  vessel  of  not  less  than  1.350  gross  tons,  which 
is  not  less  than  17  years  old  and  is,  in  the  judgment 
of  the  Commission,  obsolete  or  inadequate  for  success- 
ful operation  in  the  United  States  domestic  trade,  and 
which  is  owned  by  United  States  citizens  or  has 
been  owned  by  such  citizens  for  at  least  3  years  prior 
to  the  date  of  acqusition  by  the  Commission. 

Title  XI  of  the  Merchant  Marine  Act,  1936,  added 
on  June  23,  1938,  authorizes  the  Maritime  Commission 
to  insure  mortgages  out  of  a  fund  provided  for  the 
purpose.     These  mortgages  have  for  their  object  the 
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securing  of  new  loans  or  advances  made  to  vessel  oper- 
ators to  aid  in  the  construction,  reconstruction,  or  re- 
conditioning of  vessels  owned  by  citizens  of  the  United 
States  which  are  designed  principally  for  commercial 
use  in  the  coastwise  or  intercoastal  trade;  on  the  Great 
Lakes,  or  on  bays,  sounds,  rivers,  harbors,  or  inland 
lakes  of  the  United  States;  or  in  certain  defined  for- 
eign trade  areas;  or  in  the  fishing  trade  or  industry. 
Among  other  conditions,  a  mortgage,  to  be  eligible 
for  insurance,  shall  not  exceed  75  percent  of  the  cost 
(as  estimated  by  the  Commission)  of  construction,  re- 
construction, or  reconditioning  financed  by  the  loan 
or  advance,  and  shall  not  exceed  75  percent  of  the 
amount  which  the  Commission  estimates  will  be  the 
value  of  the  property  after  construction,  reconstruc- 
tion, or  reconditioning  is  completed. 

Up  to  the  jjresent  time  several  of  the  operators  and 
carriers  in  the  coastwise,  intercoastal,  and  Great  Lakes 
trades  have  received  aid  from  the  Maritime  Commis- 
sion under  the  procedures  enumerated  in  section  509 
and  title  XI  of  the  Merchant  Marine  Act,  1936,  as 
amended.  No  domestic  ocean  or  Great  Lakes  operator 
or  carrier  has  taken  advantage  of  the  so-called  trade-in 
provisions  of  section  510.  The  aid  so  far  given  by 
the  Commission  has  applied  to  river  towboats,  barges, 
and  ocean-going  cargo  vessels  and  tankers. 

Necessity  for  Preservation 
of  Domestic  Shipping 

Coastwise,  intercoastal,  and  Great  Lakes  shipping 
occupies  an  important  place  in  the  national  transporta- 
tion system  as  well  as  a  vital  place  in  the  defense  sys- 
tem of  the  Nation.  This  importance  cannot  be 
measured  solely  in  terms  of  traffic  statistics,  or  even  in 
fleets  of  vessels.  The  twin  functions  of  shipping — 
service  to  commerce  and  defense — are  in  some  respects 
contradictory  both  with  respect  to  each  other  and  with 
respect  to  the  agencies  they  serve.  Successful  com- 
mercial operation  calls  for  economy  and  reliability; 
military  considerations  may  dictate  uneconomic  speeds, 
extra  bulkheads,  and  other  features  which  tend  to  re- 
duce earning  capacity.  There  is,  however,  a  definite 
national  responsibility  for  providing  and  maintaining 
adequate  services  to  safeguard  these  twin  functions. 

The  merchant  marine  is  an  essential  adjunct  of  naval 
operations.  The  United  States,  with  60  primary  har- 
bors and  7,000  miles  of  coastline  is  vitally  dependent 
upon  the  Navy  for  defense.  This  calls  for  an  ade- 
quate number  of  commercial  vessels  of  the  proper 
type  and  of  sufficient  speed  suitable  for  quick  conver- 
sion to  military  and  naval  demands.  Strong  coastwise 
and  intercoastal  fleets  constitute  a  valuable  reservoir 
from  which  to  draw  such  tonnage. 

Aside  from  militai-y  and  naval  considerations,  an 


adequate  intercoastal  and  Great  Lakes  fleet  offers  defi- 
nite and  essential  contributions  to  the  economy  of  the 
Nation.  These  contributions  may  be  enumerated  as 
follows : 

1.  Economy  of  water  transportation. — Economical  water 
transportation  facilitates  the  interchange  of  products  between 
various  economic  areas  both  at  the  seaboard  and  in  tbe  interior 
(by  joint  rates  and  through  routes  with  other  carriers).  The 
low  price  of  many  basic  raw  materials  precludes  their  ship- 
ment for  long  distances  without  low-cost  transportation  and  this 
is  the  reason  for  the  carriage  of  so  many  raw  materials  in  bulk 
and  an  appreciable  amount  of  higher  valued  commodities  by  our 
domestic  ocean  and  Great  Lakes  vessels. 

2.  Extension  of  markets. — The  economy  of  water  transporta- 
tion results  in  lowered  production  and  sales  costs  with  the 
result  that  a  wider  range  of  markets  is  assured  producers. 

3.  Importance  to  seaports. — Many  of  our  principal  ports 
transact  a  larger  volume  of  coastwise,  intercoastal  and  Great 
Lakes  business  than  of  foreign  trade  and  their  port  development 
as  well  as  the  maintenance  of  such  auxiliary  services  as  ware- 
housing, shipbuilding  and  repairs,  ship  supplies,  bunkering, 
freight  forwarding,  marine  insurance,  banking,  and  others,  have 
been  and  are  largely  dependent  upon  the  continued  operation 
and  services  of  our  domestic  ocean  and  Great  Lakes  carriers. 

4.  Employment. — The  operations  of  the  coastwise,  inter- 
coastal, and  Great  Lakes  carriers  provide  employment  for  tens 
of  thousands  of  marine  workers  and  countless  thousands  of 
others  in  the  industries  and  businesses  directly  or  indirectly 
associated  with  them. 

5.  Industrial  location. — Economical  water  transportation  is  a 
major  factor  in  determining  the  location  of  industries,  particu- 
larly those  using  the  bulk  raw  materials.  Many  of  the  indus- 
tries using  the  principal  bulk  raw  materials  transported  in  our 
domestic  ocean  and  Great  Lakes  trades- — lumber,  coal,  petro- 
leum, sulphur,  naval  stores,  phosphate  rock,  etc. — owe  their  in- 
dustrial growth,  in  large  measure,  to  the  availability  of  efficient 
and  low-cost  water  transportation. 

6.  Supply  of  transportation  in  natio7ial  emergencies. — Do- 
mestic water  transportation  was  a  decidedly  vital  factor  in  re- 
lieving the  congestion  of  the  railroad  transportation  due  to  the 
exigencies  of  the  first  World  War  in  which  the  United  States 
was  a  participant.  Today,  with  another  great  emergency  fac- 
ing the  Nation,  an  adequate  supply  of  ships  for  the  transporta- 
tion of  defense  as  well  as  civilian-required  commodities  has 
been  of  essential  importance,  and  the  coastwise  and  inter- 
coastal fleets  have  been  drawn  upon  liberally  to  meet  the  de- 
mand for  vessels.  Without  the  availability  of  these  fleets  the 
nation  would  have  been  faced  with  an  even  more  serious 
situation. 

The  coastwise,  intercoastal,  and  Great  Lakes  trans- 
portation has  been  and  is  an  integral  part  of  our  na- 
tional transportation  system  and  is  vitally  essential  to 
the  economy  and  defense  of  the  Nation.  The  powers 
invested  in  our  National  Government  must  be  so  exer- 
cised as  to  permit  the  sound  development  of  an  ef- 
ficient water  transportation  service  with  adequate 
facilities  properly  coordinated  into  the  national  trans- 
portation system,  so  as  to  insure  to  the  public  the 
fullest  enjoyment  of  its  inherent  advantages,  both  from 
the  point  of  view  of  commercial  convenience  and  of 
necessity  for  defense. 


PART  II— SECTION  III— HIGHWAY  TRANSPORT 
THE    PROVISION    OF    HIGHWAY     FACILITIES 

By  Wilfred  Owen* 
For  the  Public  Roads  Administration,  Federal  Works  Agency 


The  Highway  Problem 
Introduction 

Providing  America  with  highway  facilities  involves 
the  expenditure  of  two  and  a  half  billion  dollars  a 
year.  In  this  process  there  are  numerous  factors  pre- 
venting a  realization  of  the  best  possible  transportation 
service.  Administrative  obstacles  are  inherent  in  the 
vast  number  and  assortment  of  Government  units  par- 
ticipating in  road  work,  and  the  consequent  frictions 
and  lack  of  coordination  among  them.  Legal  and  fi- 
nancial obstacles  are  evident  in  the  difficulties  of  ac- 
quiring rights-of-way,  in  the  problems  of  determining 
equitable  motor-vehicle  taxing  and  regulatory  provi- 
sions, and  in  the  establishment  of  grant-in-aid  policies 
to  provide  an  economic  distribution  and  expenditure  of 
motor-vehicle  revenue.  Political  obstacles  arise  through 
pressures  exerted  to  direct  the  highway  program  to 
benefit  special  groups  rather  than  users  as  a  whole ;  and 
shortcomings  in  engineering  have  been  partly  respon- 
sible for  poor  designs,  bad  planning,  and  failure  to 
make  adequate  use  of  existing  facilities  through  intel- 
ligent traffic  control  and  other  operating  methods. 

These  and  countless  other  items  combine  to  reduce 
the  success  with  which  Government  has  accommodated 
the  rapid  development  of  highway  transportation  by 
motor  vehicle.  The  possibility  of  eliminating  or 
lessening  the  impact  of  the  more  important  of  these 
obstacles  is  considered  in  this  i-eport  to  be  the  direction 
in  which  a  solution  to  the  "highway  problem"  may  lie. 

Highways  and  Their  Use 

The  fact  that  there  are  more  than  three  and  a  quar- 
ter million  miles  of  roads  and  streets  in  the  United 
States,  and  32  million  motor  vehicles,  is  perhaps  more 
interesting  than  it  is  revealing.  For  although  posses- 
sion of  half  the  world's  highways  and  70  percent  of 
its  vehicles  constitutes  an  imposing  automotive  ac- 
complishment, the  magnitude  of  the  highway  problem 
is  more  meaningful  in  terms  of  road  types  and  road 
conditions  and  the  nature  and  distribution  of  traffic. 


Such  a  description  of  ^Vmeiican  highways  might  be 
conveyed  in  the  following  abbreviated  observations: 

(1)  In  terms  of  principal  administrative  classifica- 
tions, there  are  three  highway  systems :  State  highways, 
county  and  local  roads,  and  city  streets.  The  State 
systems  have  been  designated  as  the  primary  intercity 
and  intercounty  routes,  generally  constituting  between 
10  and  20  percent  of  total  rural  mileage,  with  connect- 
ing links  through  cities.  These  roads,  which  include 
the  Federal-aid  system,  carry  a  major  part  of  total 
motor-vehicle  traffic.  The  remaining  large  mileage  of 
lightly  traveled  rural  roads  is  for  the  most  part  under 
the  jurisdiction  of  the  counties  and  other  local  units, 
with  the  exception  of  a  comparatively  small  mileage 
which  has  been  transferred  to  the  State  either  as 
secondary  State  mileage  or  as  State-controlled  local 
roads.  Finally,  there  are  the  local  streets,  within 
municipalities,  carrying  a  high  volume  of  traffic. 

Table  1. — Highway  Systems,  1940. 


Class 

Mileage ' 

Percent 

State  primary  system 

335,000 
88,000 
116,000 

10.3 

2.7 

State-controlled  local  roads 

3.6 

Tntftl  iinrtpr  fltn^o '•oTitrnl 

539,000 

16.6 

County  and  local  roads       _ 

2,426,000 
'304,000 

74.2 

City  Streets 

9.3 

3,269,000 

100.0 

*  The  author  was  assisted  in  the  preparation  of  materials  by  Dr. 
David  I.  Levin,  and  received  valuable  advice  and  criticism  from  Mr. 
H.  S.  Fairbank.  Grateful  acknowledgment  is  extended  to  these  and 
other  members  of  the  Public  Roads  Administration,  and  to  Commis- 
sioner T.   n.   MacDonald.  who  assigned   this  chapter. 
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'  Contains  235,000  miles  of  Federal-aid  highways. 

s  Includes  some  25,000  miles  of  connecting  links  for  the  State  primary  system. 

(2)  The  mileage  of  rural  roads  having  even  as  much 
as  a  low-type  surface  is  but  a  small  part  of  the  total. 
In  1940,  only  1,328,000,  or  less  than  half  of  all  rural 
highways,  had  a  surface  of  anj'  kind;  and  232.000  miles 
were  classified  as  "primitive."  Altogether  there  were 
but  191,000  miles  of  high-type  surfaces. 

(3)  Traffic  is  highly  concentrated  on  a  small  mileage 
of  highways,  17  percent  of  all  the  roads  and  streets 
in  the  county  carrying  S7  ])ercent  of  total  vehicle 
movements.  Considering  •  only  rural  roads,  it  is  be- 
lie^•ed  that  if  40  percent  of  these  were  improved  for 
all-weather  use,  they  would  carrj^  more  than  90  percent 
of  all  traffic  on  rural  highways,  and  the  designation  of 
such  a  system  "would  come  pretty  near  reaching  the 
least   imjiortaut   roads  that  sliould  lie   improved   with 
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Table  2. — Highivuy  Surfaces,  I9'/0 

Nousurfaced  roads :  Mileaye 

Primitive 232,  OOO 

Unimproved 752,  000 

Graded  and  drained 653,000 

Total 1,  637,  000 

Surfaced  roads : 

Soil-surfaced 107,  000 

Gravel  and  stone 774,000 

Low-type  bituminous 256,000 

High-type  bituminous 79,000 

Portland  cement  concrete 106,000 

Brick  and  bloclc 4,000 

Dual  type 2,000 

Total 1,  328,  000 

Grand  total 2,065,000 

public  funds." '  In  other  words,  there  would  be  ap- 
proxhnately  1,780,000  miles  of  rural  roads,  carrying 
less  than  10  percent  of  total  traffic,  which  might  justi- 
fiably be  denied  further  public  improvement. 

Table  3. — Concentration  of  Motor  Vehicle  Traffic 


System 

Percent  of— 

Mileage 

Traffic 

State  primary  highways  and  urban  connecting  streets 

County  and  local  rural  roads ..            

11 
83 
6 

67 
13 

30 

(4)  Motor  vehicle  traffic  is  comprised  chiefly  of 
short-run  movements.  Thus  in  addition  to  the  fact 
that  30  percent  of  all  traffic  constitutes  local  trips  made 
entirely  within  city  limits,  the  length  of  one-way 
trips  outside  cities  are  also  for  the  most  j^art  short. 
Eighty-five  jDercent  of  all  passenger  car  trips  and  80 
percent  of  truck  trips  are  less  than  20  miles  one-way. 

Table  4. — Trip  Lengths  and  Vehicle-Miles  Traveled 


Length  of  1-way  trips  (miles) 

Percent  of 
total  trips 

Cumulative 
percent 
of  trips 

Percent  of 
total 
travel 

Cumulative 
percent 
of  travel 

Less  than  5. 

37.5 

26.3 

20.3 

6.8 

3.0 

1.4 

3.1 

1.3 

.2 

.1 

(') 

37.5 
63.8 
84.1 
90.9 
93.9 
95.3 
98.4 
99.7 
99.9 
100.0 
C) 

6.2 
13.1 
20  1 

6  2 

5-9.9 

19.3 

10-19.9 

riQ  d 

20-29.9 

11.  2                   •W  (i 

30-,39.9... 

40-49.9 

6.9 
4.1 
15.5 
15.1 
4.2 
1.7 
1.9 

57.5 
61.6 

50-99.9 

77  1 

100-249.9. ._. 

92.2 

250-499.9 

96  4 

500-999.9. 

98.  1 

1,000  and  over 

100  0 

I  Less  than  0.1  percent. 

Source:  "Preliminary  Results  of  Eoad-Use  Studies,"  R.  H.  Paddock  and  R.  P. 
Rodgeis,  Public  Roads,  May  1939,  p.  45,  et  seq. 

(5)  The  impossibility  of  constructing  highway  fa- 
cilities fast  enough  to  accommodate  the  rapidly  in- 
creasing numbers  and  improving  performance  of  motor 

»T.  H.  MacDonald,  Testimony  on  H.  R.  7S91,  1940,  p.  200. 


vehicles  has  meant  inevitable  lag  in  the  provision  of 
adequate  highway  service.  As  a  consequence,  tlie  in- 
herent safety,  speed,  and  economy  of  motor  trans- 
portation has  not  been  fully  developed.  At  the  same 
time  the  effectiveness  of  efforts  to  meet  the  growing 
demand  for  facilities  has  been  diminished  by  timidity 
and  lack  of  vision  in  the  conception  of  highway  pro- 
grams, and  by  the  usual  delays  of  public  action.  The 
effect  of  these  conditions  is  evident  in  the  toll  of  high- 
waj^  accidents,  in  urban  congestion,  and  in  high  oper- 
ating costs. 

The  highway  problem,  then,  involves  the  task  of 
providing  facilities  to  permit  safe,  speedy,  low  cost 
transportation,  mostly  of  a  short-run  nature,  by  thirty- 
two  million  vehicles.  The  solution  is  encompassed  in 
no  one  remedy,  but  rather  in  a  host  of  related  factors 
which  together  constitute  highway  policy.  A  brief 
description  of  public  administration  and  financing  of 
highways  will  precede  a  discussion  of  some  of  the  more 
important  aspects  of  current  policy  and  the  criticisms 
which  challenge  it. 

Public  Action 

Federal  Activity 

Although  the  States  and  local  jurisdictions  have  been 
the  major  promotional  agents  for  highways,  the  Fed- 
eral Government  has  been  an  increasingly  important 
financial  and  administrative  factor.  Federal  partici- 
pation has  involved  the  construction  of  highways  and 
bridges  on  the  Federal  primary  and  secondary  systems; 
railroad-highway  grade-crossing  elimination  and  pro- 
tection; and  construction  of  roads  in  national  parks, 
forests,  Indian  reservations,  and  other  Federal  areas; 
and  work-relief,  particularly  on  secondary  rural  roads 
and  city  streets.  These  several  types  of  Federal  ac- 
tivity vary  widely  in  amounts  spent  and  in  methods, 
objectives,  and  results  of  expenditure.  But  during  the 
past  25  years,  total  Federal  expenditures  for  high- 
ways have  exceeded  seven  and  one-half  billion  dollars; 
and  the  recent  ascendancy  of  Federal  influence  is  evi- 
denced in  the  fact  that  six  of  the  seven  and  one-half 
billions  have  been  made  available  since  1932. 

Evolution  of  Federal  aid. — Although  the  first  Fed- 
eral road  construction  was  undertaken  in  1806  when 
Congress  appropriated  funds  for  improving  the  Na- 
tional Pike,  tlie  modem  era  of  Federal  action  did  not 
begin  until  1893.  At  that  time  the  farmer  was  de- 
manding highwaj's  over  which  his  products  could  be 
carried  to  the  railroads,  and  bicycle  riders  were  be- 
coming belligerent  over  the  discomforts  of  riding  on 
unimproved  roads.  In  deference  to  these  complaints 
the  Congress  appropriated  a  small  sum  of  money  in 
1893  "to  make  inquiries  in  regard  to  the  systems  of 
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road  management  throughout  the  United  States"  and 
"investigations  in  regard  to  the  best  m.ethods  of  road- 
making." 

Following  this  educational  and  research  activity, 
in  1913  Federal  interest  in  highway  development  was 
again  extended  to  direct  participation  in  roadbuildmg 
for  the  purpose  of  improving  rural  post  roads  desig- 
nated by  the  Post  Office  Department.  This  policy  was 
later  supplanted  in  the  Federal  Aid  Eoad  Act  of 
1916  by  a  permanent  plan  of  cooperation  between  the 
States  and  Federal  Government,  with  funds  appro- 
priated for  a  5-year  road  program  to  improve  rural 
highways  "over  which  the  United  States  mails  now 
are  or  may  hereafter  be  transported,"  and  "for  other 
purposes."  This  program  now  applies  to  over  a  quar- 
ter of  a  million  miles  of  highway  designated  in  accord- 
ance with  provisions  of  the  Federal  Highway  Act  of 
1921.  Each  State  highway  department  at  that  time 
undertook  to  determine  an  integrated  sj'stem  of  the 
most  important  interstate  and  intercounty  highways, 
up  to  7  percent  of  total  State  mileage,  which  would 
be  eligible  for  Federal  aid.  Additions  to  this  sj^stem 
have  been  permitted  as  the  imiDrovement  program  has 
progressed. 

The  mechanics  of  Federal  aid  provide  that  appro- 
priations be  divided  among  the  States  on  the  basis  of 
area,  population,  and  rural  post  road  mileage,  and  that 
Federal  grants  generally  be  matched  by  equal  amoimts 
of  State  funds. ^  The  State  highway  departments  ac- 
tually jDerform  the  work,  subject  to  the  approval  and 
supervision  of  the  Public  Roads  Administration.  Fed- 
eral-aid funds  are  confined  to  construction,  and  grants 
are  contingent  upon  the  maintenance  of  improvements 
to  Federal  standards. 

Extension  of  Federal-aid  program. — Federal  activity 
was  confined  to  the  improvement  of  this  system  of 
rural  Federal-aid  roads  until  1933,  when  as  an  emer- 
gency measure  the  program  was  broadened  to  include 
secondary  roads  and  the  expenditure  of  Federal  funds 
on  municipal  extensions  of  the  Federal-aid  system. 
Secondary  roads  are  described  as  farm  to  market 
routes,  rural  free  delivery  mail  roads,  school  bus  routes, 
mine-to-market  roads,  and  other  roads  of  "community 
value";  Federal  interest  thus  being  expressed  in  the 
objective  of  serving  "the  gi'eatest  number  of  farm 
homes  and  rural  businesses"  and  the  various  "social 
interests  of  the  community."  Up  to  this  time  the 
secondary  program  has  involved  only  a  small  amount 


-  In  StntPs  IiavinR  Inrge  areas  of  public  lands,  however,  the  percentage 
nf  the  Federal  contrihutinn  is  much  hisher,  and  appropriations  for 
the  iinjirovement  of  national  forest  and  pari;  roads  increase  the  Fedcr.-il 
contribution  in  n  number  of  States.  Other  exceptions  to  the  equal 
matcliins  basis  have  been  permitted  during  the  depression  period, 
when  uiatcbing  requirements  were  cancelled  altogether  because  of  the 
inability  of  the  States  to  assume  additional  financial  burdens. 


of  Federal  funds.  For  each  of  the  fiscal  years  1938 
and  1939  the  Federal  appropriation  was  $25,000,000, 
and  this  amount  was  reduced  to  $15,000,000  for  1940 
and  1941. 

Another  function  of  Federal  activity  has  been  the 
elimination  of  railroad-highway  grade  crossings.  Al- 
though grade-crossing  separations  had  been  completed 
in  large  numbers  as  part  of  the  regular  Federal-aid 
program,  under  the  Emergency  Relief  Appropriation 
Act  of  1935,  200  million  dollars  was  made  available 
for  this  purpose.  Beginning  with  the  1938  Federal- 
aid  authorization,  a  special  sum  has  been  made  avail- 
able, amounting  to  50  millions  for  each  of  the  years 
1938  and  1939,  20  million  for  1940,  and  30  million  for 
1941.  Grade-crossing  funds  are  outright  grants  to 
the  States,  and  are  apportioned  one-half  on  the  basis  of 
population,  one-fourth  on  railroad  mileage,  and  one- 
fourth  on  Federal-aid  highway  mileage. 

Emergency  road  programs. — In  addition  to  these 
continuing  Federal-aid  programs,  the  Federal  Govern- 
ment has  also  directed  a  very  substantial  part  of  its 
emergency  and  relief  expenditure  to  roadbuilding.  In 
the  period  since  1930,  over  a  billion  dollars  of  emer- 
gency construction  money  has  been  spent  under  the 
supervision  of  the  Public  Roads  Administration.  In 
addition,  since  1933,  agencies  other  than  the  Public 
Roads  Administration  have  spent  some  four  billion 
dollars  on  highway  projects  to  provide  employment. 
Most  of  this  sum  was  controlled  through  the  Work 
Pi'ojects  Administration,  which  accounted  for  $3,195,- 
000,000  of  expenditure  from  April  1935  through  1940. 
This  program  to  provide  employment  has  involved 
work  on  517,000  miles  of  roads,  mostly  rural  secondary. 

Other  Federal  action. — In  addition  to  activities  di- 
rectly connected  with  grants  for  the  regular  Federal- 
aid  and  secondary  systems,  and  for  grade  crossings, 
the  Public  Roads  Administration  has  conducted  a 
number  of  other  functions,  among  them  being  research 
and  planning  activities,  defense  road  work,  and  assist- 
ance in  the  building  of  the  inter-American  highway. 

Research:  Investigations  included  in  the  research 
program  of  the  Public  Roads  Administration  are  of 
two  general  classes.  Studies  under  the  Division  of 
Tests  are  directed  to  physical  problems  involving  road 
materials,  construction,  and  design.  The  Divisions  of 
Highway  Transport  and  Control,  on  the  other  hand, 
study  the  road  as  a  transportation  facility,  and  are 
concerned  with  matters  of*  finance,  economics,  and  plan- 
ning. The  central  objective  of  all  researches  is  to 
assure  the  provision  of  more  efficient  transportation 
service,  whether  it  be  by  improving  the  quality  of 
concrete  or  by  establishing  more  satisfactory  methods 
of  finance. 

For  physical  research,  the  Public  Roads  Administra- 
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tion  maintains  its  laboratories  in  Virginia,  near  Wash- 
ington, D.  C.  Cooperative  research  iDrojects  are  also 
conducted  with  State  highway  departments  and  uni- 
versities. Among  the  major  physical  investigations 
under  way  are  tests  relating  to  road  subgrades,  bitu- 
minous materials,  concrete,  pavement  surfaces,  and 
bridge  design.  Economic  research  is  directed  to  vari- 
ous studies  of  traffic,  safety,  veliicle  operations,  main- 
tenance costs,  and  the  like.  It  may  be  said,  however, 
that  all  investigations  are  fundamentally  economic  in 
nature,  inasmuch  as  the  ultimate  goal  is  always  a 
better  quality  of  highway  service  at  lower  cost. 

Planning:  The  Public  Roads  Administration  has 
been  particularly  active  in  the  field  oi  planning.  In 
1935  the  so-called  State-wide  highway  planning  sur- 
veys were  initiated,  these  being  factual  studies  carried 
out  by  the  States,  in  cooperation  with  the  Federal 
Government,  for  the  purpose  of  establishing  back- 
ground data  which  would  permit  the  formulation  of 
adequate  highway  plans.  The  surveys  include  a  de- 
tailed inventory  and  mapping  of  the  present  highway 
system,  revealing  the  mileage,  location,  type,  and  con- 
dition of  all  the  roads  within  a  State.  This  picture, 
combined  with  detailed  description  of  motor-vehicle 
operations,  has  provided  valuable  material  for  esti- 
mating future  highway  requirements.  Studies  of  pub- 
lic finance,  and  highway  financing  in  particular,  have 
furnished  a  basis  for  determining  the  possibilities  of 
meeting  these  requirements.  While  each  State  survey 
is  designed  to  give  a  detailed  analysis  of  the  highway 
problem  for  1  year,  short-cut  methods  are  being  devised 
to  keep  the  facts  up-to-date. 

An  outstanding  result  of  the  highway  planning  sur- 
veys has  been  the  master  highway  plan  submitted  by 
the  President  to  the  Congress  in  1939.^  Prepared  by 
the  Public  Roads  Administration,  this  report  was  based 
upon  the  findings  of  the  planning  studies  in  the  various 
States,  and  has  provided  for  the  first  time  a  complete 
description  of  our  national  highway  needs  and  the  cor- 
rective measures  necessary  to  bring  them  to  standards 
considered  desirable.  After  revealing  that  a  transconti- 
nental system  of  toll  superhighways  would  neither  pay 
its  way  nor  alleviate  present  day  traffic  problems,  the 
report  offered  a  "master  plan"  for  the  development  of  a 
system  of  direct  interregional  highways  "with  all  neces- 
sary connections  through  and  around  cities,  designed 
to  meet  the  requirements  of  the  national  defense  and  the 
needs  of  a  growing  peacetime  traffic  of  longer  range."  ^ 
Attention  is  also  directed  toward  the  moderniza- 
tion  of  the   Federal-aid   system    as   well   as  the   im- 


>  Toll  Roads  and  Free  Roads,  H.  Doc.  272,  76tli  Cong.,  1st  sess., 
1939. 

*  For  a  complete  picture  of  this  propopnl,  .=iee  n.  E.  Hilts.  "Planning 
the  Interregional  Highway  System,"  Public  Roads,  June,  194J. 
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provement  of  secondary  roads  properly  integrated  with 
land-use  programs.  Since  existing  legal  and  financial 
restrictions  on  right-of-way  acquisition  are  obstacles  to 
the  adequate  development  of  highways  and  streets,  it 
is  further  suggested  that  a  Federal  Land  Authority  be 
created,  empowered  to  acquire,  hold,  sell,  or  lease  lands 
"necessary  or  desirable"  for  highway  purposes. 

Defense:  Since  1921,  War  Department  specifications 
and  cooperation  with  the  Public  Roads  Administration 
have  had  an  important  bearing  upon  the  design  and 
development  of  the  Federal-aid  highway  system.  To- 
day, in  addition  to  the  growth  in  highway  traffic  re- 
sulting from  increased  industrial  activity,  a  new 
responsibility  of  the  roadbuilder  is  the  provision  of 
facilities  for  a  vastly  augmented  military  traffic  and 
for  the  rapid  creation  and  expansion  of  defense  plants 
and  the  establishment  of  new  military  reservations. 
The  Public  Roads  Administration  accordingly  prepared 
a  report  on  defense  highways  for  submission  by  the 
Federal  Works  Administrator  to  the  President.  The 
most  immediate  task  was  reported  to  be  the  construc- 
tion of  access  roads,  involving  a  preliminary  2,594 
miles,  and  the  correction  of  deficiencies  on  the  strategic 
network  of  78,700  miles  designated  by  the  War  De- 
partment as  necessary  for  the  national  defense.  A 
partial  survey  of  this  system  indicated  that  5,095  miles 
needed  to  be  widened,  14,000  required  high-type  sur- 
faces, and  2,436  bridges  would  have  to  be  strengthened. 
Inter- American  highway :  The  Public  Roads  Admin- 
istration is  also  concerned  with  the  promotion  of  for- 
eign highway  facilities.  United  States  cooperation 
with  the  countries  to  the  south  has  been  granted  to 
further  the  development  of  a  3,267-mile  link  between 
this  country  and  Panama.  This  road  system,  which 
is  more  than  half  completed  with  all-weather  sui'fac- 
ing,  is  but  one  link  in  the  proposed  Pan-American 
Highway  to  extend  from  Alaska  to  the  southernmost 
point  of  South  America.  Today,  three-quarters  of  the 
South  American  section  is  passable  during  all  seasons, 
but  the  North  American  section  through  western  Can- 
ada to  Alaska  is  still  in  the  planning  stage. 

Other  Federal  activity  on  behalf  of  the  development 
of  Central  and  South  American  highways  has  been 
the  loaning  of  money  by  the  Export-Import  Bank,  and 
of  engineering  personnel  by  the  Public  Roads  Admin- 
istration. 

Conclusion. — Federal  activity  in  the  provision  of 
highways  has  multiplied  to  a  phenomenal  degree  during 
the  past  decade.  Of  total  Federal  funds  authorized 
to  be  spent  through  the  Public  Roads  Administration 
from  1917  through  1941,  two-thirds,  or  $2,471,000,000, 
was  authorized  in  the  last  10  years.  In  addition,  there 
has  been  a  total  of  some  $4,000,000,000  of  WPA  and 
other  relief  funds  appropriated  for  roadbuilding  since 
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1933.  These  vast  sums  of  money  made  available  dur- 
ing the  past  decade,  together  with  extensions  of  Fed- 
eral administrative  functions  and  controls,  mark  a 
new  era  in  Federal  liighway  influence. 

State  Highway  Activity 

The  States  are  the  principal  direct  action  agencies 
in  charge  of  highway  building.  Each  State  maintains 
a  highway  department  which  is  in  full  control  of  the 
construction  and  maintenance  of  the  State  highway 
system.  Previous  mention  has  been  made  of  the  fact 
that  these  systems  comprise  the  most  important  mile- 
age of  intercity  routes  and  that  many  States  in  addition 
control  secondary  State  highways  and  county  roads 
which  have  been  transferred  to  the  State.  The  State 
highway  departments  also  cooperate  with  the  Federal 
Government  in  the  expenditure  of  Federal-aid  appro- 
priations, and  they  are  responsible  for  the  maintenance 
of  the  Fedei-al-aid  system  to  Federal  standards. 

Sources  of  funds  used  by  the  State  highway  depart- 
ments include  Federal  aid,  motor  vehicle  registration 
fees,  gasoline  taxes,  the  proceeds  of  bond  issues,  and 
a  small  amount  of  general  funds  and  property  tax 
revenues.  In  1939,  total  State  highway  income  was 
$1,144,000,000,  approximately  double  the  amount  avail- 
able in  1924.  This  was  made  up  chiefly  of  gasoline 
tax  receipts  and  motor  vehicle  fees,  which  together 
constitute  more  than  70  percent  of  total  revenues.  The 
changes  in  amounts  and  sources  of  State  highway 
income  over  a  15-year  period  are  noted  in  table  5. 

Table  o. — State  Highicay  Income,  192^,  1939 
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Source 

1924 

1939 

Total  income    ,           ,  _. 

$555,  397,  000 
20, 084. 000 
18,283,000 
174,  817, 000 
47,811,000 
91.401.000 
101,6.'i3,000 
101,  348,  000 

$1  144  064  000 

2,  876,  000 

State  property  tax  for  roads  ... 

572  (100 

Gasoline  tax  receipts . . . 

589  037  OiJU 

189,  679,  OOU 

Bonds  and  notes .  .  _ 

62  484  000 

55,342,000 

Expenditure  items  included  in  the  1939  budgets  of 
the  State  highway  departments,  in  the  order  of  their 
importance,  were  capital  outlay,  maintenance,  debt 
service,  transfers  to  local  roads  and  streets,  adminis- 
tration, engineering,  and  equipment.  The  total  of 
these  expenditures  was  well  over  a  billion  dollars. 
Exj^enditure  trends  indicate  the  growing  importance 
of  maintenance  and  debt  service. 

An  important  function  of  the  State  highway  de- 
partments and  other  State  agencies  involves  the  dis- 
tribution to  local  units  of  government  of  State  grants- 
in-aid  for  roads  and  streets.  In  recent  years  this 
activity  has  increased  to  an  important  degree,  amount- 
ing to  $302,000,000  in  1939.  Although  control  over 
the  use  of  these  grants  by  local  units  has  not  been 


Purpose 

1924 

1939 

Total  expenditures  - 

$605,665,000 

$1, 126,  929, 000 

State  highways: 

Total   .      __ 

.559,601,000 
382,336.000 
104,806,000 
50,958,000 
33,  895, 000 
28,670,000 

811,656,000 

467, 392, 000 

Maintenance.- .__ 

206,014,000 

Administration,  engineering,  and  equipment 

52, 017, 000 
202,  758, 000 

Transfers  to  local  roads 

154,  0S5, 000 

Miscellaneous.  .      ,    __  ___       __    . 

44,  663, 000 

well  established  in  all  instances,  many  States  maintain 
strict  account  of  local  State-aid  progranis.^ 

Local  Road  Activity 

In  addition  to  Federal  and  State  provision  of  high- 
way facilities,  large-scale  roadbuilding  efforts  are  car- 
ried on  by  local  units  of  government,  including  coun- 
ties, townships,  and  municipalities.  Counties  and  town- 
ships have  jurisdiction  over  two  and  a  half  million 
miles  of  rural  roads,  mostly  serving  light  traffic,  with 
municipalities  conducting  work  on  city  streets.  Local 
rural  road  expenditures  in  1930  were  reported  to  be 
$852,000,000,  and  additional  large  sums  were  spent  for 
city  streets,  while  in  1938,  estimated  expenditures  were 
$972,000,000  for  local  roads,  and  $714,000,000  for  streets. 

In  spite  of  the  continuing  large  expenditures  for 
highways  in  these  categories,  the  role  and  influence  of 
local  jurisdictions  in  the  provision  of  road  and  street 
facilities  has  declined  considerably  with  increasing 
state  and  Federal  financial  participation.  Thus,  the 
decline  in  the  yield  of  the  property  tax  during  the  de- 
pression decade  made  it  necessary  for  the  States  to  as- 
sume responsibility  for  many  miles  of  local  roads  and 
precipitated  increasingly  large  State  grants  of  road 
aid  to  local  units.  In  addition,  the  concentration  of 
Federal  work-relief  expenditures  upon  roads  under 
local  jurisdiction  shifted  a  large  part  of  the  local  road 
burden  to  the  Federal  Government.  Except  where 
complete  State  centralization  of  the  highway  function 
has  occurred,"  however,  local  agencies  continue  to  serve 
as  operating  units,  with  managerial  and  financial  re- 
sponsibilties  gradually  trending  toward  State  and 
Federal  centralization. 

Results  of  Public  Action 

Federal,  State,  and  local  efforts  directed  to  the  pro- 
vision of  highway  facilities  during  the  past  quarter 
of  a  century  have  resulted  in  commendable  achieve- 
ments. 

1.  A  Federal-aid  system  of  235,000  miles  has  been 


'  For  a  summ.iry  of  state  control  of  highway  grants-in-aid  to  local 
units,  see  lUshway  Research  Board,  Report  of  the  Department  of 
Finance,  l!>th  Proceedings,  1940. 

'  For  a  discussion  of  highway  centralization,  see  the  Report  of  the 
Department  of  Finance,  Highway  Research  Board,  T:th  Proceedings, 
1938. 
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developed  to  the  point  where  but  6  percent  remains 
unsurfaced. 

2.  As  a  result  of  Federal  requirements,  every  State 
now  has  a  highway  department  in  charge  of  the  most 
important  highways,  and  progress  has  been  laudable 
in  the  direction  of  uniformly  high  standards  of  design 
and  maintenance  and  in  the  creation  of  productive 
Federal-State  cooperative  relations. 

3.  A  secondary  Federal-aid  system  is  now  being 
designated  by  the  States  to  make  possible  a  concentra- 
tion of  efforts  upon  those  routes  most  important  as 
feeders  to  the  main  roads.  This  system  will  comprise 
10  percent  of  total  rural  road  mileage. 

4.  Federal-aid  grade-crossing  authorizations  up  to 
the  end  of  the  calendar  year  1940  had  resulted  in  a 
grand  total  of  15,372  crossings  eliminated  or  protected. 

.5.  By  the  end  of  the  fiscal  year  1940,  1,836  miles  of 
public  land  roads  and  7,047  miles  of  forest  roads  had 
been  improved  through  Federal  appropriations. 

6.  Federal-State  cooperation  with  the  War  Depart- 
ment has  permitted  the  improvement  of  the  strategic 
highway  network  in  accordance  with  defense  require- 
ments, so  that  today  this  78,700-mile  system  has  to  a 
large  extent  been  made  adequate  to  serve  the  rapidly 
growing  military  traffic.  Further  improvements  of 
the  strategic  highway  network,  together  with  the  con- 
struction of  access  roads  to  serve  defense  industries 
and  military  establishments,  are  now  receiving  the 
combined  attention  of  all  highway  agencies. 

7.  Federal-State  planning  survey  activities  have 
provided  the  first  accurate  picture  of  highway  condi- 
tions and  use,  and  this  has  led  to  the  proposal  of  a  na- 
tional plan  for  an  interregional  highway  system,  and 
to  separate  plans  for  state-wide  highway  development. 
The  President  has  recently  appointed  a  seven-man  com- 
mittee to  prepare  detailed  plans  for  the  interregional 
network. 

8.  Highway  research  has  led  to  extensive  improve- 
ments in  road  design,  construction  methods,  and  the 
quality  of  road  materials.  These  developments  have 
permitted  better  roads  at  considerably  lower  cost.' 

In  spite  of  these  and  other  substantial  accomplish- 
ments in  the  provision  of  highways,  the  failures 
and  shortcomings  of  public  action  are  none  the  less 
abundant. 

1.  Numerous  deficiencies  exist  in  the  highway  sys- 
tem today,  including  weak  bridges,  narrow  roads,  poor 
surfaces,  sharp  curves,  steep  grades,  inadequate  sight 
distances,  dangerous  intersections,  and  other  obstruc- 
tions to  safe  and  efficient  vehicle  operation. 

2.  Inadequate  highways  and  failure  to  provide  for 
their  proper  use  constituted  an  important  factor  in 


'For   a    review   of   highway   price   trends,    see   Federal   Aid   Highway 
Act,  n.  R.  8838,  75th  Cong.,  3rd  Session.  1938,  p.  333. 
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the  1940  accident  toll  of  34,500  highway  deaths  and 
1,200,000  nonfatal  injuries. 

3.  The  lack  of  necessary  street  capacity,  neglect  of 
traffic  engineering,  and  failure  to  provide  parking  and 
terminal  facilities  in  conjunction  with  the  urban  high- 
way system  have  made  traffic  congestion  a  major  prob- 
lem and  a  serious  financial  threat  to  every  American 
city. 

4.  The  expenditure  of  highway  funds  is  frequently 
based  upon  considerations  other  than  the  needs  of 
traffic,  with  the  result  that  some  roads  are  overdevel- 
oped and  others  undeveloped,  producing  highway 
transportation  service  of  poorer  quality  at  higher  cost. 

5.  Road  abandonments,  piecemeal  developments,  fail- 
ure to  provide  for  stage  improvements,  reliance  upon 
outmoded  design,  and  the  lack  of  highway  protection 
against  damaging  uses  of  abutting  land,  indicate  in 
part  the  failure  to  plan  on  a  broad  basis  to  include 
all  government  units  and  general  public  objectives. 

6.  The  vast  number  of  highway  administrative  units 
and  their  frequent  incapacity  for  conducting  economic 
highway  operations  often  make  impossible  the  accom- 
plishment of  an  integrated  and  low-cost  highway 
program. 

7.  The  influence  of  political  pressure,  particularly 
in  the  matter  of  personnel  turnover  and  improvement 
priorities,  too  frequently  overshadows  economic  consid- 
erations in  the  provision  of  highway  facilities. 

8.  The  acquisition  and  financing  of  rights  of  way 
adequate  for  the  highway  development  program  con- 
tinue to  forestall  the  realization  of  desirable  improve- 
ments. 

These  and  other  criticisms  which  might  be  directed 
to  public  provision  of  highway  facilities  suggest  the 
need  for  investigating  a  number  of  current  problems 
relating  to  highway  design,  operation,  administration, 
and  finance. 

Critique  of  Highway  Policy 

The  belief  that  current  promotion  of  highway  fa- 
cilities by  the  several  levels  of  government  fails  to 
achieve  the  results  potential  in  such  large-scale  public 
effort  suggests  that  thinking  be  directed  to  ways  and 
means  of  realizing  a  greater  return  per  dollar  of  high- 
way expenditure.  By  a  "greater  return"  is  meant  a 
fuller  provision  of  the  safety,  speed,  and  economy  which 
are  inherent  in  motor  transportation.  Some  of  the  ob- 
stacles which  are  preventing  maximum  realization  of 
these  service  elements  could  be  readily  overcome  if 
their  nature  and  remedy  were  clearly  understood. 

Safety 

The  most  glaring  inefficiency  of  current  highway 
transportation  service  is  reflected  in  the  toll  of  motor 
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vehicle  accidents.  Traffic  accidents  in  the  past  10  years 
have  resuked  in  over  a  third  of  a  million  deaths.  In 
1940  the  highways  of  the  United  States  claimed  34,500 
lives,  and  motor  vehicles  inflicted  1,200,000  nonfatal 
injuries,  90,000  of  these  causing  permanent  disability.' 
In  addition,  property  damage  was  enormous,  and  the 
insurance  bill  paid  by  motorists  exceeded  a  third  of  a 
billion  dollars.  Such  a  record  reflects  an  appalling 
waste  of  human  and  material  resources. 

Highway  accidents  involve  deficiencies  not  only  in 
the  highway,  but  in  the  driver,  the  pedestrian,  and  the 
vehicle.  The  provision  of  safer  highways,  therefore, 
is  but  one  element  in  a  comprehensive  approach  to  the 
safety  jDroblem;  yet  the  success  with  which  each  sep- 
arate element  is  treated  is  of  such  importance  to  the 
over-all  result  that  highway  administrators  must  be 
concerned  with  them  all. 

An  encouraging  fact  about  the  accident  picture  is 
the  wide  variation  in  accident  rates  in  different  locali- 
ties, which  appears  to  indicate  that  some  of  the  con- 
ditions which  permit  low  rates  in  one  place,  if  they 
could  be  established  elsewhere,  might  carry  with  them 
similarly  good  results.  For  example,  one  state  had  a 
1940  fatality  rate  of  5  deaths  per  100  million  vehicle 
miles,  while  the  death  rate  in  another  State  was  4  times 
as  high.  This  diversity  was  even  more  striking  in 
cities,  for  communities  with  a  population  between 
100.000  and  250,000  had  anywhere  from  5  fatalities  per 
100,000  inhabitants  to  32. 

The  driver. — Although  many  engineering  safeguards 
ma}'  be  taken  to  help  the  driver  keep  out  of  trouble,  in 
the  last  analysis  safety  on  the  highways  depends  upon 
the  none-too-reliable  human  nature  of  45  million  motor- 
ists. A  cursory  glance  at  today's  traffic  behavior  is 
convincing  evidence  that  no  overstatement  was  in- 
volved in  the  recent  estimate  that  between  8  and  10 
million  drivers  do  not  know  how  to  drive. °  And  the 
fact  that  some  States  still  issue  driver  permits  without 
examination,  or  fail  to  require  a  permit,  is  only  one 
obvious  reason.  Another  is  poor  public  management 
of  the  whole  safetj'  problem  as  it  relates  to  the  driver. 
Nonuniformity  of  traffic  laws,  divided  responsibility 
for  traffic  safety,  and  the  inadequacy  of  many  traffic 
courts  often  make  a  mockery  of  safety  efforts  in  other 
directions."  The  importance  which  the  traffic  courts 
might    have    as   safety    instructors   for   the   4,500,000 


'  In  the  first  6  months  of  1941  there  was  an  increase  of  2.390 
highway  deaths,  or  17  percent,  over  the  same  period  in  1940.  "The 
American  public  has  good  reason  to  be  ashamed — ."  'Neic  York  Times, 
editorial.  August  10,  1941. 

°  Automotive  Safety  Foundation,  Priority  for  Trafflc  Safety.  1941. 

".\  report  on  traffic  courts  by  the  National  Committee  Conference 
of  Judicial  Councils  mentions  disgraceful  physical  inadequaciPS.  archaic 
practices,  lack  of  attention  and  common  courtesy,  and  summary  pro- 
ceedings more  like  a  "shakedown"  than  impartial  justice.  Kewi  York 
Times,  editorial,  July  20,  1941. 


persons  brought  before  them  each  j'ear  remains  largely 
unrealized. 

In  addition  to  the  general  failures  of  the  driver  and 
of  driver  controls,  there  should  be  mentioned  two 
special  driver  classes  which  contribute  a  disproportion- 
ate share  of  motor  vehicle  accidents.  One  is  the  drink- 
ing driver,  who  is  held  to  be  involved  in  one  out  of 
every  nine  fatal  accidents.  There  is  also  a  small  group 
of  so-called  accident-prone  drivers,  who  account  for  a 
disproportionately  large  number  of  traffic  mishaps. 
An  investigation  of  Connecticut  accident  records,  for 
example,  revealed  that  accident  repeaters,  constituting 
4  percent  of  total  drivers,  caused  40  percent  of  the 
fatalities  and  were  involved  in  36  percent  of  all  re- 
ported accidents."  Further  apprehension  and  control 
of  the  drinking  driver,  and  the  education  or  exclusion 
of  the  accident-prone  driver,  would  undoubtedly  con- 
stitute forward  steps  toward  greater  safety. 

The  pedestrian. — "\^^aile  the  reckless  driver  is  a  fre- 
quent cause  of  traffic  accidents,  the  reckless  pedestrian 
is  also  an  important  factor.  There  were  12,500  persons 
killed  afoot  in  1940  and  a  quarter  of  a  million  injured. 
Pedestrian  accidents  have  been  found  to  be  more  nu- 
merous where  proper  facilities  for  traffic  control  are 
lacking,  such  as  traffic  police,  traffic  signals,  pedestrian 
islands,  and  cross  walks.'^  Pedestrians  involved  in 
accidents  are  most  frequently  in  the  age  group  above 
45.  Another  consideration  to  guide  the  pedestrian 
safety  program  is  the  fact  that  the  majority  of  pedes- 
trians killed  are  unfamiliar  with  motor  vehicle  oper- 
ation. At  least  5  special  investigations  reveal  that 
only  1  or  2  of  every  15  pedestrians  killed  were  licensed 
automobile  operators,"  which  would  seem  to  indicate 
that  persons  ignorant  of  driving  are  unaware  of  the 
limitations  of  the  driver  and  the  vehicle. 

Although  educational  programs,  especially  in  the 
schools,  are  having  a  salutary  effect  on  the  pedestrian- 
accident  rate,  there  remains  in  most  cases  the  need  for 
effective  regulation  of  pedestrian  movements.  At  least 
80  cities  are  now  attempting  to  enforce  some  tj'pe  of 
walking  rules.  Until  further  measures  along  this  line 
are  successful,  the  effort  to  reduce  pedestrian  hazards 
by  such  means  as  traffic  signals,  markings,  street  illum- 
ination, and  the  like  must  remain  only  partially  ef- 
fective. 

The  vehicle. — While  safety  is  being  built  into  the 
vehicle  to  a  greater  extent  than  ever  before,  it  remains 
axiomatic  that  automobiles  must  be  kept  in  proper 
condition  to  maintain  the  highest  degree  of  dependa- 


"  Motor  Vehicle  Traffic  Conditions  in  the  U.  S.,  Tublic  Roads  Admin- 
istration, "The  Accident  Prone  Driver,"  H.  D.  462,  pt.  6,  193S. 

'=  Such  instrumentalities  are  an  important  possibility,  since  two- 
thirds  of  all  pedestrian  accidents  occur  in  cities  and  towns. 

"National  Safety  Council,  Accident  Facts,  1C40,  p.  41. 
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bility.  The  way  in  which  proper  vehicle  condition  can 
best  be  maintained  is  a  subject  of  considerable  con- 
troversy, but  23  States  now  require  periodic  vehicle  in- 
spections to  enforce  minimum  standards  of  condition; 
and  the  results  of  such  inspections  reveal  unmistakably 
the  extent  to  which  mechanical  defects  are  a  potential 
source  of  accidents."  In  the  first  3  years  of  car  in- 
spection in  New  Jersey,  45,000  vehicles  definitely  ruled 
unsafe  were  prohibited  from  usmg  the  highways.  The 
\''irginia  Motor  Vehicle  Department  in  1939  rejected 
CO  percent  of  all  vehicles  registered,  and  a  high  per- 
centage of  rejections  was  recorded  in  Massachusetts. 
The  most  frequent  defects  are  generally  bad  lights  and 
bad  brakes. 

It  is  often  declared  that  the  defective  vehicle  plays 
but  a  small  part  in  the  accident  picture,  and  that 
vehicle  inspections  have  failed  to  reduce  accidents. 
Lacking  any  convincing  data,  however,  public  officials 
may  well  take  the  logical  position,  until  reliable  facts 
rule  otherwise,  that  the  safe  condition  of  vehicles  is 
closely  related  to  their  safe  use  on  the  highways. 

In  addition  to  the  operating  condition  of  the  vehicle, 
truck  sizes,  weights,  and  types  of  equipment  are  im- 
portant elements  in  safety.'^  The  factors  to  be  con- 
sidered include  physical  dimensions,  structural  charac- 
teristics of  the  vehicle,  the  weights  placed  on  them, 
the  distribution  of  such  weights,  and  the  performance 
of  various  types  and  sizes  of  vehicles  in  terms  of 
speed,  ability  to  ascend  grades,  ability  to  stop,  and 
ease  of  maneuvering.^"  Regulation  of  sizes  and  weights 
should  be  predicated  on  the  extent  to  which  such  reg- 
ulations are  believed  to  be  in  the  interest  of  safety, 
and  in  accordance  with  the  physical  limitations  of 
the  road.  They  should  not  constitute  an  indirect 
method  of  restricting  highway  operations  for  the 
benefit  of  competing  forms  of  transportation. 

The  road. — The  road  as  a  factor  in  the  safety  of 
motor  vehicle  transportation  may  be  considered  both 
from  the  viewpoint  of  efficient  operation  and  main- 
tenance of  the  existing  highway  system,  and  from  the 
viewpoint  of  design  improvements  in  the  provision 
of  new  facilities.  The  former  consist  of  such  items 
as  adequate  signs,  traffic  signals,  pavement  markings, 
speed  control,  policing,  one-way  streets,  parking  re- 


"  -\  study  of  motor  vehicle  ins|iections,  under  the  direction  of  the 
I'ublic  Roads  Administration,  is  contained  in  Motor  VehicJe  Trafpc 
conditions  in  the  U.  S.,  H.  D.  462.  part  4,  1938. 

"  Sises  and  Weiyhls  of  Motor  Vehicles  in  Relation  to  Hiyhxcay 
Safety.  Report  No.  3,  Ex  Parte  M.  C.  15,  I.  C.  C,  Bureau  of  Motor 
CiirrjiTS,  June  1940. 

"■'  Extensive  studies  are  now  being  made  of  truck  performance  on 
grades  by  the  Public  Roads  Administration,  with  the  objective  of 
recommending  minimum  standards  of  iierformance  as  a  basis  for 
regulatory  action.  The  performance  of  bralies  is  also  being  investigated 
witli   the   advice   and  cooperation   of   vehicle  and   brake   manufacturers. 


strictions,  proper  maintenance,  and  lighting.  Design 
improvements  include  the  construction  of  grade  sepa- 
rations, dual  highways,  traffic  circles,  and  the  elimina- 
tion of  steep  grades,  sharp  curves,  and  other  potential 
accident  sites. 

A  number  of  accident  studies  have  been  made  to 
demonstrate  the  effects  upon  the  accident  rate  of  im- 
provements in  highway  operation  and  design.  The 
State  of  Connecticut,  for  example,  compared  the  an- 
nual accident  toll  before  and  after  the  adoption  of 
recommendations  made  by  traffic  engineers  to  improve 
conditions  at  dangerous  locations.  The  types  of  im- 
provements and  the  accident  reductions  are  as  follows: 

Percent 
accident 
Type  of  control :  reductions 

Rotary  trafllc  circles 47 

Boulevard  stop  system 35 

Tratfic  signal  lights 1-1 

Warning  signs  and  markers' 33 

Others :  parking  control,  1-way  streets,  etc 26 

'  Marking  highway  curves  with  safe  speed  indications  has  had  notable 
safety  results  in  a  number  of  States.  On  a  95-mile  section  in  Indiana 
in  1939  and  1940,  there  were  10  fewer  fatalities,  12  fewer  injuries. 
36  fewer  accidents  on  curves,  and  approximately  $9,000,000  less  prop- 
erty damage  during  the  12-month  period  in  which  the  signs  were  up 
than  in  the  previous  12  months. 

At  locations  where  safety  recommendations  were  not 
adopted,  accidents  increased  8.4  pei'cent.  State-wide 
accidents  decreased  5.3  percent  over  these  periods  of 
comparison. 

The  separation  of  opposing  traffic  lanes  has  been  one 
of  the  most  successful  methods  of  accident  prevention 
on  heavy  traffic  routes.  In  New  Jersey  the  conversion 
of  two  routes  from  undivided  to  dual  roadways  was 
a  significant  factor  in  reducing  the  number  of  acci- 
dents per  year  on  these  roads  from  41  to  23:"  and 
in  Delaware  the  construction  of  a  divided  road  be- 
tween Dover  and  Smyrna  was  accompanied  by  a  re- 
duction in  the  annual  toll  from  28  accidents  and  7 
fatalities  to  15  accidents  and  no  fatalities.'^ 

Safety  has  been  promoted  on  a  number  of  main 
routes  by  the  provision  of  effective  overhead  lighting. 
More  than  half  of  all  fatal  highway  accidents  in  the 
United  States  occur  at  night,  although  traffic  after 
dark  is  much  less  than  in  the  daytime.  In  New  Jersey 
the  importance  of  good  lighting  has  been  demonstrated 
by  comparing  the  accident  rate  on  lighted  and  uu- 
lighted  roads.     On  the  lishted  route  the  accident  rate 


"Highway  Research  Abstracts,  "Divisional  Islands,"  October  1937 
p.  1. 

"  A  furtlier  comparison  of  accident  rates  was  made  between  the 
Philadelphia  Pike,  a  fourlane  undivided  road,  and  the  Pupont  Boule- 
vard, a  dual  road.  The  former  accounted  for  58  percent  more  acci- 
dents than  the  latter.  Ilighicay  Research  Abstracts.  ".Ucidcnts  on 
Dual  Highways,"  June  1937,  p.  9 
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at  night  was  less  than  three  mishaps  per  million  ve- 
hicle miles,  which  was  lower  than  the  daytime  rate. 
However,  on  three  unlighted  routes,  where  the  day- 
light average  was  little  more  than  two  accidents  per 
million  vehicle  miles,  night  accidents  rose  to  eight  per 
million  vehicle  miles."  It  should  be  pointed  out,  how- 
ever, that  the  high  cost  of  lighting  generally  limits 
it  to  short  sections  on  heavily  traveled  routes. 

Numerous  other  examples  demonstrate  how  the  cor- 
rection of  deficiencies  in  the  design  and  operation  of 
the  highway  can  in  large  part  overcome  the  effect  of 
other  accident  factors,  and  that  the  improvement  of 
the  road  has  a  much  greater  role  in  safe  highway 
transport  than  many  safety  experts  have  been  willing 
to  concede.-"  It  is  believed  that  greater  emphasis  on 
safety  considerations  in  the  programming  of  highway 
expenditures  would  produce  further  salutary  results.^' 
Combined  with  appropriate  attention  to  the  dnver, 
the  pedestrian  and  the  vehicle,  and  with  a  more  in- 
telligent administrative  and  judicial  system,  emphasis 
on  safe  highways  could  readily  achieve  a  vast  improve- 
ment in  the  efficiency  of  motor  transport. 

Speed 

In  addition  to  the  safety  of  goods  and  persons,  an 
efficient  transportation  system  must  provide  for  swift 
movement  from  origin  to  destination.  This  means  not 
only  that  line  operations  must  be  speedy,  but  terminal 
operations  as  well;  in  other  words,  that  the  over-all 
time  which  elapses  between  tlie  start  and  completion 
of  every  trip  must  be  at  a  practical  minimum.--  Such 
an  objective  is  partly  in  opposition  to  considerations 
of  safety,  since  accident  reports  show  that  excessive 
speed,  or  speed  "too  fast  for  conditions"  is  a  frequent 
contributing  cause  of  motor  vehicle  accidents.  It  is 
also  to  some  extent  in  conflict  with  considerations  of 
economy,  since  higher  costs  may  result  from  high  speed. 
A  nice  adjustment  between  jjrovisions  for  greater  safety 


'»  Los  Anceles  reports  that  prior  to  the  installation  of  sodium  vapor 
lamps  at  Sij  intersections,  thrre  were  91  collisions  in  1  year.  After 
installation  tliere  were  but  ?0  in  2  .years. 

■"  A  summary  of  accident  experience  before  and  after  highway  de- 
sign improvemputs  in  a  number  of  States  is  contained  in  the  Report 
of  the  Coramiltce  on  Analysis  of  Accident  Data,  Procecdinos,  American 
Roadhuihieis  Association,  1940,  pp.  203-237. 

"'According  to  Arnold  H.  Vey,  traffic  engineer  for  the  State  Highway 
Department  of  New  Jersey,  in  a  paper  presented  to  the  .Vmerican 
Society  of  Civil  Engineers,  "By  applying  known  highway  improvements 
such  as  controlled  rights-of-way,  physical  separation  or  segregation 
of  conflicting  flows  of  traffic,  adeiiuate  shoulders  for  stopping,  pedestrian 
pathways  and  modern  lighting,  it  would  be  possible  to  reduce  accidents 
by  75  percent." 

=  .\crording  to  Charles  H.  Cooley.  writing  in  1894  for  the  American 
Economic  Association,  "Speed  and  cheapness  never  cea.se  in  the  most 
complex  development  of  transportation  to  be  the  simplest  tests  of  its 
efficiency." 


and  greater  speed  is  therefore  one  of  the  difficult  tasks 
in  directing  the  highway  program."^ 

The  maximum  speeds  of  passenger  cars  on  the  road 
in  the  United  States  have  increased  about  60  percent 
since  1926,  and  top  speed  observed  in  traffic  is  now  close 
to  90  miles  per  hour.-*  Speeds  of  commercial  vehicles, 
while  increasing,  are  considerably  below  these  figures. 
This  upward  trend  in  the  rate  of  movement  on  rural 
highways  has  presented  a  continuing  challenge  to  the 
ability  of  highway  administrators,  who  are  called  upon 
to  provide  facilities  adequate  to  accommodate  the  ever- 
changing  performance  of  the  vehicle.-'^  On  rural 
roads  the  results  of  these  efforts  ai-e  attested  by  the 
high  average  speeds  which  have  been  attained ;  but  in 
urban  areas  heavy  traffic  volumes  and  inadequate  ac- 
commodations result  in  such  congestion  that  traffic  is 
often  at  a  standstill.  Analysis  of  traffic  in  cities  indi- 
cates that  average  speed  will  drop  as  low  as  41,-2  miles 
per  liour  during  liours  of  congestion  in  business  dis- 
tricts. Recent  urban  speed  investigations  in  Boston 
indicated  that  ajiproxiinately  7  minutes  were  required 
to  move  a  mile,  of  which  21^  minutes  were  accounted 
for  by  stops,  II/2  by  travel  in  first  or  second  gear,  and 
3  minutes  in  high  gear.""  The  average  trip  sliced  was 
81/2  miles  per  hour.  "Wlien  one  observes  the  countless 
impediments  that  embarrass  the  movement  of  twentieth 
century  traffic  through  the  eighteenth  century  streets  of 
some  eastern  cities  one  wonders  how  long  it  will  be — 
before  complete  congestion  will  result."  -' 

That  greater  speed  and  consequent  time  savings  have 
a  real  value  to  the  motorist  when  their  magnitude  is 
sufficient  has  been  frequently  demonstrated.  For  ex- 
ample, motorists  prefer  to  pay  twice  as  much  to  use  the 
Holland  Tunnel  as  the  slower  ferry  crossing.-'  That 
speed  has  value  to  the  businessman  is  demonstrated  by 
the  emphasis  placed  upon  fast  service  by  truck,  which 
permits  speedy  filling  of  orders,  lower  inventories,  and 
less  overhead.-" 

There  are  a  number  of  ways  in  which  the  speed  of 
highway  transportation  can  be  increased.  Among 
them  are  sucli  measures  as  the  timing  of  traffic  lights, 


2'  According  to  the  former  State  Highway  Commissioner  (and  now 
Governor)  of  Michigan :  "The  State  Highway  Department  is  faced 
with  the  almost  unanimous  desire  on  the  part  of  motorists  for  greater 
speed.  We  find  this  expression  of  speed  in  every  phase  of  modern 
times  :  in  business,  industrial,  and  social  activities." 

"*  R.  G.  Taustian,  Speed  Ref/nlation  and  Control  on  Rural  Highways, 
Highway  Research  Board,  lt)40,  p.  74. 

^  Upward  revisions  in  highway  speed  regulations  were  effected  in 
seven  States  during  the  1941  legislative  sessions. 

=»Not  only  did  Boston  congestion  result  in  time  losses,  but  fuel  con- 
sumption on  the  most  congested  runs  was  50  percent  higher  than  for 
uninti  rrupted  driving. 

"  Toll  Roads  and  Free  Rnads,  p.  95. 

^  The  San  Pi  ancisco-Oakland  Bay  Bridge  is  reported  to  save  the 
motorist  26  n^inutes  a  crossing. 

=»  In  1934.  the  Merchandise  Trafpo  Report  of  the  Federal  Coordinator 
of  Transportation  revealed  that  faster  service  was  the  most  important 
reason  quoted  by  shippers  for  using  trucks. 
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the  superelevation  of  curves,  reduction  of  grades, 
widening  of  surfaces,  crossing  eliminations,  the  pro- 
vision of  passing  lanes,  minimum  speed  laws,  special 
truck  routes,  and  other  steps  which  increase  speed  by 
increasing  capacity.  Two  of  the  most  essential  and 
large-scale  of  these  efforts  to  provide  faster  transpor- 
tation concern  the  provision  of  so-called  sui:)erhighways 
and  of  parking  facilities. 

Superhighways. — The  desire  for  greater  speed  has 
been  an  important  factor  in  the  creation  of  safe  and 
fast  multiple-lane  highways,  built  according  to  the 
highest  standards  of  grade  and  alinement,  with  oppos- 
ing traffic  separated  by  a  center  parkway,  with  cross 
traffic  eliminated,  and  with  access  from  side  roads  per- 
mitted only  at  carefully  selected  points.  The  latter 
qualification  pertains  to  the  so-called  limited  way  or 
"freeway,"  which  requires  the  passage  of  special  legis- 
lation to  deny  access  from  abutting  land ;  ^"  while  the 
separation  of  opposing  traffic  lanes  and  of  cross  traffic 
are  in  the  nature  of  special  engineering  design  rather 
than  legal  restriction. 

An  illustration  of  the  speed  superiority  of  the  super- 
highway over  the  ordinary  road  was  computed  in  Ger- 
many by  an  interesting  comj^arison  between  a  92-mile 
section  of  the  German  motor  road  system  and  a  loughly 
parallel  State  road  101  miles  long  which  connected  the 
same  cities.  The  latter  was  in  good  condition  and 
well-constructed  for  long-distance  trips,  but  the  route 
passed  through  three  large  towns  and  32  other  local- 
ities, and  there  were  219  crossings  and  744  branch 
roads.  A  trial  run  on  each  of  these  routes  revealed 
that  the  time  clasped  was  2  hours  16  minutes  on  the 
ordinary  road  and  1  hour  14  minutes  on  the  motor 
road.  Average  speeds  were  44  and  74  miles  per  hour 
respectively. 

Commonly  associated  with  the  term  "superhigh- 
ways" are  the  visionary  proposals  for  transcontinental 
routes  frequently  made  in  connection  with  plans  for 
large-scale  public  works.  Promotion  of  coast-to-coast 
motor  roads,  however,  generally  derives  from  the  philos- 
ophy that  public  works  should  have  at  their  pi'i- 
mary  objective  the  furnishing  of  employment  rather 
than  the  creation  of  additional  wealth.  Based  upon 
this  untenable  assumption,  the  proponents  of  trans- 
continental schemes  are  able  to  overlook  the  fact  that 
there  exists  no  important  volume  of  transcontinental 
travel,  and  that  the  real  problems  of  providing  facil- 
ities to  move  high  traffic  volumes  at  reasonable  speed 
lie  in  a  different  direction.  For  the  construction  of 
high-cost  superhighways  is  obviously  justified  only 
where  traffic  cannot  be  properly  accommodated  by  ordi- 


^  Such  li  gislation  was  passed  in  Colorado,  Maryland.  Micliigan,  and 
Ohio  durine  the  ]n41  Icu'islative  sessions.  Previous  action  hail  been 
taken  in  Maine.  New  Jersey,  New  York,  Rhode  Island,  Connecticut, 
California,  and  West  Virginia. 


nary  roads,  this  being  chiefly  within  and  approaching 
concentrations  of  population,  or  between  such  centers 
when  they  are  sufficiently  close  to  generate  high-volume 
traffic.  Time-honored  examples  of  the  need  for  super- 
highway design  are  afforded  by  the  experience  of  driv- 
ing between  Baltimore  and  Washington,  D.  C,  or 
through  the  city  of  Baltimoi-e.  In  fact,  the  entire  dis- 
tance between  Washington  and  Boston  has  for  some 
time  been  considered  deserving  of  extraordinary  atten- 
tion, as  have  other  congested  routes,  especially  in  the 
East,  Middle  West,  and  on  the  Pacific  coast. 

That  there  is  a  desire  for  greater  speed  than  is  gen- 
erally possible  today  is  indicated  by  study  of  operations 
on  a  two-lane  road  compared  with  those  on  a  four-lane 
superhighways.  On  the  two-lane  road  no  vehicle  was 
found  traveling  over  60  miles  per  hour  even  in  traffic 
as  low  as  200  vehicles  per  hour  in  both  directions ;  and 
only  7  percent  exceeded  50  miles  per  hour.  On  the 
divided  highway,  however,  with  similar  traffic  volume, 
5  percent  of  the  vehicles  exceeded  60  miles  per  hour  and 
37  percent  exceeded  50." 

It  should  be  pointed  out  that  considerations  of  speed 
do  not  imply  that  public  funds  must  be  spent  to  con- 
vert the  highways  into  race  tracks.  For  the  value 
of  f.ist  movement  is  reflected  in  the  total  time  elapsing, 
wliicli  means  that  what  is  needed  are  facilities  to  permit 
uninterrupted  travel,  which  involves  maintaining  aver- 
age speed  as  close  as  possible  to  the  maximum.  It  is 
the  intermittent  obstruction  which  causes  the  motorist 
to  travel  at  excessive  speeds  on  the  unobstructed  sections 
to  make  up  for  time  losses  elsewhere.  One  of  the 
primary  obstacles  to  the  realization  of  such  over-all 
performance  by  motor  vehicle,  in  addition  to  inade- 
quate rural  roads  and  the  urban  street  bottleneck,  is 
the  lack  of  parking  facilities. 

Parking  prohletn. — To  demonstrate  the  importance 
of  considering  over-all  speed  in  providing  fast  trans- 
portation, tests  made  of  the  progress  of  motor-vehicle 
users  from  Washington,  D.  C.  suburbs  to  the  down- 
town districts  are  appropriate.  In  one  case  the  aver- 
age running  speed  of  the  automobile  was  14  miles  per 
hour,  but  after  the  driver  had  found  a  place  to  park, 
his  over-all  speed  for  the  trip  had  been  reduced  to  9.9 
miles  per  hour.  Accounting  then  for  the  time  spent  in 
walking  back  to  the  office,  the  total  average  speed  for 
the  trip  was  reduced  to  7.3  miles  per  hour,  or  appi'oxi- 
mately  half  the  actual  running  si^eed.  The  provision 
of  parking  facilities,  then,  is  an  intimate  part  of  pro- 
viding efficient  transportation  service.  Such  facilities, 
located  off  the  street,  perform  the  double  function 
of  providing  terminal  accommodations  and  of  releasing 
valuable  street  space  for  the  movement  of  vehicles.  It 
is  believed  imperative  in  the  future  that  the  furnishing 


»'  Toll  lioails  ami  Free  Roads.  H.  D.  2727,  1039,  rP-  ".S-SO. 
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of  parking  accommodations  in  conjunction  with  the 
street  system  be  considered  a  public  responsibility.^- 

Defense. — The  importance  of  the  speed  element  in 
highway  transportation  is  illustrated  by  recent  growing 
significance  of  motor  transport  for  defense.  The  cre- 
ation of  a  motorized  army  is  a  familiar  example  of  the 
recognition  of  speed  as  a  primary  transportation  factor. 
The  defense  program  has  likewise  placed  emphasis 
upon  the  utility  of  trucks  in  supplying  materials  to 
defense  industries,  and  the  importance  of  the  automo- 
bile in  transporting  defense  workers  to  new  plant  sites 
where  the  distance  from  workers'  homes  makes  swift 
daily  commuting  highly  essential.^"^ 

In  order  to  provide  the  roads  for  these  new  defense 
requirements,  both  military  and  industrial,  surveys 
have  been  made  in  all  the  States  to  determine  the  de- 
ficiencies existing  in  the  system  of  strategic  roads  des- 
ignated by  the  War  Department;  and  essential  access 
road  projects  to  serve  military  establishments  and  in- 
dustry are  being  built  as  rapidly  as  possible. 

Conclv^ion. — One  of  the  principal  components  of  effi- 
cient transportation,  then,  is  the  over-all  speed  of 
movement  from  origin  to  destination.  In  the  case  of 
the  driver,  such  as  truck  operators,  salesmen,  and  other 
persons  engaged  in  business,  driving  time  has  a  very 
tangible  money  value.  Time  consumed  by  commuters 
and  pleasure  drivers  may  also  have  value,  though  this 
is  generally  more  difficult  to  evaluate.  Finally,  time 
saved  in  the  shipment  of  goods  often  permits  large  sav- 
ings in  the  efficient  conduct  of  business.  Increasing 
speed  has  always  been  a  primary  criterion  of  the  de- 
velopment of  transportation  techniques.  Continuing 
emphasis  must  be  placed  upon  it  if  the  highway  is  to 
maintain  its  place  in  the  transport  pattern. 

Economy 

The  total  cost  of  highway  transportation  includes  the 
cost  of  providing  highways  and  of  operating  motor 
vehicles.  At  present  the  estimated  highway  transpor- 
tation bill  is  some  171/2  billion  dollars  a  year,  of  which 
2%  billions  are  spent,  for  highway  facilities  and  15 
billions  for  vehicle  operation.  The  realization  of 
economy,  then,  is  possible  on  the  one  hand  through 
better  roads  and  more  efficient  methods  of  providing 
them,  and  on  the  other  hand  through  reductions  in 
vehicle-operating  costs.^'*  Since  these  operating  costs 
are  by  far  the  greater  item,  it  would  appear  that  atten- 
tion directed  toward  vehicle  improvements  would  effect 

'=  "The  Problem  of  Parking  Facilities,"  Proccedinga,  llUjlnoay  Re- 
search Bonril.  1041,  pp.  27-43. 

"  To  illustrate  tlie  growing  demand  for  hishwa.v  facilities,  traffic  on 
U.  S.  99  between  Talsoma,  Wash.,  and  the  twin  encampments  of  Fort 
Lewis  and  Camp  Murray  has  recently  increased  from  fi.OOO  to  1.5.000  cars 
daily,  and  side  roads  formerly  carrying  less  than  50  cars  daily  now 
serve  2,000.  In  addition,  activities  of  the  Boeing  Aircraft  Corporation 
south  of  Seattle  has  more  than  doubled  traffic  on  this  part  of  Route  99. 

"  The  average  operating  costs  of  motor  vehicles  have  been  reduced 
from  10  to  less  than   5  cents  per  mile  in   the  past   two  decades 


the  more  important  reductions  in  over-all  costs.  Ac- 
tually, however,  the  largest  operating  costs,  including 
gasoline  and  oil  consumption,  tire  wear,  depreciation, 
and  accident  losses,  are  so  intimately  connected  with 
the  type  of  highway  system,  that  the  significance  of  the 
highway  program  in  terms  of  over-all  economy  is 
greatly  magnified. 

There  are  two  approaches  by  which  the  highway 
program  can  achieve  greater  economies  in  motor  trans- 
port. One  is  in  providing  the  proper  type  of  facili- 
ties; the  other  is  in  maximizing  the  amount  of  such 
facilities  which  can  be  supplied  with  a  given  ex- 
penditure. 

Types  of  facilities. — Road  surfaces. — ^Aside  from  the 
economic  wastes  resulting  from  accident  and  time 
losses,  operating  costs  may  be  high  because  of  excessive 
fuel  consumption  and  vehicle  wear  resulting  from 
poor  surfacing,  difficult  alinement,  steep  grades,  con- 
gestion, and  the  like.  With  regard  to  surface  type, 
operating-cost  records  of  rural  mail  carriers  in  Iowa 
and  Indiana  have  been  analyzed  at  Iowa  State  Col- 
lege, with  revealing  results.^^  Average  cost  of  oper- 
ation was  found  to  be  about  8  cents  per  mile  for  earth 
roads,  5  cents  per  mile  for  gravel,  and  3I/2  cents  for 
pavement.  This  and  other  studies  indicated  that  for 
the  improvement  of  an  earth  road  to  a  gravel  surface 
a  traffic  volume  of  35  vehicles  a  day  would  be  neces- 
sary to  justify  an  investment  of  $1,000  per  mile,  and 
an  extra  maintenance  cost  of  $40  per  year.  Also 
an  annual  expenditure  for  snow  removal  of  more  than 
$500  per  mile  of  road  per  1,000  vehicles  of  traffic  per 
day  was  indicated  as  economical  on  these  roads  on 
the  basis  of  savings  in  operating  costs,  time,  and  acci- 
dent reduction. 

A  cooperative  project  being  conducted  by  the  Public 
Roads  Administration  and  Iowa  State  College  has  also 
produced  some  preliminary  findings  on  operating  costs 
for  four  identical  new  vehicles,  two  being  operated  on 
gravel  and  two  on  concrete.  After  260,000  miles  of 
operation  it  has  been  found  that  average  gasoline  costs 
on  gravel  were  10  percent  higher  than  on  concrete,  oil 
costs  40  percent  higher,  tire  costs  100  percent  more,  and 
car  repair  costs  150  percent  more.  Tire  punctures  on 
gravel  compared  with  concrete  were  in  the  ratio  of 
49  to  1,  while  cylinder-bore  wear  was  twice  as  great, 
main-bearing  wear  three  times  as  great,  and  the  con- 
necting-rod-bearing wear  almost  four  times  as  great. 

Superhighways. — The  economic  loss  from  congestion 
and  frequent  stops  on  a  road  of  inadequate  design  has 
frequently  been  determined  by  vehicle-operating-cost 
comparisons.  Traffic  tests  made  in  Boston,  for  ex- 
ample, have  revealed  that  during  hours  of  congestion 
the  test  car  ran  12.1  miles  per  gallon  in  contrast  to 

^  Ralph  A.  Moyer,  Proceedings,  Bighway  Research  Board,  vol.  17, 
pp.  53-78,  vol.  18,  pp.  41-00. 
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18.2  miles  without  traffic  interference.  It  was  esti- 
mated that  if  such  findings  could  be  used  as  a  basis 
for  calculation,  the  additional  gasoline  cost  resulting 
from  traffic  delays  on  the  streets  investigated  amounts 
to  about  $18,000  per  mile  per  year.^° 

Reference  has  previously  been  made  to  comparisons 
between  vehicle-operating  characteristics  on  the  Ger- 
man superhighways  and  the  older  state  roads.  In 
addition  to  time  saved,  computations  were  also  made 
of  the  wear  on  both  car  and  driver  during  the  two 
test  runs.  Instruments  wei'e  installed  to  record  the 
number  of  times  the  speed  changed  more  than  6^4, 
m.  p.  h.,  and  how  many  times  the  circumference  of 
the  steering  wheel  was  turned  more  than  2.3  inches. 
Results  showed  that  manipulations  of  the  steering 
wheel  were  in  the  ratio  of  570  on  the  ordinary  road 
to  1  on  the  motor  road,  and  that  there  were  440  speed 
changes  during  the  trips  on  the  ordinary  road.  The 
brakes  were  used  491  times  on  the  state  road  and  3 
times  on  the  motor  road. 

A  second  test  was  run  to  cover  the  trip  on  the  motor 
road  in  the  same  time  as  on  the  old  road,  or  at  an  aver- 
age speed  of  44  miles  per  hour.  Because  the  motor  road 
was  free  from  obstructions,  this  average  was  nearly  a 
uniform  speed.  The  most  surprising  saving  was  in 
gasoline  consumption.  On  the  ordinary  road  the  trip 
was  made  at  14.2  miles  per  gallon,  while  on  the  motor 
road  the  car  made  13.9  miles  per  gallon  on  the  fast 
trip  and  22.3  miles  per  gallon  on  the  slower  trip. 

Similar  studies  in  New  England,  comparing  opera- 
tions on  the  Merritt  Parkway  and  the  old  Boston  Post 
Road,  have  demonstrated  that  the  presence  of  116 
traffic  lights  on  a  48-mile  section  of  the  Post  Road 
required  41  stops,  or  nearly  1  per  mile.  Comparing 
this  situation  with  the  free  flow  of  traffic  on  the  park- 
way, it  was  estimated  that  for  the  trip  between  Pel- 
ham  Manor,  N.  Y.,  and  Milford,  Conn.,  the  gasoline 
cost  would  be  the  same  at  52  miles  per  hour  on  the 
parkway  as  at  25  miles  per  hour  on  the  Post  Road; 
and  that  the  parkway  trip,  in  spite  of  being  2  miles 
longer  (55.5  miles  compared  with  53.5  miles)  would 
save  40  minutes." 

"Wlietlier  traffic  demands  the  usual  two-lane  road  or 
a  high-capacity  superhighway,  consideration  of  the 
costs  of  various  types  of  highways,  the  volume  of 
traffic  to  be  served,  and  the  cost  of  vehicle  operation 
provide  a  basis  for  determining  an  economical  selection 
of  facilities.  In  addition  to  these  engineering  calcula- 
tions with  respect  to  economy,  however,  are  problems 
of  management  which  determine  whether  funds  will 
be  available  for  the  desired  project,  and  whether  they 


will  be  spent  in  such  a  way  as  to  assure  their  most 
efficient  application. 

Methods  of  Finance. — The  question  of  whether  high- 
ways should  be  paid  for  on  a  pay-as-you-go  basis  or 
through  borrowing  has  long  been  a  controversial  issue. 
Today  some  two  billion  dollars  of  State  highway  obli- 
gations are  outstanding,  in  addition  to  another  billion 
dollars  of  local  road  debt.  The  trend  in  highway  bor- 
rowing has  been  downward,  and  in  1938  only  17  States 
were  receiving  income  from  bond  and  note  sales,  with 
total  funds  borrowed  amounting  to  $57,000,000,  or 
slightly  more  than  i/^o  of  ^^1  State  highway  income.^* 
But  while  issues  of  general  obligation  bonds  have  been 
diminishing,  particularly  in  view  of  tax  and  debt  limits, 
there  has  been  a  corresponding  increase  in  the  develop- 
ment of  revenue  bonds  issued  on  the  security  of  earn- 
ings from  the  specific  project  financed,  and  without  the 
backing  of  general  Government  credit.  Thus,  revenue 
bonds  for  highways  have  been  secured  by  a  lien  on  all 
or  part  of  motor  vehicle  revenues,  while  toll  authorities 
have  issued  so-called  agency  revenue  bonds  for  higH- 
cost  facilities,  including  bridges,  tunnels,  and  highways. 

Two  questions  of  policy  arise,  therefore,  one  being 
the  advisability  of  borrowing  and  the  other  the  part 
which  tolls  should  play  in  highway  financing.  With 
regard  to  bond  issues,  this  method  of  financing  pro- 
vides current  revenues  when  the  tax  burden  would 
otherwise  be  too  great  to  supply  a  desirable  standard  of 
service,  permitting  an  earlier  realization  of  economical 
motor-vehicle  operation.  For  the  lack  of  adequate 
funds  which  may  result  from  strict  adherence  to  cur- 
rent financing  in  some  cases  means  that  both  the  quality 
and  quantity  of  highway  service  must  be  sacrificed; 
and  because  of  the  consequent  accident  and  time  losses, 
liigher  costs  and  inconveniences,  it  is  often  stated  that 
the  motorist  pays  for  good  roads  whether  he  has  them 
or  not. 

Proponents  of  the  pay-as-you-go  system  point  out, 
on  the  other  hand,  that  greater  care  is  exercised  in  the 
selection  of  projects,  and  there  is  less  tendency  toward 
reckless  expenditure  when  the  highway  program  is 
dependent  upon  current  tax  receipts.  They  also  cite 
the  advantage  of  avoiding  interest  jDayments,  and  they 
warn  against  the  frequent  danger  of  mortgaging  too 
large  a  share  of  motor-vehicle-user  revenues.  For  since 
obsolescence  has  been  such  an  important  factor  in  road 
life,  overborrowing  has  saddled  the  motorist  with  pay- 
ment for  roads  no  longer  in  existence  and  threatened 
the  provision  of  needed  facilities  for  the  future.'^ 


"  A.    J.    Bone,   Massiichiisetts    Institute   of   Technology,   Proceedings, 
Highway  Research  Board,  vol.  19,  1939,  pp.  n9-125. 
"  [bill. 


'"  T'eak  boirowing  by  tlie  State  highway  departments  was  $222,000,000 
in  m.^O.  The  year  of  least  borrowing,  1933,  accounted  for  only 
$2S.OilO.()nO. 

"»  Although  the  virtues  of  pay  as-you-go  finance  have  generally  been 
emphasized  in  the  highway  field,  there  has  also  been  considerable  criti- 
cism of  its  lnadcc]uacies.     In  one  State  it  was  charged  that  adherence 
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While  it  is  recognized  that  there  are  obvious  objec- 
tions to  unwise  borrowing,  and  that  all  factors  must  be 
carefully  taken  into  account  before  large-scale  issue 
of  bonds,  there  are  numerous  examples  of  the  salutary 
results  made  possible  by  judicious  borrowing.  Bridges 
and  tunnels  financed  in  this  manner  have  accounted  for 
some  $100,000,000  of  revenue  bonds,  and  in  addition  at 
least  $120,000,000  of  public  revenue  bonds  have  been 
issued  for  highways.  It  is  believed  that  future  large- 
scale  modernization  of  the  highway  system  necessary  to 
provide  efficient  service  demands  that  further  attention 
be  given  to  possibilities  of  borrowing  to  finance  the 
tasks  for  which  current  revenues  cannot  provide. 

Concerning  the  question  of  whether  bonds  should  be 
serviced  by  motor-vehicle  taxes  or  by  tolls,  the  answer 
depends  largely  upon  the  type  of  facility.  The  collec- 
tion of  cash  tolls  on  any  extensive  scale  would  obviously 
constitute  a  barrier  to  efficient  highway  operations ;  *" 
yet  such  payments  for  special  high-cost  projects  have 
generally  been  a  highly  satisfactory  financial  method, 
and  in  most  cases  the  alternatives  are  not  so  much  the 
use  of  tolls  or  some  other  revenue  sources,  but  rather 
the  use  of  tolls  or  the  abandonment  of  the  project. 

Tolls,  of  course,  need  not  be  paid  in  cash.  It  is 
quite  possible  that  a  regional  superhighway  system 
might  be  financed  through  the  sale  of  special  plates  or 
stickers  which  would  permit  admission  to  the  super- 
highway system.  Except  in  limited  cases,  however,  it 
appears  that  the  toll  principle  embodied  in  the  collec- 
tion of  highway-user  taxes  must  continue  as  the  basis 
of  supplying  funds  to  service  revenue  bonds ;  and  cities 
undertaking  special  high-cost  projects  should  receive 
a  sufficient  share  of  state-collected  revenues  to  finance 
such  projects. 

Aside  fi-om  questions  involved  in  the  matter  of  bor- 
rowing, the  chief  problem  in  highway  finance  is  the 
extent  to  which  motorists  and  property  owners  shall 
share  the  highway  bill.  The  steadily  upward  trend  in 
the  amount  of  motor-vehicle  tax  revenue  and  the  par- 
allel decline  in  property  taxes  for  highways  is  well 
known."  Although  this  trend  under  ordinary  con- 
ditions may  be  expected  to  continue,  it  appears  that 
local  general  funds  and  property  revenues  will  remain 
a  source  of  revenue  where  lightly  traveled  rural  facil- 
ities or  city  streets  are  chiefly  of  benefit  in  terms  of 


to  pay-as-you-go  finance  required  46  percent  of  all  higl^way  funds  to 
be  spent  for  maintenance,  and  that  tlie  motorist  was  "paying  plenty 
and  setting  very  little."  Elsewlere  it  lias  lieen  stated  tbat  pay-as-you-go 
"soundeil  fine"  as  a  slogan  for  politicians,  but  doubt  was  expressed  that 
it  was  practical.  "If  the  pay-as-you-go  plan  is  a  good  thing  then  all  our 
business  methods  must  be  wrong." 

"For  a  discussion  of  the  limitations  of  loll  finance,  see  Toll  Roads 
and  Free  R<  ods.  pp.   S9-nO. 

"State  property  taxes  for  roads  totaled  $S4. 739.000  in  1921,  $10.- 
884,000  in  1032.  and  halt  a  million  in  1939.  Local  rural  road  property 
taxes  of  $400,000  OOO  in  1910  have  also  declined  cons'derab'y.  In  three 
states,  for  example,  the  decade  of  the  30's  resulted  in  property  tax 
declines  from  40  to  4  million. 


land  ownership  rather  than  motor  vehicle  use;  and 
where  certain  street  and  highway  uses  other  than  the 
movement  of  privately  owned  motor  vehicles  are  in- 
volved in  the  provision  of  facilities.  It  is  not  believed 
that  the  percentage  of  the  total  street  and  highway 
bill  to  be  paid  by  motor- vehicle-user  charges  is  suscep- 
tible to  any  mathematical  solution,  but  rather  that 
each  State  must  eventually  designate  a  system  of  roads 
to  be  financed  by  the  motorist,  excluding,  for  the  sake 
of  fairness,  those  local  facilities  which  can  be  supplied 
only  at  very  high  cost  per  vehicle  mile.  The  applica- 
tion of  general  tax  funds  to  any  part  of  the  highway 
system  would  appear  to  be  warranted,  however,  when 
general  governmental  objectives  involve  additional  fa- 
cilities or  greater  costs  than  would  otherwise  be 
included  in  the  transportation  program. 

Distribution  of  inotor-vehide  revenue. — Another 
problem  from  the  standpoint  of  economic  highway 
service  is  that  of  providing  an  acceptable  programming 
of  motor-vehicle  revenue  expenditui^es.  For  while  the 
raising  of  highway  revenue  from  motorists  in  accord- 
ance with  highway  use  assumes  the  expenditure  of  the 
proceeds  in  accordance  with  traffic  requirements,  in 
reality  a  large  part  of  this  money  is  spent  without  con- 
sideration of  motor-vehicle  needs  in  terms  of  traffic  and 
the  cost  of  serving  it.  The  roots  of  this  problem  lie 
to  a  considerable  extent  in  the  fact  that  the  State  is 
collector  of  vehicle  taxes  while  not  only  the  State  but 
the  counties  and  cities,  among  others,  are  charged  with 
the  responsibility  of  providing  highway  services.  This 
situation  has  created  competition  instead  of  coopera- 
tion among  State,  county,  and  municipal  agencies  each 
seeking  a  maximum  share  of  total  funds.  Obviously, 
therefore,  the  resulting  distribution  is  more  often  a 
function  of  the  loudness  of  the  demand  for  funds 
rather  than  of  any  economic  consideration  of  where  the 
money  should  be  spent.  Many  States  grant  little  or 
no  part  of  the  vehicle  tax  fund  to  cities  where  the 
greatest  needs  of  the  motorist  are  generally  con- 
centrated, while  on  the  other  hand  there  is  often  an 
over-generous  contribution  to  local  rural  units  and  a 
corresponding  incentive  to  wasteful  expenditure. 

A  partial  solution  to  the  unequal  distribution  of  rev- 
enues to  various  road  systems  and  political  units  has 
been  attempted  in  the  transfer  of  local  roads  to  State 
jurisdiction.  Thus  the  mileage  of  State-controlled 
highways  has  increased  from  324,000  miles  at  the  end 
of  1930  to  539,000  miles  in  1939,  a  process  which  has 
frequently  involved  the  entire  elimination  of  county 
or  township  roadbuilding  units.''-  In  this  manner  it 
has  been  hoped  that  the  provision  of  facilities  could  be 


'-  For  example,  in  North  Carolina,  Virginia,  West  Virginia,  and  Dela- 
ware neatly  all  rnr.al  roads  are  under  state  control;  and  in  Michigan 
60  000  miles  of  township  roads  have  br^en  transferred  to  county  ad- 
ministration involving  the  elimination  of  1,376  small  road  units. 
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guided  more  in  accordance  with  the  needs  of  the  whole 
system,  and  that  the  costly  wastes  and  inefficiencies 
typical  of  many  local  jurisdictions  might  be  lessened. 
For  the  multiplicity  of  Govei-nment  units  is  not  merely 
a  case  of  too  many  cooks.  The  trouble  is  also  that 
many  rural  jurisdictions  are  often  of  insufficient  size 
and  wealth  to  permit  economic  highway  operations.*^ 

The  objective  of  providing  efficient  administration 
for  highway  facilities,  then,  suggests  as  possible  altern- 
atives a  more  adequate  system  of  State  grants-in-aid  to 
bolster  local  units,  consolidation  of  these  units,  or  in 
some  cases  complete  centralization.  An  adequate 
grant-in-aid  policy  would  be  one  which  recognized  the 
relative  highway  financial  requirements  of  the  various 
jurisdictions,  and  which  embodied  such  administrative 
controls  by  the  States  as  would  assure  a  satisfactory 
application  of  the  funds.**  The  degree  to  which  con- 
solidations or  complete  State  centralization  of  rural 
road  units  might  be  considered  desirable  would  depend 
upon  such  factors  as  the  area  and  mileage  of  roads  in- 
volved, the  amount  of  road  work  necessarj',  and  the 
financial  conditions  involved.  The  wide  variety  of  cir- 
cumstances which  affect  decisions  in  any  State  removes 
the  possibility  of  adopting  any  general  remedy.  But 
there  appear  to  be  several  jirinciples  universally  appli- 
cable. In  the  first  place,  the  expenditure  of  motor- 
vehicle  revenues  should  be  in  accordance  with  traffic 
rather  than  political  considerations.  Secondly,  the 
jurisdiction  in  charge  of  road  building  should  be  se- 
lected according  to  its  economic  capacity  to  perform 
the  work.  Finally,  there  must  be  satisfactory  working 
relations  among  highway  administrative  jurisdictions 
to  permit  the  highway  progi'am  to  develop  on  a  system 
basis  rather  than  on  the  basis  of  rivalry  and  competi- 
tion. It  is  believed  that  intelligent  study  of  these  pos- 
sibilities in  each  State  would  lead  to  substantial 
economies. 

Right-of-way  problem. — A  primary  obstacle  to  the 
provision  of  highway  facilities  on  an  economic  basis 
has  been  the  combination  of  prohibitive  costs  and  legal 
restrictions  which  prevent  the  acquisition  of  necessary 
rights-of-way.  Today  many  streets  and  highways 
which  require  widening  or  realinement  remain  unim- 
proved because  of  exorbitant  land  costs;  and  the  con- 
struction of  new  facilities  has  often  been  held  up  indefi- 
nitely because  of  the  difficulties  of  acquiring  land.  Yet 
even  where  rights-of-way  have  been  obtained  to  permit 
new  construction,  failure  to  acquire  sufficient  widths, 
either  because  of  high  costs  or  prohibitions  against  "ex- 


cess" acquisitions,  has  resulted  in  eventual  impairment 
of  the  road  investment  by  the  encroaclunents  of  abut- 
ting land  users,  and  in  later  widening  difficulties  be- 
cause of  high  damage  costs  and  unreasonable  real 
estate  prices.  The  presence  of  business  establishments 
and  residences  close  to  the  pavement,  and  private  open- 
ings onto  the  highway  at  frequent  intervals,  have  been 
a  positive  menace  to  safe  transpoi'tation  and  a  source  of 
constantly  reduced  highway  capacity.  The  frequent 
necessity  of  building  new  routes  to  relieve  these  bottle- 
necks produced  by  inadequate  controls  over  "ribbon 
development"  often  leads  to  no  effective  solution,  for 
the  same  condition  soon  emerges  in  the  new  location. 

With  the  transfer  of  local  highways  to  the  States, 
the  highway  departments  also  fell  heir  to  the  already 
ancient  laws  relating  to  the  acquisition  of  rights-of- 
way.*^  Many  States  today  can  acquire  land  only 
through  local  road  units,  and  many  of  these  units  are 
still  required  by  law  to  finance  right-of-way  costs  them- 
selves, despite  financial  incapacity.  In  a  majority  of 
States,  property  owners  adjacent  to  proposed  highway 
improvements  have  the  power  to  delay  road  develop- 
ment almost  indefinitely;  and  the  jjractice  of  appropri- 
ating funds  for  land  purchase  in  the  same  bill  calling 
for  construction  of  the  highway  means  that  the  States 
have  never  had  sufficient  funds  to  meet  the  cost  of  a 
desirably  prompt  construction  program  and  a  simul- 
taneous heavy  expense  for  land  acquisition.  As  a  con- 
sequence, road  programs  have  generally  been  governed 
by  the  limited  possibilities  of  land  acquisition. 

A  further  obstacle  to  intelligent  land  acquisition 
policy  is  the  fact  that  both  State  and  local  jurisdic- 
tions operate  under  statutory  restrictions  as  to  the 
maximum  width  of  right-of-way  which  may  be  ac- 
quired. These  limits  have  generally  been  unchanged 
since  their  establishment  before  the  appearance  of  the 
automobile ;  and  where  such  laws  exist  it  is  difficult  to 
acquire  widths  in  excess  of  the  limits  regardless  of  the 
traffic  volumes  to  be  sei'ved.  Thus,  when  the  acquisition 
of  land  in  excess  of  what  is  immediately  needed  would 
assure  future  expansion  and  roadside  protection,  re- 
stricted widths  must  often  suffice,  to  be  added  to  later 
by  purchase  of  adjacent  built-up  properties.*''  If  this 
additional  width  were  provided  originally,  acquisition 
would  be  possible  at  moderate  cost. 

In  spite  of  its  verj'  obvious  appeal  to  common  sense, 
so-called  excess  or  marginal  acquisitions  which  would 
permit  adequate  long-range  highway  developments  is 


"  A  small  unit  is  generally  unable  to  afford  adequate  personnel  or 
equipment,  or  if  it  could  it  would  prohald.v  lie  unable  to  utilize  either 
to  a  decree  wliic*!  would  Justify  tht»  expenditu'-p. 

"  For  a  summary  of  State  controls  over  local  exoenditure  of  motor- 
vehlrle  revenues,  see  It^th  Proceedings^  HigUwny  Research  Board,  pp. 
39-44. 


'=  See  L.  E.  Boykin.  "Expropriated  Rightsof  Way,"  American  High- 
wans.  April  11)41.  vol.  XX,  No.  2. 

"The  cost  of  urban  street  widcnings  offers  the  most  striking  example 
of  the  land  probh  m.  The  city  of  Detroit  widened  3  miles  of  Wood- 
ward Avenue  .-it  a  total  cost  of  $11.1^8  000.  of  which  $n..S06.000  was  land 
costs.  In  Chicago  the  widening  of  Oakland  and  Western  Avenues  cost 
more  than  one-third  of  a  million  dollars  for  each  additional  10  feet  of 
width. 
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hampered  by  many  constitutional  and  legal  barriers. 
Although  several  States  have  constitutional  or  statu- 
tory authority  which  permits  them  to  acquire  excess 
lands  under  the  power  of  eminent  domain,  this  power 
is  used  to  only  a  limited  extent.  Courts  have  dealt 
with  the  constitutionality  of  marginal  land  acquisitions 
in  specific  cases  only,  rather  than  on  the  basis  of  the 
broad  principles  involved ;  and  on  the  whole  they  have 
not  been  favorable. 

The  land  problem,  which  has  grown  to  critical  pro- 
portions with  the  developing  need  for  large-scale  urban 
highway  developments,  led  the  Congress  in  1940  to 
authorize  the  Eeconstruction  Finance  Corporation  to 
cooperate  with  the  States  in  financing  the  acquisition 
of  rights-of-way  "necessary  or  desirable"  for  highway 
projects  otherwise  eligible  for  Federal  Aid.'*'  Although 
participation  by  the  Reconstruction  Finance  Corpora- 
tion appears  to  constitute  a  promising  step  toward 
dealing  with  immediate  problems,  a  more  desirable 
permanent  measure  would  be  the  creation  of  a  Federal 
agency  with  sufficient  funds  and  legal  authority  to 
acquire  lands  necessary  for  highway  improvement, 
which  it  would  make  available  to  State  and  local  gov- 
ernments on  a  time-payment  basis.  This  type  of  set- 
up would  avoid  the  restrictions  placed  upon  the  States 
with  respect  to  debt  limits,  and  would  circumvent  the 
archaic  and  time-consuming  acquisition  processes  of 
the  counties.  In  addition,  the  basis  would  be  laid  for 
a  long-range  positive  plan  of  land  acquisition  which 
would  make  possible  the  public  works  programs  con- 
templated for  the  post-defense  period.  Without  such 
financial  and  legal  assistance  in  avoiding  current  ob- 
stacles to  highway  development,  it  is  difficult  to  fore- 
see any  immediate  large-scale  modernization  of  the 
highway  transportation  systeni.^^ 

Highway  employ Trvent. — Among  the  various  tests  of 
efficiency  in  the  use  of  resources  for  highway  develop- 
ment, a  foremost  consideration  is  the  effective  appli- 
cation of  human  resources.  In  the  past  several  decades 
the  availability  of  modern  machines  has  made  possible 
tremendous  increases  in  the  productivity  of  labor,  and 
consequently  in  the  amount  of  roadbuilding  and  the 
high  standard  of  road  service.  "With  the  emplojnnent 
problem  reaching  such  proportions  during  the  recent 
depression,  however,  it  became  necessary  to  provide 
jobs  quickly  and  on  a  large-scale;  and  the  lack  of 
plans  in  readiness  for  such  an  emergency  made  neces- 
sary a  resort  to  work-relief  programs  comprising  proj- 
ects having  immediate  employment  rather  than  ulti- 
mate usefulness  as  their  primary  objective.  As  a  re- 
sult,  technological   advance  had   to  be   forsaken   for 


antiquated  hand-labor  methods,  and  the  desire  to  create 
more  jobs  overcame  the  desirability  of  building  better 
roads. 

That  the  application  of  relief  labor  to  the  highways 
has  resulted  in  substantial  improvements  cannot  be 
denied.  New  and  reconstructed  bridges  and  pave- 
ments, grade  crossing  protection,  drainage  facilities, 
sidewalks,  signing,  landscaping,  and  traffic  controls 
have  been  among  the  many  physical  accomplishments 
of  the  Work  Projects  Administration.*"  Up  to  1941 
the  relief  program  is  reported  to  have  involved  work 
on  517,000  miles  of  roads  and  streets;  and  at  the  end 
of  1939  there  were  903,000  workers,  or  44  percent  of 
the  total  WPA  pay  roll,  engaged  on  road  projects. 

The  lesson  which  the  WPA  experience  has  taught 
is  sufficient  warning  of  the  immediate  need  for  a  de- 
tailed jDlanning  of  public  works  which  will  provide  a 
ready  shelf  of  worthwliile  projects  in  the  post-war 
era,  or  in  any  future  time  of  depression.'^"  On  the 
basis  of  these  advance  plans,  unused  factors  of  pro- 
duction may  readily  be  engaged  not  only  toward  the 
end  of  providing  employment,  but  of  furnishing  needed 
facilities  in  the  most  economic  manner.  For  the  de- 
termination to  turn  future  labor  surpluses  to  greater 
account  in  the  field  of  public  works  perhaps  constitutes 
the  most  promising  jDossibility  of  accomplishing  on  a 
large  scale  the  physical  requirements  of  an  economic 
highway  system. 

Summary 

Safety,  speed,  and  economy,  then,  are  the  factors 
which,  combined  with  esthetic  considerations,  make 
possible  the  provision  of  adequate  and  efficient  high- 
way transportation  service. 

Because  they  are  interrelated  in  a  complex  manner, 
each  one  simultaneously  contributing  to  and  detracting 
from  the  other,  the  organization  of  the  road  building 
function  and  the  programming  of  highway  expendi- 
tures becomes  a  difficult  problem  of  adjustment.  To 
achieve  optimum  results,  all  factors  must  be  balanced 
in  such  a  way  as  to  permit  each  its  maximimi  develop- 
ment; and  although  nicety  is  impossible  in  such  calcu- 
lations, engineering,  and  administrative  clear  thinking 
must  be  based  upon  these  underlying  concepts.  For 
since  the  provision  of  highways  is  only  incidental  to 
the  provision  of  motor  vehicle  movement,  the  quality 
of  vehicle  operation  constitutes  the  real  guide  to  high- 
way policy. 


■"Section  12  of  the  Fedfr.il  Hipliway  Act  of  1940.  No  loans  have 
yet  boen  mafle  under  this  authorization. 

"  For  a  fnll  discussion  of  the  nature  and  significance  of  the  land 
acquisition  prolilem,  see  Toll  lioads  and  Free  Roads,  pp.  114—122. 


"  For  a  summary  of  work-relief  accomplishments  to  January  1, 
1941,  see  Report  of  the  President  of  the  United  States  to  the  Conyress, 
Emertjenci/   Relief  Appropriation   Aets,   lO.l'i'^1.  January,    1941. 

K"  See  Alvin  H.  Hansen,  Fiseal  Policii  and  Business  Cycles,  1941,  p.  90. 
Professor  Hanson  p^iints  out  that  while  relief  expenditures  provide  more 
immediate  employment,  positive  recovery  requires  stimtilation  of  the 
production  industry,  not  of  consumption  purchases.  This  latter  effect 
is  obtained   through  public  works   rather  than  relief  programs. 
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Conclusions  and  Recommendations 

The  foregoing  statement  of  highway  transportation 
characteristics  and  of  problems  encountered  in  the  pro- 
vision of  adequate  facilities  is  in  no  way  intended  as 
a  complete  pictui'e  of  the  responsibility  of  public  action 
in  this  field.  Many  further  issues  would  demand  at- 
tention in  a  treatment  of  unlimited  scope.  The  mes- 
sage which  this  chapter  has  sought  to  convey  is  simply 
that  in  spite  of  substantial  achievements,  government 
effort  in  the  provision  of  highways  has  fallen  far  short 
of  furnishing  the  type  of  service  which  the  require- 
ments of  a  motorized  nation  demand,  or  which  the 
Nation's  wealth  would  seem  to  warrant.  Engineering 
vision  has  too  often  been  subordinated  by  the  persist- 
ence of  legal,  financial,  and  administrative  obstacles 
which  exist  only  because  public  inertia  pz-events  their 
removal.  Many  current  policies  are  based  upon  circum- 
stances which  modern  motor  transportation  has  long 
rendered  obsolete;  and  the  forces  of  time  and  habit 
have  too  often  placed  the  shortcomings  of  public  action 
iji  the  categorj^  of  necessary  evils. 

In  view  of  the  multiplying  hazards  and  inconven- 
iences which  are  exerting  pressure  for  modernization 
of  the  highway  system,  and  in  the  light  of  current 
trends  toward  the  accomplishment  of  higher  standards 
to  correct  such  deficiencies,  it  would  be  overly  pessi- 
mistic to  hold  that  the  future  will  long  obstruct  a 
realization  of  the  greater  service  possible  in  motor 
transport.  The  increasing  application  of  highway 
planning  and  research,  and  the  centering  of  attention 
ui^on  the  city  as  well  as  the  rural  problem,  have  already 
yielded  signs  of  encouragement.  Undoubtedly  the 
highway  system  of  the  future  will  be  based  largely 
ujjon  these  two  developments. 

The  provision  of  future  highway  service  must  quite 
naturally  place  gi'eater  emphasis  upon  the  part  which 
motor  transport  is  to  have  in  the  whole  transportation 
pattern.  Inherently  adapted  to  providing  the  speed 
and  flexibility  necessary  for  convenient  short-run  serv- 
ice, motor  transport  will  be  developed  in  the  city 
through  a  replanning  of  the  entire  circulatory  system, 
including  parking  and  terminal  areas;  and  in  the 
country  by  a  limited  system  of  interregional  highways, 
including  freeways  where  traffic  requii'es,  designed  with 
adequate  rights-of-way  properly  protected  from  adja- 
cent developments,  and  in  connection  with  a  more  ex- 
tensive land  service  network  of  low-cost  all-weather 
roads. 

In  this  future  transportation  pattern,  with  each 
transport  agency  performing  the  tasks  for  which  it  is 
best  adapted,  it  is  inconceivable  that  the  railroads  will 
continue  to  carry  large  volumes  of  less-than-carload 
shipments  which  the  truck  or  plane  is  better  suited  to 
accommodate;  and  the  provision  of  fast-freight  serv- 


ice by  rail  and  express  service  by  air  will  accommo- 
date many  of  the  long  hauls  now  moving  by  highway. 
Similarly,  in  the  passenger  field,  the  private  and  com- 
mercial plane  can  be  expected  to  cut  deeply  into 
long-distance  trips  by  automobile  and  bus.  Having  in 
mind  the  ultimate  development  of  transportation  in 
accordance  with  such  considerations — a  development 
toward  which  intelligent  revision  of  transpoi-t  policy 
must  inevitably  lead — the  following  are  recommended 
as  guides  to  future  highway  policy  which  will  permit 
a  realization  of  the  inherent  advantages  of  motor 
transportation : 

1.  Public  action  in  the  provision  of  highwaj'  facili- 
ties should  be  directed  to  the  over-all  requirements  of 
the  whole  highway  system,  including  rural  and  urban 
areas  and  primary,  secondary,  and  local  roads. 

2.  The  expenditure  of  motor-vehicle  revenues  should 
be  predicated  on  the  principle  that  user  charges  should 
be  spent  where  the  needs  of  traffic  dictate,  in  order  to 
provide  adequate  facilities  for  those  who  pay  the  bill. 

3.  Of  the  vast  highway  mileage  in  the  United  States, 
many  thousands  of  miles  of  little-traveled  routes  have 
no  legitimate  claim  for  improvement  with  public  funds. 

4.  The  relationship  developed  between  the  Federal 
and  State  Governments  as  a  basis  for  grant-in-aid  pol- 
icy requires  further  extension  in  relations  between  the 
States  and  local  road-building  units,  particularly  in 
the  expenditure  of  State-aid  funds. 

5.  Consolidation  and  coordination  of  the  vast  num- 
ber of  highway  administrative  units  must  be  accom- 
plished in  accordance  with  economic  operating  limits. 

6.  Because  of  the  magnitude  of  highway  needs  in 
and  around  cities,  a  larger  proportion  of  State  and 
Federal  highway  funds  should  be  spent  in  these  areas. 

7.  The  provision  of  parking  facilities  is  a  public 
responsibility,  and  public  action  should  be  taken  to 
assure  adequate  off-street  accommodations  as  a  part 
of  the  urban  highway  plan. 

8.  Efforts  to  reduce  the  highway  accident  toll  must 
give  proper  weight  to  all  the  variable :  The  driver,  the 
pedestrian,  the  vehicle,  and  the  highway;  and  there 
must  be  a  coordinated  set-up  for  safety  administration, 
together  with  an  overhauling  of  traffic-court  procedure. 

9.  The  immediate  necessity  for  removing  legal  and 
financial  obstacles  to  land  acquisition  calls  for  the 
establishment  of  a  Federal  land  authority  empowered 
to  acquire  and  finance  right-of-way  for  the  States  and 
local  jurisdictions  to  repurchase  on  a  time-payment 
basis. 

10.  Unsightly  advertising  and  commercial  develop- 
ments using  the  I'oadside  as  a  place  of  business  should 
be  regulated  to  restore  to  the  highway  and  the  com- 
nuinity  a  respectable  appearance,  and  to  make  possible 
the  efficient  service  of  which  the  highway  and  automo- 
tive engineer  are  capable. 


2.    THE 


PART    II  — SECTION    III 
MOTOR    TRANSPORT    INDUSTRY^ 

By  C.  S.  Morgan,  E.  V.  Breitenbach,  and  J.  O.  Riley ' 


This  paper  endeavoi's,  in  rather  brief  fashion,  to 
indicate  the  structure  and  economic  characteristics  of 
the  for-hire  motor  transport  industry  in  its  two  major 
divisions,  to  appraise  the  industry  from  various  view- 
points, and  to  set  out  some  of  the  problems  it  faces 
and  some  of  those  it  has  created  for  other  forms  of 
transportation. 

Development 

Transportation  of  Property 

The  motor  vehicle  has  proved  to  be  a  technological 
advance  of  prime  importance.  The  motortruck,  how- 
ever, seemed  to  many  in  the  earlier  days  of  motorized 
vehicles  to  show  much  less  promise  than  did  the  passen- 
ger car  of  becoming  an  agency  of  intercity  or  over-the- 
I'oad  transportation.  Only  10,000  trucks  were  in 
service  in  1910  and  thej'  rarely  were  found  off  city 
streets.  By  1920,  however,  over  a  million  were  regis- 
tered, and,  though  most  were  used  in  the  urban  field, 
a  not  inconsiderable  number  were  dedicated  to  inter- 
city and  other  over-the-road  service.  By  that  year,  in 
fact,  a  new  industry  of  great  possibilities  had  em- 
barked on  its  way.  Its  marked  development  resulted 
largely  from  the  concurrent  improvements  of  vehicles 
and  roads  and,  more  basically,  from  a  latent  demand 
for  the  kind  of  service  the  truck  could  render.  Inter- 
city trucking  followed,  however,  in  the  wake  of  ex- 
panding intercity  uses  of  the  private  car.  The  latter, 
far  outnumbering  the  commercial  vehicle,  created  an 
effective  demand  for  road  improvements  and  thereby 
brought  about  the  provision  of  facilities  which  users  of 
commercial  vehicles  could  not  have  called  into  being 
had  they  stood  alone. 

The  earliest  over-the-road  uses  of  trucks,  other  than 
those  of  farmers,  commonly  represented  a  reaching 
out  of  local  cartage  operators.  The  beginnings  were 
inauspicious  and  seem  likely  to  have  gained  sub- 
stantial impetus  only  after  a  considerable  lapse  of 
time.  The  first  World  War  intervened,  however,  and 
imposed  so  extraordinary  a  burden  on  existing  trans- 


'  Because  of  space  limitations,  in  many  instances  qualifying  state- 
ments and  explanatory  and  illustrative  material  have  been  omitted. 
The  authors  will  be  glad  to  supply  these  on  request  to  interested 
students. 

2  Assistant  Director ;  Chief,  Section  of  Accounts ;  and  Associate 
Economic  ,\nalyst.  respectively,  Bureau  of  Motor  Carriers,  Interstate 
Commerce  Commission. 
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portation  facilities  that  the  truck  was  more  or  less 
forced  to  carry  a  share  of  tlie  burden.  An  unusual 
opportunity  for  the  industry  to  get  under  way,  with 
the  friendly  beckoning  of  the  railroads,  was  thus  pre- 
sented. Many  present  leaders  of  the  industry  then  saw 
for  the  first  time  the  possibilities  of  this  new  field  of 
enterprise.  The  vehicles  available  were  heavy,  clumsy 
in  design,  and  poorly  sprung,  with  solid  tires  and  in- 
efficient power  plants,  and  were  costly  to  operate.  By 
1920  trailer  combinations,  soon  to  prove  a  great  boon 
to  the  industry,  had  found  only  limited  use  in  the 
city  field.  Nevertheless,  with  rail  service  seriously 
slowed  down  in  vital  spots  and  with  rail  rates  at  a 
high  level,  the  truck  of  the  World  War  period  could 
and  did  give  a  limited  but  beneficial  service  to  shippers. 
The  spark  was  thus  supplied;  the  industry  needed  no 
further  prompting.  It  turned  to  manufacturers  for 
better  equipment  and  joined  the  passenger-car  group 
in  demanding  further  road  improvements.  Both  were 
forthcoming,  and  the  future  seemed  to  offer  abounding 
opportunities  for  the  development  of  successful  truck- 
ing enterprises. 

Conditions  materially  changed,  however,  in  the  early 
twenties.  The  attitude  of  the  railroads  veered  from 
one  of  general  friendliness  to  one  of  general  and  in- 
creasing hostility.  Business  slumped  in  the  latter  half 
of  1920;  after  recovery  in  1923,  the  demand  for  trans- 
portation service  advanced  at  a  slower  pace  than  had 
been  expected.  Moreover,  it  was  necessary  that  the 
motor-transport  industry  go  through  a  period  of 
largely  uncontrolled  development.  Less  capital  was 
required  to  engage  in  trucking  than  to  set  up,  say,  a 
modest  retail  establishment.  Shippers  naturally  wel- 
comed this  new  type  of  service  and  many  quickly  real- 
ized how  they  could  pit  motor  carriers  against  the 
railroads  and  against  each  other.  Some  shippers  and 
some  purveyors  of  equipment  ruthlessly  exploited  an 
industry  which  had  not  yet  found  its  feet.  They 
invited  many  into  the  field  who  had  no  business  there 
and  who  had  no  power  to  resist  the  impositions  placed 
upon  them.  Operations  commonly  were  conducted  on  a 
hand-to-mouth  basis  and  with  a  short-sighted  disregard 
of  costs.  The  turn-over  of  operators  was  heavy  and 
the  losses,  individually  small,  amounted  to  a  large  sum 
annually.  State  control  of  entrance  into  the  inter- 
state field  was  ineffective  and  was  largely  nullified  by 
the  KuyJcendall  decision  in  1925  (267  U.  S.  307) .    Oper- 
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ations  thereupon  mushroomed  further.  Shippers  were 
in  the  dark  as  to  their  comi^etitors'  rates  or  what  their 
own  rates  would  be  a  short  time  in  the  future;  private 
motor  transportation  also  grew  and  contributed  to 
the  difficulties  in  which  rail,  motor,  and  water  carriers 
were  enmeshed ;  the  industry  got  more  and  more  out  of 
hand;  motor  rates  often  were  depressed  to  uneconomic 
levels  and  rail  rates  were  severely  cut,  particularly 
after  the  general  business  depression  revealed  the  vul- 
nerability of  the  rail  position:  and  business  standai'ds 
suffered.^ 

These  conditions  of  free  play  lasted  about  15  years, 
or  long  enough  to  have  enabled  the  public  to  determine 
the  general  aptitudes  and  problems  of  the  industry  and 
the  need  for  its  effective  regulation  in  the  public  in- 
terest. A  number  of  strong  operators  emerged  in  each 
section  of  the  country.  Reluctant  for  a  long  time  but 
profiting  by  the  experience  gained  under  the  National 
Industrial  Recovery  Act,  and  spurred  on  by  the  pros- 
pects of  what  conditions  would  be  on  the  demise  of 
that  act,  these  operators  accepted  the  inevitable  and 
threw  their  active  support  to  Federal  regulation. 
Smaller  carriers,  generally  less  articulate,  varyingly 
followed  suit,  were  indifferent  to  or  opjDosed  to  Federal 
regulation,  or,  as  was  true  in  the  case  of  a  great  many 
very  small  operators,  did  not  laiow  such  regulation 
was  in  the  offing  until  or  after  it  had  been  enacted. 
Many,  in  fact,  had  to  be  sought  out  some  months  after 
the  legislation  was  passed  in  1935  and  urged  by  the 
Commission  to  protect  the  rights  which  the  Act  granted 
them. 

Tlie  industry  had  only  partially  grown  up  by  1935; 
it  lacked  various  of  the  marks  of  maturity  presently 
noted  in  the  case  of  carriers  of  passengers.  Its 
dynamic  growth  had  made  it  a  substantial  but  unrulj' 
member  of  the  transportation  family.  It  had  disap- 
pointed the  railroads,  which  then  looked  upon  it,  as 
many  still  do,  as  inherently  a  short-haul  and  feeder 
type  of  transportation.  In.stead,  it  had  developed, 
under  a  free  hand,  in  deadly  competition  with  rail  and 
some  branches  of  water  transportation.  Though  it 
spread  its  services  out  over  the  byways,  it  developed 
most  extensively  where  the  major  flows  of  traffic  oc- 
curred and  therefore  over  routes  which  parallel  the  rail 
lines  and  often  short-cut  the  water  lines.  Long  before 
1935  it  had  become  a  national  problem. 

The  impossibility  of  measuring  the  growth  of  the 
industry  is  clear  from  the  foregoing.  The  beginnings 
were  so  humble,  the  growth  after  the  War  ]3eriod  was  so 
fast,  operators  were  preponderantly  small,  and  came 
aiKl  went  with  such  frequency  that  adequate  record- 


keeping and  statistical  reports  could  not  have  been 
expected.  The  number  of  carriers  in  the  various  post- 
war years  and  their  aggregate  annual  revenues  probably 
will  always  remain  beyond  reliable  estimate.  How- 
ever, it  is  possible  to  make  reasonable  acceptable  guesses 
as  to  the  trend  in  the  aggregate  volume  of  service  ren- 
dei'ed  in  the  last  15  years.  A  set  of  estimates  of  this 
kind  is  given  below.'' 


Ton-miles 

Percent  increase 

Year 

Over  1926 

Over  pre- 
ceding 
figure 

1921). _ _.. 

Billions 
27.7 
32.4 
42.6 
48.5 

19:j2 

17 
54 
75 

17 

1937 

1940. 

31 
14 

These  estimates  are  intended  to  exclude  transporta- 
tion on  trips  of  25  miles  or  less.  They  cover  both 
private  and  for-hire  transportation.^  In  the  greater 
part,  if  not  all,  of  the  period  shown  an  approximately 
equal  division  between  the  two  branches  may  be  as- 
sumed, though  far  fewer  for-hire  than  private  vehicles 
are  required  to  furnish  a  given  number  of  ton-miles  of 
service." 

Transportation  of  Passengers 

Carriers  of  passengers  in  the  intercity  field  went 
through  a  process  of  development  which  in  some  re- 
spects necessarily  differed  from  that  of  carriers  of 
property.  Here  also  the  beginnings  before  the  World 
War  were  small  and  in  the  "byways."  Equipment  was 
crude  and  reliable  and  comfortable  service  could  not 
be  rendered  over  any  great  distance.  The  rise  in  rail 
travel  in  the  World  War  period  to  an  all-time  peak 
pi'ovided  a  definite  stimulus  to  the  bus  industry,  though 
a  lesser  one  than  that  provided  by  the  importunities 
of  shippers  and  railroads  in  the  case  of  property  trans- 
portation. Also,  the  field  for  development  after  the 
War  was  somewhat  less  open  or  free,  owing  to  the 
larger  capital  required  to  enter  the  business  and  to 
the  responsibility  felt  by  the  majority  of  operators  for 
the  maintenance  of  reliable  service.  This  responsibility 
to  the  traveling  public  also  found  expression  in  numer- 
ous State  acts  and  administrative  rulings  in  respect 


•See  Federal  Coordinator  of  TransportaUon,  Regulation  of  Trans- 
portation Aijencies,  Senate  Doc.  No.  152,  T.'id  Cong.,  2d  sess.,  pp.  1-2, 
13-15. 


•  Ba.sed  on  estimate  for  1940  in  55th  Annual  Report  of  the  Interstate 
Commerce  Commission,  adjusted  for  total  truck  registrations  in  the 
otlier  years  shown.  The  metliod  employed  somewhat  o^'erstates  the  im- 
portance of  truck  transportation  in  the  early  years  and  to  that  extent 
understates  the   percentage  increase   over  1926. 

'The  distinction  hetween  the  two.  none  too  clear  at  present,  was  even 
less  clear  in  the  period   prior  to  Federal  regulation. 

®  See  Interstate  Commerce  Commission,  Federal  Ker/vlatifm  of  the 
Sines  atid  Wcinht  of  Motor  Vchieles,  House  Doc.  No.  354,  77th  Cons., 
1st  sess.,  pp.  91-97,  113-115,  fipr  explanation  in  terms  of  the  larger 
size  and  greater  annual  mileage  of  for-hire  vehicles. 


402 


National  Resom'ces  Planning  Board 


of  the  provision  of  iiisiiiance,  the  observance  of  safety 
standards,  and  the  maintenance  of  schecUiles.  These 
controls  were  not  seriously  affected  by  the  Kuykendall 
decision  of  1925.  Organized  user  pressure  was  lacking 
for  the  most  part  and  railroad  hostility  was  less  marked 
than  in  the  truck  field,  though  bus  operations  soon 
found  their  waj-  to  routes  which  connected  the  larger 
cities,  in  direct  competition  with  the  railroads. 

A  race  for  operating  rights  began  and  reached  a 
faster  and  faster  pace,  set  by  a  few  strong  operators 
who  could  foresee  the  possibilities  of  the  industry. 
The  carriers  who  lacked  the  ability  or  desire  to  ex- 
pand soon  fell  behind  in  the  face  of  the  competition 
of  carriers  whose  operations  paralleled  their  own  and 
reached  out  beyond  to  distant  places.  Competition  got 
severely  out  of  hand,  but  the  condition  was  not  chronic. 
Thus,  travelers  could  "shop  around"  for  bargains  in 
fares  and  were  abetted  by  last-minute  efforts  to  "make 
a  load";  going  rates  in  some  cases  were  driven  to  ruin- 
ous levels  for  short  periods ;  "fighting  lines"  were  used 
by  some  strong  operators  to  drive  out  newcomers  who 
held  out  a  less  desirable  service  at  lower  fares.  The 
public  suffered  to  some  extent  from  the  iri-esponsibility 
of  operators  who  lacked  capital,  were  ignorant  of  the 
problems  involved  in  the  conduct  of  a  sound  enter- 
prise, or  looked  to  short-run  profits  and  cared  little 
or  nothing  for  their  obligations  to  the  public.  Such 
operators  lost  out  in  time,  and  conditions  generally 
showed  definite  signs  of  improvement  several  years 
before  Federal  regulation  was  undertaken. 

In  other  words,  the  bus  industry  "grew  up'"  more 
rapidly  than  did  intercity  trucking.  It  was  natural 
that  such  should  have  been  the  case,  as  the  industry 
was  recognized  at  an  early  date  as  having  some  of 
tlie  characteristics  of  a  "natural  monopoly."  It  served 
and  was  required  to  serve  all  who  came,  in  contrast 
to  the  individualized  services  of  many  carriers  of  prop- 
erty, and  its  operations  were  of  a  kind  in  which  sheer 
size  and  reach  spell  special  benefits  to  the  users  of  the 
service.  An  extensive  radius  of  operations,  unification 
of  carriers,  financing  with  capital  beyond  that  supplied 
by  the  operators,  adequate  responsibility  to  patrons, 
more  effective  cooperation  between  the  carriers,  recog- 
nition of  the  need  for  Federal  regulation,  and  other 
evidences  of  maturity  came  at  a  fairly  early  date  in 
this  industry.  Its  field  of  service,  though  shown  by 
recent  developments  not  to  be  immutable,  is  not  the 
subject  of  a  basic  controversy  such  as  exists  in  the 
property-carrying  field. 

As  a  result  of  the  conditions  noted  above,  of  the 
absence  of  complex  differences  in  the  legal  status  of 
the  carriers,  of  tlie  relatively  small  number  of  carriers, 
and  of  the  ability  of  trade  journals  to  keep  up  with 


developments,  a  somewhat  more  satisfactory  statistical 
record  going  back  over  15  years  is  available.  Essential 
parts  of  this  record  are  briefly  set  out  below:' 


Year 

Number 
of  carriers 

Number 

of  busses 

in  use 

Busses 

per 
carrier 

Miles  of 
bus  route 

Miles  of 

route  per 

carrier 

Bus  miles 

1925 

1928 

1932. _ 

1935 

1939 

6.200 
7,700 
3.900 
3.  500 
2,598 
2,308 

23,000 
30, 000 
26,  500 
23,500 
18,614 
18,  000 

3.7 
3.9 
6.8 
6.7 
7.2 
7.8 

200. 000 
280.000 
365. 000 
345, 000 
331,000 
315,000 

32 

36 
94 
99 
127 
136 

920. 000. 000 
1,  320,  000.  000 
1,120.000.000 

1.  ion.  000.000 

863.  000.  000 
884, 000, 000 

1940.. 

The  decline  in  the  number  of  carriers  since  1928  is 
indicative  mainly  of  the  process  of  unification  and  of 
the  dropping  out  of  smaller  carriers,  but  the  decline 
in  the  number  of  busses  and  bus-miles  reflects  in  large 
part  an  increase  in  the  seating  capacity  and  in  the 
effectiveness  of  the  utilization  of  equipment.  Changes 
in  miles  of  bus  route  reflect  expansion  and  abandon- 
ment of  operations  and  unifications  of  duplicated 
services.  Data  on  the  number  of  passengers  carried, 
while  available,  are  not  sufficiently  accurate  for  indi- 
cating trends  in  business  volume.  Recently,  and  espe- 
cially within  the  last  year,  the  luimber  of  intercity 
passengers  has  increased.  Relative  to  the  total  busi- 
ness, long-haul  passenger  travel  by  bus  is  becoming 
somewhat  less  important. 

General  Comments 

The  intercity  trucking  industry  entered  the  period 
of  Federal  regulation  with  many  more  problems  and 
yet  more  reluctantly  than  did  the  bus  industry.  Con- 
ditions inherent  in  bus  transportation  and  the  greater 
effectiveness  of  State  regulation  brought  about  a  sub- 
stantial degree  of  indirect  control  of  entrance  into 
interstate  service  and  of  demarcation  of  the  spheres 
of  influence  of  individual  carriers,  and  the  making  of 
rates  could  then,  as  now,  be  left  very  largely  to  the 
carriers  themselves.  External  and  internal  pressures 
existed,  but  they  were  far  less  important  than  the 
shipper,  railroad,  and  internal  pressures  that  were 
being  felt  by  the  trucking  industry.  The  latter,  as  the 
result  of  its  uncontrolled  development,  faced  the  Her- 
culean task  of  working  out  satisfactory  rate  structures 
and  of  straightening  out  badly  entangled  and  often 
vague  and  uncertain  operating  rights,  as  well  as  a 
large  number  of  related  but  lesser  tasks.  Five  or  six 
years  of  Federal  regulation,  aided  in  some  cases  by 
more    effective    State    regulation,    have    accomplished 


'Adapted  from  table  3  of  Federal  Coordinator  of  Transportation, 
Hoiim,  Wages,  and  Workinij  Conditions  in  the  Intercity  Motor  Transport 
Industries,  19.36,  part  I,  with  addition  of  data  for  1939  and  1940.  The 
amounts  shown  are  from  data  in  Bus  Transportation  and  Bus  Facts. 
The  possibility  of  there  being  some  errors  is  noted  in  the  Coorflinator's 
report. 
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much  in  these  directions.  Natural  differences  in  the 
characteristics  of  the  various  members  of  the  trucking 
industry  continue,  of  course,  though  clarification  of 
what  these  differences  are  still  is  far  from  complete. 
Intercity  carriers  of  property,  in  the  view  of  some, 
are  attempting  to  function  in  fields  beyond  those  indi- 
cated by  their  natural  aptitudes.  The  industry,  still 
dynamic,  as  a  whole  resists  any  efforts  to  circumscribe 
its  field  of  operations,  though  in  varying  degrees  it 
indicates  a  willingness  to  "coordinate"  its  services  with 
those  of  the  railroads.  The  jDroblem  of  determining 
and  implementing  the  aptitudes  of  motor  transporta- 
tion of  property,  and  the  other  problems  noted  above 
have  their  genesis,  in  part,  in  the  way  in  which  the 
motor  carrier  industry  developed. 

Economic  Structure 

The  discussion  to  this  point  has  embraced  in  a  gen- 
eral way  all  classes  of  for-hire  motor  transjDortation. 
It  now  becomes  necessary  to  confine  the  coverage  for 
the  most  part  to  carriers  subject  to  the  general  juris- 
diction of  the  Commission.*  This  need  arises  mainly 
from  lack  of  data.*  In  the  interest  of  brevity  and  in 
view  of  the  removal  of  many  local  carriers  from 
Federal  regulation  as  motor  carriers,"  the  ensuing  dis- 
cussion is  further  confined  for  the  most  part  to  carriers 
engaged  predominantly  in  intercity  or  over-the-road 
service." 

The  term  "economic  structure"  refers  to  the  make-up 
of  the  motor  transport  industry  (number,  sizes,  and 
kinds  of  carriers  and  the  classes  of  service  rendered) 
and  to  the  economic  interests  reiDresented  in  the 
industry. 


^  That  is,  to  control  of  entrance  into  service  and  of  rates  and  related 
matters,  in  addition  to  safety  regulations. 

"  Tlie  omitted  groups  include  "exempt"  and  certain  "local"  interstate 
for-hire  carriers,  subject  to  rogularion  only  in  respect  of  safety  and  max- 
imum bases  of  service  (section  203  (b)  of  Interstate  Commerce  Act), 
and  intrastate  for-hire  carriers.  Unquestionably,  there  are  many  thou- 
sands of  motor  carriers  of  property,  preponderantly  small  in  size,  engaged 
only  in  intrastate  transportation  ;  i.  e.,  within  the  borders  of  a  single 
state  without  connection  with  transportation  to  or  from  points  outside 
the  state.  The  amount  of  intrastate  transportation,  including  that  per- 
formed by  Interstate  carriers,  undoubtedly  is  a  very  sub.stantial  part  of 
all  over-the-road  transportation.  In  addition,  legislation  enacted  in 
1940  removed  from  regulation  as  motor  carriers  those  carriers  which 
perform  transfer  collection,  and  delivery  service  for  common  carriers 
subject  to  regulation  as  a  railroad,  an  express  company,  a  motor  carrier, 
or  a  water  carrier  (section  202  (c)  (2)).  This  legislation  also  provided 
for  the  conditional  exemption  of  carriers  operating  within  a  single 
state  whose  interstate  transportation  is  found  not  to  require  regulation 
under  the  Interstate  Commerce  Act  (section  204  (4a)).  Many  carriers 
have  been  eliminated  under  the  first  provision,  but  few  have  applied 
for  exemption  under  the  second.  In  the  case  of  bus  operations,  carriers 
"exempt"  under  section  203  (b)  are  less  important  than  in  the  property 
field,  wholly  intrastate  operations  are  of  very  minor  importance,  except 
In  the  suburl)an  field,  and  there  is  relatively  little  local  service  subject 
to  tlio  provision  of  section  202    (c)    (2). 

">  See  preceding  footnote. 

^'  For  purposes  of  convenient  reference,  local  carriers  are  left  in  tables 
1  and  4,  and  there  is  incidental  mention  of  them  from  time  to  time. 


Carriers  of  Property 

As  of  December  31,  1939,  there  were  26,167  carriers 
of  property  of  record  subject  to  the  general  jurisdic- 
tion of  the  Commission,^^  of  which  21,424,  or  81.9  per- 
cent, were  engaged  predominantly  in  intercity  service 
and  4,743,  or  18.1  percent,  predominantly  in  local 
service. 

Distribution  of  Carriers  by  Size 

Motor  transportation  of  property  has  been  and 
still  is  conducted  to  a  very  large  extent  by  small 
cai-riers.  Table  1  shows  that  carriers  with  1  power 
unit  (truck  or  tractor)  or  2  such  units  represented  54.6 
percent  of  the  intercity  carriers  in  1939,  but  accounted 
for  only  14.5  percent  of  the  power  units  and  8.6  percent 
of  the  revenues.  Class  II  and  Class  III  carriers  con- 
stituted 95.5  percent  of  the  intercity  carriers,  but  ac- 
counted for  only  61.7  percent  of  the  vehicles  and  45.1 
percent  of  the  revenues.  The  average  revenue  per 
Class  I  carrier  was  106  times  greater  than  the  average 
revenue  of  one-truck  operators.  The  largest  carrier 
had  revenues  of  $6,589,362  in  1939 ;  59  carriers  had  reve- 
nues in  excess  of  $1,000,000.  The  smaller  carriers  nec- 
essarily ojjerate  over  shorter  distances  as  a  rule,  and 
generally  use  smaller  vehicles. 

Distribution  of  Carriers  by  Class  of  Operation 

Table  2  indicates  that  carriers  engaged  predomi- 
nantly in  transporting  general  commodities  constituted 
33  percent  of  all  intercity  carriers  of  record  subject  to 
the  Commission's  general  jurisdiction  in  1939,  operated 
about  52  percent  of  the  jDower  units,  performed  a  like 
percentage  of  the  total  vehicle-miles,  carried  49  percent 
of  the  total  tonnage,  and  accounted  for  slightly  less 
than  60  percent  of  the  total  revenue.  Special  com- 
modity carriers  accounted,  of  course,  for  complementary 
percentages  of  the  respective  totals." 

Predominantly  regular  route  carriers,  although  only 

31.6  percent  of  the  number  of  carriers,  accounted  for 

49.7  percent  of  the  vehicle  miles  and  56.8  percent  of 
the  total  revenues. 


'2  Prior  to  removal  of  carriers  under  section  202  (c)  (2)  ;  see  foot- 
note 9. 

Unless  otherwise  indicated,  data  given  in  this  section  are  from  the 
annual  reports  of  Class  I  motor  carriers  for  1939  and  from  brief  volun- 
tary reports  made  by  Class  II  and  Class  III  carriers,  supplemented  by 
estimates.  The  latter  reports  are  not  based  on  a  prescribed  system 
of  accounts  and,   individually,  doubtless  contain  many  errors. 

The  three  classes  have  average  annual  gross  revenues,  respectively, 
of  $100,000  or  more,  lf25,000  up  to  $100,000,  and  less  than  $25,000. 
This  grouping  is,  of  course,  somewhat  arbitrary  in  character. 

"  The  classification  follows,  so  far  as  it  goes,  the  more  detailed  classi- 
fication adopted  in  19:17  (2  M.  C.  C.  703),  and  reflects  the  predominant 
operation  of  each  carrier.  The  distribution  presented  may  not  agree 
in  all  cases  with  that  at  present.  Such  Is  particularly  true  of  contract 
carriers  (see  footnote  14),  which  are  relatively  less  important  at  the 
present  time  than  is  indicated  in  the  table. 
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Table  1. — Classification  of  Motor  Carriers  of  Property  of  Record  Svhject  to  the  General  Jurisdiction  of  the  Interstate  Commerce  Commission 

by  A^vmber  of  Power  Units  and  Revenue,  Year  Ended  Dec.  SI,  1939 


PREDOMINANTLY  INTERCITY 


Power  units  per  carrier 

Carriers 

Total  power  units 

Revenues 

Class  of  carrier 

Number 

Percent 
of  total 

Number 

Percent 
of  total 

Amount 

Percent 
of  total 

Per  car- 
rier 

1 

7.300 
4.382 
2,649 
1,687 
1,157 
2,378 
665 
334 

34.1 
20.6 
12.4 
7.8 
5.4 
11.1 
2.6 
1.6 

7,300 
8.764 
7,947 
6,748 
6.785 
17,640 
7,120 
7,388 

6.6 
7.9 
7.1 
6.1 
6.2 
15.8 
6.4 
6.6 

$27, 150, 554 
32,981,385 
32,734,592 
31.111.085 
27,348,221 
93, 902.  731 
37,  457,  370 
32,  142,  461 

3.9 
4.7 
4.7 
4.5 
3.9 
13.4 
5.4 
4.6 

$3,719 
7,526 

2      . 

3 

4 

18  440 

5 

23, 635 
39  488 

6-10  . 

11-16 

66,  296 
96,  229 

Over  15 

Total                              -             

20,  462 
972 

95.5 
4.5 

68,  698 
■  42,  599 

61.7 
38.3 

314,  828, 389 
383,  237, 146 

46  1 
54.9 

15,393 

Class  I 

Total - 

21,424 

100.0 

111,297 

100.0 

698,  065,  635 

100.0 

32.  584 

PREDOMINANTLY  LOCAL" 


n 

1,844 
861 
6f0 
373 
246 
472 
113 
146 

38.9 
18.1 
11.6 
7.8 
5.2 
10.0 
2.4 
3.1 

1,844 
1,722 
l,6f0 
1,492 
1,230 
3,528 
1,427 
3,362 

7.6 
7.0 
6.7 
6.0 
5.6 

14.5 
5.8 

13.8 

6,  288,  535 
4,913,280 
5,311,320 
4,  578, 516 
3,  851,  407 

11,995,356 
5,418,840 

10,933,627 

6.6 
5.2 
5.6 
4.9 
4.1 

12.8 
5.8 

11.6 

2,867 

2 

Class  II  or  III 

3 . 

4 

9,654 
12,  272 

5 

16.655 
26,414 
47,  954 
76,  574 

6-10 

11-15- 

Over  16 

Total    .. 

4,605 
138 

97.1 
2.9 

16,  256 
8,036 

66.9 
33.1 

62,290,880 
41,818,340 

55.6 
44.4 

11  365 

ClassI 

303,031 

Total 

4,743 

100.0 

24,  291 

100.0 

94, 109,  220 

100.0 

19,842 

■  Includes  10,074  vehicles  used  principally  or  exclusively  in  local  service,  almost  entirely  of  the  nature  of  pickup  and  delivery  incident  to  line-haul  operations  of  same  carriers. 
'  See  footnote  9  for  reduction  in  number  of  such  carriers  under  1940  legislation. 


Contract  carrier  operations  are  necessarily  of  minor 
importance  in  the  transportation  of  general  commodi- 
ties. Special  commodities  preponderantly  move  over 
irregular  routes. 

The  distribution  between  common  and  contract  car- 
riers generally  is  relatively  constant  for  all  measures 
given  and  is  about  83  and  17  percent,  respectively. 
However,  common  carriers  accounted  for  about  76 
percent  of  the  tons  transported  and  contract  carriers 
for  about  24  percent." 

Differences  in  the  siz.e  and  type  of  equipment  used, 
in  average  lengths  of  haul,  and  in  frequency  of  opera- 
tion must  be  considered  in  analyzing  the  distribution 
of  power  units,  vehicle-miles  and  tons  transported 
shown  in  Table  2.  Thus,  contract  carriers  are  shown 
to  have  accounted  for  16.8  percent  of  the  power  units 
and  for  17.9  percent  of  the  vehicle-miles,  but  to  have 
transported  23.7  percent  of  the  tonnage.     Their  aver- 


age haul,  however,  may  be  less  and  their  vehicles  gen- 
erally are  larger.^'  The  relations  here  indicated  and 
others  which  the  table  suggests  would  be  greatly  illumi- 
nated if  ton-mile  data  were  available. 

Regular-route  operations,  conducted  by  less  tlian  a 
third  of  the  carriers,  accounted  for  nearly  half  of  the 
power  units,  vehicle-miles  and  tonnage,  and  for  nearly 
57  percent  of  the  revenues.  Irregular-route  operations 
appear  to  be  conducted  on  the  basis  of  heavier  loads 
of  commodities  on  which  lower  rates  are  paid  than  on 
those  transported  in  regular-route  operations. 

The  relatively  better  showing  in  respect  of  revenues 
than  of  tons  transported  in  the  case  of  general  com- 
modity, regular  route,  and  common  carrier  operations 
results  from  the  marked  disparity  between  the  showing 
as  to  tons  transported  and  revenues  in  the  case  of 
common  carriers  carrying  general  commodities  over 
regular  routes.     This  disparity  arises  principally  from 


"  It  sliould  be  noted,  however,  that  there  has  been  a  rather  marked 
transformation  of  operations  originally  classed  as  contract  carrier  into 
common  carrier  operations  since  the  date  of  Federal  resulation,  some 
of  which  has  occurred  subsequent  to  the  date  of  the  material  presented 
above.  The  reason  lies  largely  in  the  fact  that  in  1935  and  later  many 
carriers  who  considered  themselves  contract  operators  were  found,  on 
determination  of  their  status  under  the  act,  to  be  common  carriers. 
There  also  have  been  numerous  voluntary  transformations  because  of 
difficulties  in  meeting  contract  flUng  reciulrements  and  for  other  reasons. 
Similarly,  iireaular  route  operations  have  drifted  into  regular  route, 
though  generally  without  proper  official  recognition  of  the  transforma- 
tion. The  data  in  Table  2  therefore  overstate  the  importance  of  these 
two  typos  of  operation. 


IB  ^  very  small  sample  of  Clas.s  I  contract  carriers  had  an  average 
haul  of  240  miles  in  1938,  compared  with  228  miles  for  a  sample  of 
Class  I  common  carriers.  Average  loads,  allowing  for  partial  loading 
of  vehicles  and  empty  mileage,  were  6.4  and  5.9  tons,  respectively. 
Average  revenue  per  ton  was  $2.19  in  the  case  of  contract  carriers, 
compared  with  $3.41  in  the  case  of  common  carriers.  (Interstate  Com- 
merce Commission.  Bureau  of  Statistics,  Statistics  of  Class  I  Motor 
Carriers,  393S,  p.  31.)  The  average  haul  shown  is  probably  overstated 
for  the  general  run  of  Class  I  contract  carriers.  It  is  also  to  he  noted 
that  local  pick-up  and  delivery  equipment  of  intercity  carriers  is  less 
important  in  the  contract  than  in  the  common  carrier  field  and  that 
such  equipment  is  included  in  the  total  power  units  shown  in  Table  2, 
whereas   the   mileage   traveled   is   not   included. 
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Table  2. — C'lussiflcations  of  Predominantly  Intercitij  Carriers  of 
Property  of  Record  Subject  to  the  General  Jurisdiction  of  the 
Interstate  Commerce  Commission,  Dec.  31, 1939 '- 


Num- 
ber of 
car- 
riers 

Percent  of  total 

Class  of  operation 

Car- 
riers 

Power 
units 

Vehicle- 
miles  in 
intercity 
service 

Tons 
trans- 
ported 

Reve- 
nues 

General  commodities: 
Regular  route- 

4,810 
63 

22.5 
.3 

40.3 
.9 

42.5 
.8 

37.6 
.9 

50.6 

.9 

Total         

4,873 

22.8 

41.2 

43.3 

38.5 

51.5 

Irrepular  route — 

Common 

2,084 
111 

9.7 
.5 

9.2 
1.2 

7.6 
1.0 

9.1 
1.4 

7.1 
1.2 

Total 

2,195 

10.2 

10.4 

8.6 

10.5 

8.3 

Total,  general  com- 

7,068 

33.0 

51.7 

51.9 

49.0 

59.8 

Special  commodities: 
Regular  route — 
Common 

1,221 
660 

5.7 
3.1 

3.2 
2.5 

3.3 
3.1 

3.1 
4.1 

2.7 

2.6 

Total 

1,881 

8.8 

5.7 

6.4 

7.2 

5.3 

Irregular  route- 
Common 

Contract 

9,731 
2,744 

45.4 
12.8 

30.5 
12.2 

28.7 
13.0 

26.5 
17.3 

23.4 
11.5 

Total 

12, 475 

58.2 

42.7 

41.7 

43.8 

34.9 

Total,  special  com- 
modities  

14,  356 

67.0 

48.4 

48.1 

51.0 

40.2 

Grand  total.. 

21,424 

100.0 

100.0 

100.  0 

100.0 

100.0 

6,754 
14,  670 

31.6 
68.4 

46.9 
53.1 

49.7 
50.3 

45.7 
54.3 

56.8 

43.2 

Total 

21,424 

100.0 

100.0 

100.0 

100.0 

100.0 

Total,  common 

17, 846 
3,578 

83.3 
16.7 

83.2 
16.8 

82.1 
17.9 

76.3 
23.7 

83.8 

Total,  contract 

16.2 

Total 

21,  424 

100.0 

100.0 

100.0 

100.0 

100.0 

1  Data  from  appendix  table  A.    See  2  M.  C.  C.  703  for  definitions  of  classes  and 
footnote  14  for  qualification  of  classification. 

the  generally  much  smaller  shipments  and  greater  .ser- 
vice performed  in  the  case  of  this  type  of  operation 
tlian  in  others.  There  also  may  be  differences  in  aver- 
age length  of  haul  and  other  factors.  If  these  differ- 
ences  exist,  they  are  not  capable  of  demonstration  with 
the  data  available. 

The  disparity  between  the  percentage  distribution 
of  number  of  carriers  and  the  other  measures  shown 
in  Table  2  results  largely  from  variations  in  the  class 
of  operation  with  size  of  carrier."^  On  the  whole,  it 
would  appear  that  the  smaller  carriers  are  engaged  to 
a  much  greater  extent  than  are  the  larger  carriers  in 
transporting  special  commodities  and  possibly  also  in 
regular  route  operations.  Thus,  only  26.9  percent  of 
tlifi  carriers  operating  1  power  unit  were  engaged  in 
transporting  general  commodities,  while  the  relative 
importance  of  carriers  so  engaged  increased  fairly 
steadily  with  size  of  carrier  to  70.9  percent  for  the 
Class  I  carriers  (average  number  of  power  units  per 
carrier  =  43.8).     Also,  the  range  in  the  percentage  im- 


portance of  regular-route  operations  is  almost  as  great 
as  between  the  1  power  unit  operators  (30.3  percent) 
and  Class  I  carriers  (68.6  percent).  However,  there 
was  little  or  no  change  in  the  case  of  the  intermediate 
groups." 

Economic  Interests  Represented  in  the  Industry 

Proprietorship. — Of  the  21,424  intercity  carriers  of 
property  of  record  subject  to  the  general  jurisdiction 
of  the  Commission  in  1939,  about  17.3  percent  were 
incorporated  enterprises,  12.4  percent  partnerships,  and 
70.3  percent  single  proprietorships.'*  Size  of  carrier, 
of  course,  dictates  capital  requirements  and  to  a  con- 
siderable extent  the  form  of  business  organization. 
See  Table  3. 

Single  proprietorships  accounted,  however,  for  less 
than  40  percent  of  the  vehicle-miles,  for  less  than  38 
percent  of  the  tons  transported,  and  for  less  than  34 
percent  of  the  revenues  of  carriers  engaged  predomi- 
nantly in  intercity  service.  On  the  other  hand,  cor- 
porations represented  only  17.3  percent  of  the  total  num- 
ber of  carriers,  but  accounted  for  more  than  49  percent 

Table  3. — Percentage  Distribution,  by  Type  of  Ownership  and 
Sise,  of  Predominantly  Intercity  Carriers  of  Property  of  Rec- 
ord Subject  to  the  General  .lurisdiction  of  the  Interstate  Com- 
merce Cominission.  19.19 


Size  of  company  (number  of 

Number 
of  car- 
riers 

Type  of  ownership— percent  of  total 
companies 

power  units) 

Individ- 
ual 

Partner- 
ship 

Corpora- 
tion 

Total 

Class  II  and  III  carriers: 

1          :. 

7,300 
4,382 
2,M9 
1,687 
1,157 
2,378 
565 
334 

88.2 
78.2 
68.2 
61.5 
60.1 
49.0 
36.6 
35.6 

8.2 
13.4 
16.7 
18.3 
15.2 
15.8 
13.0 
10.6 

3.6 
8.4 
15.1 
20.2 
24.7 
35.2 
50.4 
53.8 

100.0 

2 - 

100.0 

3 - - 

4 

5 ..  ., 

100.0 
100. 0 
100.0 

6-10                      

100.0 

11-15 -- 

100.0 

Over  15 -.-. 

100.0 

Total  class  n  and  III 

Class  I  (average  power  units  per 
carrier~43.8) 

20,  452 
972 

72.8 
15.6 

12.7 
6.4 

14.5 
78.0 

100.0 
lOD.O 

Grand  total 

21,424 

70.3 

12.4 

17.3 

100.0 

'"These    relations    are    indicated    in    Table    .V,    wherein    infonnalion 
similar  to  that  in  Table  2  is  presented  by  size  of  company. 

414487—42 27 


"  Local  carriers  are  engaged  in  transporting  general  commodities 
to  a  much  greater  e-xtent,  relatively,  than  are  intercity  carriers.  On  the 
basis  ol;  number  of  carriers  and  tons,  the  relative  importance  of  oomirron 
and  contract  carrier  operations  is  not  greatly  different  from  that  found 
in  the  intercity  field.  However,  in  terms  of  power  units  and  revenue, 
contract  operations  are  somewhat  more  important  than  they  arc  in 
intercity  operations,  owing  largely  to  the  fact  that  the  average  size  of 
contract  carriers  in  local  service  is  greater  than  that  of  common  carriers 
similarly  engaged.  No  data  are  available  to  indicate  the  reason  for  tbeir 
greater  importance  in  terms  of  revenues.  However,  it  is  to  be  noted 
that  the  relative  importance  of  tons  transported  and  revenue  is  reversed 
from  wliat  is  found  in  intercity  service  for  botli  general  and  special 
commodities  and  common  and  contract  type  of  operations.  In  the  local 
field,  general  commodities  account  for  a  relatively  greater  proportion  of 
tonnage  tlian  of  revenue,  or  the  reverse  of  the  situation  found  in  the 
intercity  field.  Lil;ewise,  local  contract  operations  account  for  a  greater 
proportion  of  revenue  than   of  tons  transported. 

^  Other  forms  of  ownersliip  were  reported  by  -'!5  carriers.  Incorpo- 
rated enterprises  represented  .t.G  percent  of  the  total  of  1-unit  operators, 
but  many  of  those  small  corporations  appear  to  be  of  a  rather  nominal 
character. 
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of  the  vehicle-miles,  for  more  than  52  percent  of  the 
tons  transported,  and  for  more  than  56  percent  of  the 
revenues.^^ 

The  relative  contributions  of  capital  represented  by 
the  several  types  of  ownership  cannot  be  stated  for 
the  industry  as  a  whole  with  the  information  immedi- 
ately available.  The  following  data  with  respect  to 
Class  I  carriers  as  of  December  31, 1939,  are  of  interest, 
however. 


Equity  interests 

Xiimber  of  carriers 

Capital 
stock  and 
surplus ' 

Sole  proprie- 
torship 

Partnership 

957                              

$56, 670, 881 

$7,  057,  832 

$4, 324, 042 

Creditors 

Xumbcr  of  carriers 

Equipment 
notes 

Bonds  and 
other  long- 
term 
obligations 

Advances  ^ 

957                                 

$11,642,497 

$6,  596,  679 

$8, 214, 259 

'  Includes  earned  and  unearned  surplus  in  the  amount  of  $19,810,571.    A  very  minor 
P-irt  of  this  total  is  assignable  to  sole  propriotorships  and  partnerships. 
2  This  item  in  some  cases  may  be  closely  akin  to  an  equity  interest. 

The  cajjital  stock  of  property  carriers  is,  with  very 
few  exceptions,  rather  closely  held.  Generally  speak- 
ing, the  corporations  ai-e  family  affairs  and  ownership 
is  held  by  members  of  single  families.  Even  in  the 
exceptional  cases  the  stock  is  owned  by  only  a  few 
interests,  so  that  there  is  no  public  ownership  in  the 
sense  of  a  wide  public  distribution.  The  amount  shown 
under  capital  stock  includes  both  common  and  pre- 
ferred stock.  The  percentage  of  preferred  to  the  total, 
however,  is  negligible. 

The  number  of  holding  companies  controlling  motor 
carriers  is  very  limited;  in  a  few  instances,  railroads 
use  such  companies  in  holding  the  securities  of  motor- 
carrier  subsidiaries  or  of  motor  carriers  in  which  they 
have  an  interest. 

Management. — Owing  to  the  character  of  ownership 
of  motor-carrier  pi-operties,  noted  above,  no  manage- 
ment interest  as  such  exists  in  the  case  of  much  the 
greater  number  of  carriers.  It  may  be  noted,  however, 
that  1,849  persons,  or  a  little  over  2  percent  of  the 
employees  of  Class  I  carriers  in  1939,  were  classified 
as  general  officers.  The  average  compensation  of  1,217 
such  officers  in  the  employ  of  634  carriers  was  $6,580. 
This  figure  indicates  that  substantial  amounts  recorded 
as  salaries  are  in  reality  a  division  of  profits.  The 
practice  of  paying  "bonuses"  to  officers  and  thus  aug- 


menting expenses  and  reducing  net  income,  is  possible 
largely  because,  of  the  close  ownership  of  even  the 
largest  carriers.  Small  carriers,  owned  and  managed 
by  the  same  person  or  persons,  tend  to  ignore  the  differ- 
ence between  the  compensation  for  ordinary  labor  serv- 
ice, for  management,  and  for  return  on  capital  invest- 
ment or  "profit." 

Employees. — The  only  reliable  data  on  volume  of 
employment  available  at  this  time  are  those  for  Class  I 
carriers.  The  average  number  of  employees  of  such 
carriers  during  1939,  by  classes,  is  given  below.  So- 
called  "owner-operators"'  and  their  employees  are  not 
included. 


Niiiiiicr  and  CIassiflcatio7i  of  Employees  of  Class  I,  Intercity 
Motor  Carriers  of  Property,  I'JS'J 


Number 

Percent 

Classification: 

Equipment,  maintenance,  and  garage: 

640 

5,855 

0.7 

others..   

6.4 

Total... 

6,495 

7  1 

Transportation: 

Supervisory  employees. ,_  .    ._ 

1.859 

41,294 

135 

2.0 

Drivers  and  helpers  . 

45  3 

Others 

.2 

Total 

43,288 

27.575 

3,534 

248 

47.5 

3.9 

Insurance  and  safety  employees 

.3 

Administration  and  general: 
General  officers 

1,849 
8,224 

2  0 

Others 

9.0 

Total... 

10,  073 

11  0 

Grand  total 

91,  213 

100  0 

'"  The  situation  in  the  local  field  in  1939  was  as  follows  :  Indiyidual 
proprietorships.  71.0  percent;  partnerships,  11.4  percent;  and  cor- 
porations. 17.0  percent  of  the  total  number  of  enterprises. 


From  the  data  given  above  and  certain  other  informa- 
tion, it  is  estimated  that  the  average  number  of  em- 
ployees during  1939  of  all  carriers  of  property  subject 
to  the  general  jurisdiction  of  the  Commission  was  180,- 
000.  This  estimate  does  not  include  owner-oioerators 
(persons  who  lease  equipment  to  carriers  and  some- 
times drive  it  themselves)  or  their  employees.  Such 
operators  and  their  employees  are,  however,  generally 
carried  as  employees  on  the  books  of  the  lessee  carrier. 
These  owners  and  drivers  of  equipment  have  a  sub- 
stantial interest  in  the  welfare  of  the  motor  carrier 
industry. 

Carriers  of  Passengers 

The  economic  structure  of  this  branch  of  motor 
transportation  differs  materially  from  that  of  carriers 
of  proj^erty.  Passenger  transportation  is  inherently 
a  simpler  form  of  transportation  and  has  matured  to 
a  higher  degree  than  its  counteriDart  in  the  property 
field.  Furthermore,  the  statistical  data  now  available 
are  more  adequate. 
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Distribution  by  Class  of  Operation  '" 

As  of  December  31,  1939,  there  were  1,554  such  car- 
riers as  follows : 

Common — intercity 857 

Contract — intercity    

Common,  charter  or  special — intercity 365 

Common — local  or  suburlian 332 

Total 1,  554 

The  classification  above  is  based  upon  the  predomi- 
nant type  of  operation  which  each  carrier  conducts. 
Thus,  tlie  great  majority  of  carriers  in  the  intercity 
and  local  common  carrier,  regular  route  groups  en- 
gage in  charter  operations.  Carriers  in  the  "charter 
or  special"  group,  however,  may  not  engage  in  regular- 
route  operations  of  the  type  conducted  by  the  first 
group,  but  furnish  point-to-point  service,  often  tied 
in  with  the  furnishing  of  sucli  special  services  as  the 
arrangement  for  hotel  rooms  or  the  provision  of  guides. 
The  "local  or  suburban''  carriers  are  those  which  en- 
gage in  serving  what  is  generally  known  as  "border 
traffic."  -^ 

T.iBi.E  4. — Classification  of  Motor  Carriers  of  Passengers  SWb- 
jcct  to  the  General  Jurisdiction  of  the  Interstate  Commerce 
Commission  iy  Numher  of  Vehicles  and  Revenue,  Year  Ended 
Dec.  SI,  1939 

INTERCITY 


Passenger 

vehicles  per 

carrier 

Carriers 

Total    passen* 
ger  vehicles 

Revenues 

carrier 

Num- 
ber 

Per- 

c«nt  of 

total 

Num- 
ber 

Per- 
cent of 
total 

Amoimt 

Per- 
cent of 
total 

Per 
carrier 

1 

258 
196 
163 
115 
74 
202 
44 
25 

21.2 
16.1 
12.5 
9.4 
6.1 
16.5 
3.6 
2.0 

258 
392 
459 
460 
370 
1,487 
569 
601 

2.1 
3.2 
3.8 
3.8 
3.0 
12.2 
4.7 
4.9 

1,096,493 
1, 598, 803 
2, 009, 092 
2,  265. 900 
1,632,743 
7,  980.  912 
3, 077, 743 
2,  684,  616 

0.7 
1.1 
1.4 
1.6 
1.1 
6.6 
2.2 
1.8 

$4,250 

2       

8,153 

3 

13, 131 

4        

19,  704 

ClassIIorlll. 

5 

20.700 

6-10 

11-15 

Over  15... 

39,608 
69,949 
103,  386 

Total    . 

1,067 
165 

87.4 
12.6 

4,696 
7,615 

37.7 
62.3 

22,  146,  302 
120,  548,  445 

15.5 
84.5 

20,756 

Class  I 

777,087 

Total 

1,222 

100.0 

12,  211 

100.0 

142,  694,  747 

100.0 

116,771 

LOCAL 


1 

147 
26 
27 
16 
18 
36 

44.3 

7.8 
8.1 
4.8 
5.4 
10.8 
0.9 
2.8 

147 
62 
81 
64 
90 

262 
41 

268 

3.6 
1.3 
2.0 
1.6 
2.2 
6.6 
1.0 
6.6 

1, 328,  300 
412,  333 
256,  222 
233,889 
456, 800 

1,  272,  768 
252,617 

1,042,138 

5.0 
1.6 
1.0 

.9 
1.7 
4.8 
1.0 
3.9 

9,716 

2 

3 

4 ... 

16, 869 
9,466 
14,  618 

ClassIIorlll. 

5 

6-10 

U-15 

Over  16... 

25,  378 
35,364 
84,  172 
115,793 

Total 

282 
60 

84.9 
15.1 

1,006 
3,043 

24.8 
75.2 

5,  263,  957 
21,191,510 

19.9 
80.1 

18,  631 

Class  I 

423, 830 

Total 

332 

100.0 

4,048 

100.0 

26,445,473 

100.0 

79,655 

*•*  For  statistical  purposes,  carriers  are  classified  as  "local  or  suiv 
ufbnn"  if  tbeir  average  fare  per  passenger  docs  not  exceed  20  cents. 

-^  Ntt  intercity  contract  carriers  of  passengeis  are  shown  in  the 
summary  above.  Only  about  four  contract  carrier  permits  have  been 
granted  and  all  except  one  or  two  of  these  have  been  vacated. 

A  few  industrial  plants  and  stores  use  busses  on  a  contract  basis, 
but  these  uses  appear  to  be  almost  wholly  intra.state  and  local  in 
character.  Direct  private  operations  of  busses  is  necessarily  very 
limited.     The  carriage  of  baggage  is  a  part  of  all  passenger  operations; 
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Distribution  of  Carriers  by  Size 

The  mucli  greater  degree  of  concentration  of  the  pas- 
senger than  of  the  freight  business  is  indicated  by 
Table  4.  Thus,  155  Class  I  intercity  carriers,  or  12.6 
percent  of  the  total  number,  operated  62.3  percent  of 
the  busses  and  earned  84.5  percent  of  the  revenues. 
The  12  largest  carriers  accounted  for  42.2  percent  of 
the  revenues  of  all  intercit}^  carriers. 

Economic  Interests  Represented  in  the  Industry 

Proprietorship. — Of  1,222  intercity  and  local  carriers 
in  1939,  50.5  percent  were  incorporated  enterprises,  7.8 
percent,  partnerships,  and  41.7  percent  sole  proprietor- 
ships. The  individually  owned  enterjjrises  as  a  rule 
are  of  smaller  size  and  operate  smaller  equipment. 

The  relative  amounts  of  capital  represented  by  the 
several  types  of  ownership  cannot  be  stated  for  the 
industry  as  a  whole.  Information  as  to  the  sources  of 
the  capital  of  Class  I  carriers  is  set  out  below : 


Number 

of 
carriers 

Equity 

Class  of  carrier 

Capital  stock 
and  surplus 

Sole  pro- 
prietor- 
ship ' 

145 
42 

» .$97.  891,  519 
*  36,  676,  619 

$178,  654 

Local                                           

55,  172 

Total                            

187 

134,568,138 

233,  826 

Number 

of 
carriers 

Creditors 

Class  of  carrier 

Equipment 
notes 

Bonds  and 
other  long- 
term  obliga- 
tions 

Advances ' 

145 
42 

.$9, 027. 961 
3, 038, 053 

$1,916,233 
46,712.794 

$14,873,530 

480,657 

Total 

187 

12,066,014 

48,629,027 

15,354,187 

•  A  very  minor  part  of  the  surplus  shown  under  "capital  stock"  may  be  assignable 
to  sole  proprietorships. 
'  This  item  in  some  cases  may  be  closely  akin  to  an  equity  interest. 
3  Earned  and  unearned  surplus,  .$32,904,413. 
<  Surplus  deficit,  $1,410,144. 

Tlie  number  of  sole  proprietorships  among  Class  I 
carriers  is,  of  course,  small,  and  tliere  are  no  partner- 
ships. The  difference  between  intercity  and  local  car- 
riers in  the  use  of  bonds  and  other  long-term  obliga- 
tions is  noteworthy.  The  much  larger  use  of  advances 
by  intercity  carriers  is  a  reflection  of  the  intercorporate 
affiliations  which  exist  in  this  branch  of  the  industry. 
As  distiiiguislied  from  control  over  carriers  of  property, 
there  is  one  holding  company  which  controls  a  substantial 
portion  of  the  passenger-carrying  industry.  The  capital 
stock  of  the  holding  company  in  turn  is  held  by  over 
14,000  individual  stockholders.     Railroads  also  hold  a 


regular-route  carriers  may  carry  maii  without  specific  authorization  by 
the  Commission;  authority  to  carry  newspapers  and  e.\press  must, 
however,   be   obtained   by  specific  grant. 
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substantial  portion  of  the  capital  stock  of  some  of  the  un- 
derlying companies  in  this  group.  The  capital  stock 
of  a  number  of  the  larger  passenger  carriers,  outside 
of  this  group,  is  held  by  other  railroads,  either  in- 
dividually or  jointly. 

Management. — There  is  more  opportunity  here  than 
in  the  case  of  projjerty  carriers  for  a  distinct  manage- 
ment group  to  develop.  Class  I  intercity  motor  car- 
riers had  311  general  officers  in  1939,  equivalent  to  l.,5 
jDcrcent  of  their  total  employees.  The  average  com- 
pensation was  $6,863,  or  approximately  the  same  as 
that  of  the  general  officers  of  Class  I  carriers  of  prop- 
erty. As  in  the  case  of  property  carriers,  small  cai-riers. 
owned  and  managed  by  the  same  person  or  persons, 
tend  to  ignore  the  difference  between  compensation  for 
ordinary  labor  services,  for  management,  and  for  re- 
turn on  capital  investment  or  "profit." 

Employees. — The  only  reliable  data  available  at  this 
time  are  those  for  Class  I  carriers.  The  average  num- 
ber of  employees  by  classes  in  1939  is  shown  in  the 
accompanying  tabulation.-- 


Ninnber  and   Classification  of  Employees  of  Class  I,  Intercity 
Motor  Carriers  of  Passen{/ers,  1939 


Passenger 

Percent 

Classification; 

Equipment,  maintenance  and  garage: 

Supervisory  employees 

Others 

303 
4,098 

1.5 
20.3 

Total 

4,401 

21.  S 

Transportation: 

Supervisory  employees 

538 

9,20(5 

377 

2.6 
46.5 

Others 

1.9 

Total-    

10. 121 

3.182 

369 

66 

60. 0 

Terminal  employees 

15.7 

Sales,  tariff  and  advertising  employees-- _. 

Insurance  and  safety  employees 

1.9 
.3 

Administration  and  general; 

311 
1,790 

1.5 

Others..    -. 

8.8 

Tot:il .                .    .. 

2,101 

10.3 

20,  230 

100.0 

A  sur\ey  conducted  by  the  Commission  in  March 
1941,  for  the  Wage  and  Hour  Division  of  the  Depart- 
ment of  Labor  developed  information  for  22,992  em- 
ployees of  765  reporting  interstate  line-haul  carriers,  or 
an  average  of  30  employees  per  carrier,  as  compared 
with  an  average  of  136  for  the  carriers  above.  It  is 
impossible,  with  data  readily  at  hand,  to  determine  ac- 
curately the  number  of  employees  of  all  passenger  car- 
riers subject  to  the  general  jurisdiction  of  the  Commis- 
sion. However,  from  the  data  in  the  tabulation  above 
and  other  information,  it  is  estimated  that  the  number 


during  1939  was  slightly  less  than  33,000,  including 
approximately  6,000  employees  of  local  and  suburban 
carriers. 

Conclusion 

The  material  offered  in  this  section  serves  to  indicate 
the  effects  of  differences  in  the  course  and  stage  of  de- 
velopment of  the  two  branches  of  the  motor  transport 
industry  and,  more  basically,  of  inherent  differences 
in  the  nature  of  the  two  branches.  Heterogeneity  as  to 
size  of  carrier,  type  of  service  and  degree  of  regulation, 
and  individualism  in  management  characterize  the 
property  branch.  The  future  course  of  development 
of  this  branch  is  less  clearly  discernible  than  that  of 
the  much  more  standardized  passenger  branch.  It  may 
be  assumed  that  some  elements  of  this  heterogeneity 
will  disappear,  along  with  some  of  the  plethora  of 
services  so  frequently  found  at  present.  Other  ele- 
ments, reflecting  as  they  do  functional  differences,-^ 
will  continue,  in  the  absence  of  adverse  factors,  and  it 
is  to  the  public  advantage  that  they  do  so. 

Economic  Position  of  the  Motor  Carrier  Industry 

An  objective  appraisal  of  the  economic  position  of 
an  industry  involves,  basically,  consideration  of  its 
present  and  likely  future  earning  power  and.  more 
specifically,  of  trends  in  the  quantity  and  quality  of  its 
output,  in  tlie  selling  price  of  its  product  or  service, 
and  in  the  well-being  of  those  who  supply  the  capital, 
the  management,  and  the  labor  which  go  to  make  it  up. 
It  also  requires  analysis,  as  phases  of  each  of  the  fore- 
going, of  the  industry's  short-  and  long-run  problems, 
including  those  which  involve  its  relations  to  its  com- 
petitors.-* 

Carriers  of  Property 

The  fact  that  intercity  motor  transportation  of  prop- 
erty has  expanded  greatly  and  that  rail  and  certain 
branches  of  water  transportation  have  retreated,  both 
relatively  and  ab-solutely,  is  a  familiar  one.  Factors 
other  than  motor  competition  necessarily  enter  into 
these  trends.'-^  There  can  be  no  doubt,  obviously,  of 
the  extensive  losses  to  trucks  and  of  the  many  and  deep 
reductions  made  in  rail  rates  to  meet  motor  competi- 
tion. These  losses  are  accounted  for  in  very  large  part 
by  the  superior  service  the  trucks  can  render  on  many 


"Class  I  carriers  engaged  preponderantly  in  local  or  suburban 
operations  had  an  average  of  4,447  employees  during  1939.  The 
distribution  of  employees  is  substantially  the  sam'e  as  that  given  above. 


■'  Thus  the  ."small  carrier  pl/iys  to  a  large  extent  the  role  of  a 
feeder  or  carrier  in  the  byways,  as  will  become  more  clearly  apparent 
if  the  survey  suggested  in  a  later  section  is  made.  His  smallness  in 
these  instances  is  a  reflection  of  the  job  he  has  to  do. 

"The  ensuing  analysis  is  necessarily,  however,  of  limited  scope. 
Also,  it  does  not  for  the  most  part  brin.g  in  the  unusual  developments 
incident  to  the  defense  program. 

^  See,  for  example,  Interstate  Commerce  Commission,  Bureau  of  Sta- 
tistics, Fluctuations  in  Railway  Freight  Traffic  Compares  icith  Production, 
Class  I  Steam  Railtcays,  10-2S-19iO,  September  1941. 
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hauls  and  classes  of  traffic.  Aside  from  the  factor  of 
street  and  highway  congestion,  the  quality  of  truck 
service  has  continued  to  improve.  Better  vehicles,  bet- 
ter roads,  new  roads  which  shorten  distances,  and  better 
operating  methods  supply  the  explanation  in  large  part. 

The  general  downward  trend  of  motor  rates  char- 
acteristic of  the  period  before  1935  continued  after 
Federal  regulation  was  undertaken  and  still  continues, 
though  to  a  lesser  degree.-''  The  level  of  rates  in 
certain  large  territories  was  raised  slightly  through  the 
lilanket  minimum  rate  orders  of  the  Commission  =• 
and  has  been  held  at  that  point,  except  for  piecemeal  and 
generally  downward  changes  subsequently  allowed  in 
the  numerous  supplemental  orders  of  the  Commission, 
and  for  a  few  increases  made  without  formal  Commis- 
sion action. 

Data  as  to  average  ton-mile  revenues,  available  for 
a  small  sample  of  Class  I  common  carriers,  follows: 


District 

Number  of 
carriers 

Revenue  per 
ton-mile  (cents) 

1938 

1939 

1938 

1939 

Eastern 

15            U 
2               5 
25             25 

3.37 
3.49 
3.43 

3.84 

3.66 

4.05 

Total                                                         -    - 

42             41 

3.41 

3.88 

Tlie  average  for  a  still  smaller  sample  of  contract 
carriers  was  2.19  cents  in  1938.  A  comparison  with 
rail  averages  of  about  0.994  cent  in  1938  and  0.983 
cent  in  1939  would  be  misleading  without  allowance 
for  differences  in  the  character  of  the  traffic  and  the 
lengths  of  haul  of  the  two  forms  of  transportation. 
By  and  large,  however,  these  averages  differ  little  fi"om 
those  for  rail  service  under  comparable  conditions. 
Considering  the  superiority  of  motor  service  in  many 
respects,  this  approximate  similarity  of  charges  is  a 
source  of  great  advantage  to  shippers  and  a  basic 
factor  in  the  continued  expansion  of  motor  transport 
service. 

An  industry  may  expand  and  furnish  a  service  or 
product  which  the  public  will  buy  in  increasing 
amounts  and  still  not  be  functioning  as  liealthfully  a? 
it  should.     An  analvsis  of  the  financial  condition  of 


=«  .See  below.  The  Merchandise  Traffc  Report  of  the  Federal  Coordinator 
of  Transportation  showed  an  average  revenue  of  4.44  cents  per  ton  mile 
for  regular-route  common  carriers  in  1032.  Data  are  given  in  the 
accompanying  text  for  1&38  and  1939.  In  comparing  these  averages, 
some  allowance  should  be  made  for  the  different  e  in  average  haul  (about 
1.30  miles  in  1932  and  219  miles  for  a  .sample  of  earripr-f  in  1939). 

=' J/idrf/e  Atlantic  States  Motor  Carrier  Rates,  4  M.  C.  C.  68  (1937)  ; 
yew  England  Motor  Carrier  Rates,  8  M.  C.  C.  287  (193S)  ;  Xeic  England 
Tcrrilorii  Commodity  Rates,  8  M.  C.  C.  387  (1938)  ;  Central  Territory 
Motor  Carrier  Rates.  8  il.  C.  C.  233  (1938)  :  Midicestern  Motor  Carrier 
Rates,  27  M.  C.  C.  297  (1941)  ;  and  Trunk  Line  Territory  Motor  Carrier 
Rates,  24  M.  C.  C.  501  (1940). 


the  carriers  is  therefore  necessary.     This  analj'sis  is 
necessarily  limited  in  scope. 

The  operating  ratio,  or  the  percent  of  operating  reve- 
nues absorbed  by  operating  expenses  and  operating 
taxes,  is  of  some  significance  in  this  connection.  In  the 
railroad  field  a  ratio  of  about  7.5  percent  is  considered 
favorable.  Owing  to  the  relatively  small  investment 
of  motor  carriers  in  fixed  pi'operty  or.  stated  other- 
wise, to  the  large  extent  to  which  they  pay  for  the  use 
of  such  property  through  day-to-day  charges  to  oper- 
ating expenses  in  the  form  of  taxes,  an  average  ratio 
comparable  to  that  of  the  railroads  is  out  of  the  ques- 
tion. What  remains  after  jjaying  operating  expenses 
and  taxes,  assuming  proper  charges  to  expenses  for 
supervisor^'  and  other  managerial  services  performed 
by  the  owners  of  the  carriers,  and  omitting  income  from 
nonoperating  sources,  is  available  for  the  payment  of 
income  taxes  and  interest  on  obligations,  and  for  return 
on  investment  or  "profit."  Interest  charges  of  Class  I 
intercity  motor  carriers  represent,  however,  less  than 
one-half  of  one  percent  of  operating  revenues,  whereas 
those  of  the  railroads  have  absorbed  considerably  over 
10  percent  in  recent  years.  Other  "fixed  charges'"  of 
motor  carriers  are  also  less.  A  ratio  of  90  percent  is 
sometimes  used  as  a  measure  of  financial  well-being 
for  such  carriers,  though  clearly  any  single  ratio  has 
its  limitations. 

Table  5  shows  the  extent  to  which  the  operating  ratio 
of  Class  I  carriers  declined  from  1937  to  1940.  In  the 
second  quarter  of  1941  it  stood  at  91.4  percent  and  in 
the  third  at  93.8  percent.^*  Net  operating  revenue 
more  than  doubled  from  1938  to  1939.^^ 

Table  5. — Revenues,  Expenses,  Operating  Ratio,  and  Net  Operat- 


ing Revenue,  Class  J.  Intercity  Carriers  of  Property,  7,0.37 


Ml 


Year 

Number 
of  car- 
riers 1 

Revenues 

Expenses 

Operat- 
ing ratio 
(percent) 

Net 
operating 
revenue 

1938 - 

1937 

'883 
•883 

$299,611,446 

312,539,792 

-4.1 

390,951,377 

309.853.538 

26.2 

437.635,241 

387,866,968 

12.8 

$291,156,013 

309,  715, 778 

-6.0 

371.576,041 

301,009,244 

23.4 

418,170.046 

368.763.041 

13.4 

97.2 
99.1 

95.0 
97.0 

$8,455,442 

2.824,014 

-1-199.4 

1939            

971 
971 

984" 
984 

19,375,336 

1938 

S,  814, 293 

Percent  change 

1940 

1939              

119.1 

95.1 
95.6 

19, 465, 195 
19,103.927 

1.9 

1  Carriers  for  which 
:  Includes  local  can 

comparab 
iers. 

le  information 

is  available. 

=5  As  noted  earlier,  compensaUon  for  the  use  of  capital  or  "proflt" 
often  talses  the  form  of  "bonuses"  or  other  payments,  contingent  on 
earnings,  to  the  managing-owners  of  closely  owned  enterpris<>s  and 
charged  to  operating  expenses.  The  expenses  shown  in  Table  5  are 
overstated,  though  to  only  a  moderate  degree. 

2»  Some  197  motor  carriers  of  property  had  operating  revenues 
of  J.500.000  or  more  in  1939.  Nine  percent  of  the  common  carriers 
of  preponderantly  general  freight.  14  percent  of  the  common  carriers 
of  special  commodities,  none  of  the  contract  carriers.  2.")  penent  of 
the  preponderantly  local  carriers,  and  10  percent  of  the  197  carriers 
had  a  recorded  net  operating  loss.  The  over-all  average  is  not  out 
of  line  with  conditions  in  other  lines  of  business.  Improvement  doubt- 
less would  be  shown  in  1M40  and  1941. 
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A  series  of  balance-sheet  statements  for  identical 
carriers  ■would,  of  course,  throw  much  light  on  trends 
in  financial  condition.  Summarized  statements  for  cer- 
tain carriers  are  at  hand  for  1938  and  1939.^° 

The  current  position  of  Class  I  intercity  carriers 
was  as  follows  in  the  two  years : 


Year 

Number  of 
carriers 

Current 
assets 

Current 
liabilities 

Percent 

current 

liabilities 

of  current 

assets 

1938       

944 
949 

$39, 121,  163 
41,238,612 

$34, 9T1, 154 
36.  551, 138 

89,4 

1939 .- 

88.6 

The  condition  here  revealed  is  far  different  from 
that  of  the  railroads  (current  ratio,  1939,  197.7  per- 
cent). Motor  carriers,  however,  have  no  choice  but 
to  abandon  their  operations  when  obligations  begin  to 
pile  up  seriously.^^ 

It  may  be  noted  that  957  carriers  in  1939  earned 
25.6  percent  on  their  recorded  investment  despite  an 
operating  ratio  of  about  95  percent.^^  A  computed 
return  on  investment,  is  not,  however,  an  adequate 
measure  of  the  i^rofitableness  of  motor-carrier  opera- 
tions. 

The  financial  data  here  surveyed  appear  to  indicate 
that  these  particular  Class  I  carriers  have  effected  some 
improvements  in  the  short  period  covered,  but  they  do 
not  in  themselves  suffice  to  indicate  that  these  carriers 
are  generally  in  a  favorable  position. 

Data  prepared  by  the  Bureau  of  Motor  Carriers 
show  for  a  sample  of  905  Class  II  and  Class  III  in- 
tercity carriers  an  operating  ratio  of  about  85  percent 
in  1940  before  allowance  for  the  services  of  owners 
and  members  of  their  families  and  of  95.5  percent  after 
such  allowance.  The  net  operating  revenue  after  such 
allowance,  about  $1,044,000,  was  4.5  percent  of  gross 
revenue  of  $23,456,000.  If  allowance  be  made  for  re- 
turn on  investment,  the  net  profit  was  $540,000,  or  2.3 
percent  of  gross  revenues.  A  considerable  jDroportion 
of  the  carriers  had  a  deficit  after  allowance  for  per- 
sonal services.  The  figures  cited,  though  subject  to 
some  qualifications,  may  be  regarded  as  giving  a  reason- 
ably correct  picture  of  conditions  of  these  smaller  car- 
riers. Many  small  carriers  have  dropped  out  in  the 
last  few  years.     Motor  carriers  of  property  have  always 


™  statistics  of  Class  I  Motor  Carriers,  1938  and  1939. 

s>  Earned  surplus  incre.nsed  from  $11,288,8.53  for  944  Class  I  intercity 
carriers  in  1938  to  .$14,049,664  for  049  such  carriers  in  1939.  Total 
unappropriated  surplus,  earned  and  unearned,  increased  from  $16,306,477 
to  $10,810,571.     Neither  increase  is  of  partitular  significance. 

"-  $18,689,058  net  operating  revenue 

$72,887,694Tnvestment  in  operating  and  Intangible  property""^*'  P^'''^^"* 
less  depreciation  or  reserve. 

Intangible  property  (organization,  franchises,  permits,  etc.),  less  reserve, 
pijualed  $10,119,206. 


been  subject  to  a  high  rate  of  turn-over,  but  since  Fed- 
eral regulation  has  been  in  effect,  replacements  of  the 
ranks  have  been  relatively  few.  The  total  number  of 
carriers  has  declined  materially,  therefore,  in  the  last  6 
years.  In  many  other  cases,  carriers  or  their  operating 
rights  have  been  absorbed  by  other  carriers,  often  at 
a  price  much  in  excess  of  the  value  of  the  tangible 
propertj'  transferred.^^ 

The  foregoing  paragraphs  have  related  to  the  ade- 
quacy of  the  compensation  of  capital  and,  inextricably, 
of  management. 

The  motor  transport  industry  has  provided  an  ex- 
panding number  of  jobs,  either  in  the  way  of  direct 
employment  or  through  "owner-operators."  This  ex- 
pansion has  been  in  part  at  the  expense  of  employees 
of  competing  agencies  of  transportation,  though  it  is 
known  that  a  considerable  number  of  former  railroad 
employees  have  found  work  in  the  industry.  Federal 
regulation  of  the  hours  of  service  of  drivers,  intended 
to  enable  a  reasonable  amount  of  time  for  rest  and 
recreation,  have  been  counted  a  mixed  blessing  by  the 
men  themselves.  Some,  and  perhaps  most,  drivers 
previously  subject  to  long  hours  have  welcomed  the 
placing  of  a  limit  on  what  they  can  be  called  upon 
to  do;  other  drivers,  particularly  those  whose  work  is 
seasonal,  dislike  loss  of  the  opportunity  to  work  long 
hours  and  draw  extra  pay. 

Unionization  of  drivers  and  other  employees  has 
continued.  The  National  Labor  Relations  Act  has  been 
called  into  play  in  various  instances  to  protect  tlie 
right  of  collective  bargaining.  Strikes  have  occurred, 
some  of  which  have  been  severe  in  character. 

Table  6  shows  the  general  trend  in  hourly  earnings, 
1933  to  1941.  "While  the  averages  given  are  not  strictly 
comparable,  they  suffice  to  enable  the  generalization 
that  there  has  been  a  material  increase  in  the  average 
hourly  compensation  of  each  of  the  major  groups  of 

Table  6. — Average  Earnings  per  Hour  (cents).  Employees  of 
Iiiterciiii  Carriers  of  Property,  1933,  1935,  and  19^1,  and 
Percent  Increases,  193S  to  19Jil ' 


Occupational  group 


Regular  drivers... 

All  crew  members 

Percent  increase 

Maintenance  employees 

Percent  increase 

Office  and  terminal  employees. 

Percent  increase 

All  employees 

Percent  increase 


July  1933 


46.6 
44.2 


48.5 

"u.Y 


October 
1935 


66.2 
53.6 
21.3 
54.4 
12.2 
49.7 
11.2 
52.5 
17.0 


March 
1941 


67.6 
52.9 
65.4 
35.0 
56.5 
26.4 
65.5 
45.9 


1  Data  for  1933  and  1935  are  from  Federal  Coordinator  of  Transportation.  Hours, 
Wages,  and  Working  Conditions  in  Interciti/  Motor  Transportation.  The  data  for 
1933  are  based  on  8,001,  and  those  tor  1935  on  12.951  employees.  Data  for  1941  are 
from  survey  made  by  the  Commission  and  the  Wage  and  Hour  Division  of  the  De- 
partment of  Labor  and  relate  to  119.520  employees,  other  than  superintendents, 
managers,  accountants,  and  outside  solicitors. 


^  Owners  of  some  small  operations  have  abandoned  them  and  sought 
more  favorable  employment  in  defense  plants. 
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emploj'ees  and  particularly  of  the  drivers.     Also,  the 
ratio  of  total  compensation  of  employees  to  total  oper- 
ating revenues  ajjpears  to  have  advanced  somewhat  in 
the  past  10  years.'* 
Carriers  of  Passengers 

The  volume  of  intercitj-  passenger  business  done  is 
substantially  larger  than  that  of  1925  and  had  shown 
some  increase  in  recent  years,  prior  to  the  defense 
activities.  The  railroads,  on  the  other  hand,  suffered 
a  loss  of  46  percent  in  passengers  carried,  1940  com- 
pared with  1926,  though  only  a  32-percent  loss  in  terms 
of  passenger-miles.  These  losses  were  not  ascribable 
in  the  main  to  bus  competition.  The  bus  has  ci-eated 
much  of  the  business  it  does  and  both  bus  and  rail 
carriers  find  their  major  competition  in  the  private- 
car  field. 

The  following  comparison  for  1939  is  indicative  of 
the  relative  position  of  motor  and  rail  transportation 
of  passengers.'^ 


N'umber  of  intercity  passengers  carried 
(000) 

Intercity  passenger  revenue  (000) 

Revenue  per  passenger 

Revenue  per  passenger-mile 

Average  journey  per  passenger  (miles)  - . 


Motor 


Number 

or 
amount 


215, 236 
142, 695 

$0.66 

(') 

(') 


Percent 
of  total 


49.5 
27.5 


Rail> 


Number 


219, 923 

375, 759 

$1.71 

3  $0,021 

84.8 


Percent 
of  total 


50.5 
72.5 


1  Class  I  railroads  only,  which  accounted  for  99.12  percent  of  the  total  rail  passenger 
revenue  in  1939. 

2  Not  available.  A  small  sample  of  29  carriers  which  reported  passenger-miles  in 
1939  indicates  that  the  average  revenue  per  passenger-mile  was  $0,015  and  the  average 
journey  was  77.4  miles.  However,  these  carriers  are  not  representative  of  the  entire 
industry,  since  their  average  revenue  per  passenger  was  $1.20  compared  with  the 
$0.66  shown  above. 

2  For  rail  coach  service,  $0,018. 

While  the  two  agencies  carried  approximately  the 
same  number  of  passengers,  the  average  journey  by  bus 
was  necessarily  shorter  than  that  by  rail. 

Evidence  from  various  sources  indicates  that  the 
average  intercity  journey  by  bus  is  becoming  shorter, 
M'hereas  the  average  journey  by  rail  is  becoming  longer. 
The  reasons  appear  to  lie  in  the  reduction  of  rail  fares, 
improvements  in  rail  service,  and  the  further  loss,  in 
part  to  busses,  of  short-haul  rail  travel.  On  longer 
hauls  the  bus  is  generally  at  a  disadvantage  from  the 
point  of  view  of  speed  and  convenience.  However, 
there  are  many  persons  who  use  busses  for  long  trips 
for  other  reasons,  such  as  the  greater  opportunity  to 


"  The  source  cited  in  the  table  shows  an  average  of  37.2  percent 
tor  214  common  and  71  contract  carriers  in  1932.  For  G34  class  1 
common  and  contract  carriers  in  1939,  the  ratio  was  41.6  percent. 
The  comparison  may  be  affected  somewhat,  however,  by  a  difference  in 
the  relative  number  of  large  and  small  carriers  in  the  two  .samples. 

^  This  comparison  omits  the  commutation  traffic  of  railroads  and 
the  comparable  traffic  of  bus  lines.  The  motor  carriers  covered  are 
those  subject  to  the  general  jurisdiction  of  the  Commission.  No  ad- 
justment is  made  for  instances  in  which  passengers  travel  over  the 
lines  of  more  than  one  carrier  on  a  single  trip. 


see  the  countryside  and  also,  in  some  sections,  because 
of  more  convenient  schedules,  better  connections,  and 
otherwise  more  attractive  service.  The  industry  is 
vulnerable  to  reductions  in  rail  fares  and  improvements 
in  train  service,  but  it  continues  to  improve  its  service 
and  to  expand  as  a  more  convenient  and  lower-cost 
carrier  in  the  medium  distance  and  short-haul  fields. 
It  has  maintained  its  differential  under  rail  rates  de- 
spite reductions  in  these  rates  in  all  sections  of  the 
country.  There  has  not  been  the  bitter  warfare  here 
that  has  long  characterized  the  relations  of  rail  and 
motor  carriers  of  property.  The  Commission  has  had 
occasion  to  concern  itself  only  slightly  with  passenger 
rates  and  such  cases  have  been  in  the  short-haul  field, 
where  organized  pressure  could  be  developed. 

Table  7  shows  that  the  operating  ratio  of  passenger 
carriers  is  consistently  lower  than  that  of  property 
carriers.  A  moderate  reduction  in  the  ratio  occurred 
from  1937  to  1939,  with  a  slight  rise  in  1940.  In  the 
first  quarter  of  1941  the  ratio  stood  at  91.7  percent,  a 
reflection  in  part  of  seasonal  conditions;  in  the  second 
quarter  it  was  80.4  percent  and  in  the  third,  73.6  percent. 
Net  operating  revenue  similarly  declined  from  1939  to 
1940. 


Table  7. — Revenues,  Expenses,  Operaing  Ratio  and  Net  Op- 
erating Revenues,  Certain  Class  I  Intercity  Carriers  of 
Passenyers,   J937-40. 


Year 

Number 
of 

carriers 

Revenues 

Expenses 

Opera- 
ting 
ratio 

(per- 
cent) 

Net  opera- 
ting 
revenue 

1938._ _ 

1937 

145 
145 

$111,047,3% 

104,098,908 

-1-6.67 

123,899,080 

112,478,530 

-HO.  15 

126,322,625 

122,918,783 

-1-2.76 

$93,464,884 

90,194,923 

-1-8.84 

105,089,592 

96,555,305 

-1-8.12 

110.022,088 

104, 153, 458 

4-5.63 

85.9 
86.6 

$15,582,502 

13,904.045 

4-12.07 

1939 

1938 

152 
152 

84.9 
85.8 

18,809,488 
15,923.225 

Percent  change 

4-15. 34 

1940 

1939 

149 
149 

87.1 
84.8 

16,300,537 

18,  765, 324 

-13.13 

Carriers  having  operating  revenue  of  $500,000  or 
more  in  1939  in  most  cases  had  net  operating  income."' 
All  Class  I  intercitj-  carriers  had  net  operating  revenue 
of  $18,821,380  in  1939,  equivalent  to  23.5  percent  on 
their  investment.'^  It  must  be  repeated,  however,  that 
this  ratio  is  not  an  adequate  indication  of  profitable- 
ness. 


*  Five  percent  of  the  intercity.  14  percent  of  the  local,  and  6  percent 
of  the  two  groups  had  a  not  operating  loss  in  that  year. 


$18,821, .380  net  operating  revenue 


-=23.5  percent 


$79,928,385  investment  in  operating  and  intangible  prop- 
erty, less  depreciation  or  reserve. 

Intangible  property,  less  reserve,  equalled  $42,094,851,  or  more  than 
the  investment  in  carrier  operating  property  less  depreciation  ($37,- 
83.", .534  I.  The  relation  is  <iuite  different  in  the  case  of  Class  I  property 
carriers  ($10,119,200  of  intangible  property  and  $02,768,488  of  carrier 
operating  property).  The  propriety  of  computing  the  return  on  a  base 
which  includes  intangible  property  may  be  questioned,  particularly  in 
the  case  of  passenger  carriers. 
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National  Resources  Planning  Board 


The  current  position  of  Class  I  intercity  carriers  was 
as  follows  in  the  2  years : 


Year 

Number  of 
carriers 

Current 
assets 

Current 
liabilities 

Percent 

current 

liabilities 

of  current 

assets 

1938          

192 
149 

$27,324,642 
20,  859,  048 

.$23,  425.  230 
18,562,845 

85.1 

1939 

.89.0 

Earned  surplus  increased  from  $13,863,716  for  192 
carriers  at  the  end  of  1938  to  $26,897,277  for  only  149 
carriers  at  the  end  of  1939. 

Comparable  financial  data  are  not  available  for  the 
smaller  carriers.  Such  evidence  as  is  at  hand  indicates, 
however,  that  Class  I  carriers  make  a  better  financial 
showing  than  the  smaller  motor  carriers  of  property. 
There  has  been  some  dropping  out,  without  replace- 
ment, in  recent  years,  and  various  absorptions  have 
occurred. 

The  information  given  above  throws  some  light  on 
the  adequacy  of  compensation  of  capital  and  manage- 
ment in  the  intercity  bus  industry.  On  the  whole,  the 
showing  is  better  than  that  of  Class  I  motor  carriers 
of  property  and  is  not  unfavorable  in  itself. 

Earlier  remarks  relative  to  the  increase  in  jobs  in 
the  trucking  industry,  the  regulation  of  hours  of  serv- 
ice, and  increased  unionization  in  recent  years  apply 
in  general  to  the  bus  industry  also.  However,  long 
periods  of  duty  were  much  less  common,  relatively,  in 
the  bus  than  in  the  truck  field  ]5rior  to  Federal  regu- 
lation. Both  industries  are  subject,  of  course,  to  the 
same  Federal  regulations  of  the  hours  of  service  of 
drivers. 

Table  8  indicates  that  there  has  been  a  substantial 
increase  since  1933  in  hourly  earnings,  except  in  the 
case  of  station  and  office  employees.'* 


Table  8. — Average  Earnings  Per  Hour  (Cents),  Employees  of 
Intercity  Bns  Compniiies.  7,'*,}3,  ULia,  and  li)'it'  ""<?  Percent 
Increases,  1933  to  19',1 


Occupational  group 


Drivers 

Percent  increase 

Maintenance  employees 

Percent  increase 

Station  and  oflice  employees.. 
Percent  increase 

All  employees 

Percent  increase 


July  1933 


59,3 


49.5 
47.4 
54.0 


October 
1935 


72.1 
21.6 
57.8 
16.8 
51.4 
8.4 
62.8 
16.3 


March 
1941 


79.1 
33.4 
65.7 
32.8 
53.4 
12.7 
70.8 
31.1 


1  Dati  for  1933  and  1935  are  from  Federal  Coordinator  of  Transportation,  Hours. 
Wa(ifs,  iind  Working  Conditions  in  Inltrcify  Jilolor  Transportation,  part  I,  Motor-Bus 
Transportation,  1936,  p.  xvii.  The  data  for  193^  are  based  on  12,579  employees; 
those  for  1935  on  11,054,  Data  for  1941  relate  to  22,992  employees,  other  than  superin- 
tendents, manasers,  accountants,  and  fiutside  solicitors. 


The  ratio  of  total  compensation  of  employees  to  total 
operating  revenues  was  about  31,8  percent  in  1934^' 
and  29.3  percent  for  Class  I  carriers  in  1939.^** 

Problems,  and  Appraisal  of  the  Industry's 
Place  Among  Transportation  Agencies 

For  convenience  in  analj^sis.  the  problems  of  the 
motor  transport  industry  may  be  grouped  under  those 
which  are  for  the  most  part  transitional  in  character, 
those  of  a  continuing  nature  which  primarily  concern 
individual  carriers,  and  those  of  a  more  basic  natin-e 
which  can  best  be  viewed  as  industry  problems. 

Transitional  Problems 

Carriers  of  property. — Problems  described  as  tran- 
sitional are  tho.se  presented  in  the  adjustment  of  the 
industry  to  the  new  conditions  created  by  its  approach 
to  maturity  and  its  being  placed  under  a  broad  i)rogram 
of  regulation.  These  pixiblems  include  the  straighten- 
ing out  of  claims  to  operating  rights;  "  determination 
of  the  legal  characteristics  of  the  several  types  of  car- 
riers;^- determination  of  the  relations  of  Federal  to 
State  authority;  ■*'  the  straightening  out  of  tariffs  and 
schedules;**  the  imjirovement  of  carrier  accounting 
and    statistical    metliods;  "^    the    securing   of   compli- 


^^  In  appraising  trends  of  this  kind,  it  is  nocessary  to  allow  for  p:)ssible 
changes  in  the  make-up  of  and  standards  required  of  a  diversified  .L^roup 
of  workei'S,  such  as  those  used  in  t>ffices. 


™  Coordinator's  report,  op  cit.,  p.  14,  citing  data  ot  Motor  Bus  Code 
Authority. 

*^  Statistics  of  Class  I  Motor  Carriers.  lO.SO.  tables  17  and  30. 

"  Under  the  "grandfather"  clause  of  the  Motor  Carrier  Act.  1935. 
An  enormous  volume  of  evidence,  some  of  it  highly  controversial  and 
otherwise  unsatisfactory,  has  been  considered.  Certain  of  the  principles 
adopted  have  been  attacked  in  court  proceedings. 

*- The  drawing  of  a  line  of  distinction  between  common  and  contract 
carriers  and  between  private  and  for-hire  transportation  has  been  very 
troublesome.  There  are  other  questions,  such  as  the  distinction  between 
irregular  and  regular  route  operations  and  as  to  how  far  the  tendency 
for  the  former  to  become  regular  route  operations  may  be  carried  without 
specific  authorization. 

■'^  The  fitting  together  of  Federal  and  State  authority  over  motor 
carriers  has  occasioned  no  frictions  of  importance.  There  have  been 
contentions  as  to  whether  certain  State  powers  have  been  superseded 
by  the  Federal  regulatory  act,  but  tlie  issues  w-ere  not  of  vital  importance 
to  tile  Federal  regulatory  program  at  the  time  they  were  raised. 

Part  II  of  the  act  has  no  "Shreveport"  provision.  The  Commission's 
acquiescence  in  the  amendment  wliich  exempts  certain  legally  interstate 
but  physically  intrastate  motor  operations  (sec.  204  (a)  4  (a) )  indicates 
its  desire  to  let  the  States  exercise  control  over  matters  which,  in  the 
public  interest,  can  advantageously  be  left  there.  Also,  the  cooperation 
of  the  State  commissions  provided  for  in  1935  lias  served  to  create  a 
common  understanding  of  problems  and  good  working  relations. 

The  States  also  have  shown  a  quite  general  willingness  to  adopt 
Federal  regulations,  in  whole  or  in  part,  as  their  own.  Thus,  there 
has  been  general  adoption  ot  the  Commission's  accounting  regulations, 
in  whose  formulation  the  States  played  an  active  part,  and  of  the 
safety  regulations. 

The  Commission  has  had  complex  iiuestions  presented  to  it  in  cases 
involving  the  determination  of  whether  or  not  given  motor  operations 
are  in  interstate  commerce.  It  has  decided  certain  basic  cases  of  this 
kind,  without  opposition  by  the  States. 

**  In  the  technical  sense  of  filing  tariffs  and  schedules  which  comply 
with  the  relatively  simple  requirements  of  the  Commission. 

^^  Much  work  with  Class  I  carriers  has  been  necessary  to  give  the  car- 
riers a  better  understanding  of  what  is  required  and  to  secure  com- 
pliance. Only  brief,  voluntary  reports  have  been  requested  of  the 
smaller  carriers. 
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ance;  ^"^  and  the  di'opping  out  of  marginal  operators." 
This  list  of  transitional  problems  is  not  complete,  but 
it  ajDpears  to  cover  all  of  the  important  ones  except 
tliat  of  the  fitting  of  rates  and  charges  to  tlie  harness 
of  i-egulation.  The  transitional  phases  of  this  problem 
can  better  be  discussed  at  a  later  point. 

Carriers  of  j)assengers. — The  transitional  problems 
of  the  intercity  bus  industry  have  proved  to  be  far 
less  serious  than  those  of  its  sister  industry.  The  rea- 
son lies  in  the  fact,  noted  earlier,  that  the  industry  had 
attained  substantial  maturity  some  years  prior  to 
Federal  rejrulation.''* 


■"J  This  problem  is  transitional  in  the  sense  that  many  carriers  were 
wholly  unaccustomed  to  regulation  and  often  unaware  of  its  existence. 

^^  Regulation  set  up  various  requirements  which  such  carriers  could 
not  meet.  .Some  merely  dropped  out,  while  others  sold  their  "rights," 
often  unproved.  The  normal  process  of  attrition,  however,  has  caused 
many  carriers  to  drop  out  each  year ;  in  these  instances  regulation 
merely  tends  to  lessen  replacement  of  the  ranks.  Measurement  of  the 
effects  of  regulation  as  such  cannot  be  made.  The  following  comparison 
therefore  is  subject  to  important  qualifications  : 


Applications  on  file 
with  I.  C.  C.  in  June, 
1936  » 

Carriers  of  record  Dec. 
31,  1939  b 

Number  of  vehicles  per 
carrier 

Percent  of— 

Percent  of — 

Carriers 

Power 
units 

Carriers 

Power 
units 

1- 

2 .       

3-5 

6-10 

49.4 
19.6 
18.2 
7.4 
5.4 

14.1 
11.2 
19.2 
15.9 
39.6 

34.9 
20.0 
25.5 
10.9 
8.7 

6.7 
7.8 
18.3 
15.6 
51.6 

Total     

100.0 

100.0 

100.0 

100.0 

»  Federal  Coordinator  of  Transportation,  Hours,  Wages,  and  WoTkiiig  Coii- 
ditions  in  the  Intercity  Motor  Transportation  Industries,  Part  II,  op.  cit. 
b  Data  from  table  1,  above. 

<'  Generally,  there  was  no  serious  plethora  of  operating  rights  and 
the  rights  themselves,  with  relatively  few  exceptions,  were  clearly 
defined.  The  major  questions  which  arose  related  to  the  territorial 
scope  to  be  allowed  the  special  or  charter  operations  of  regular-route 
carriers  and  the  treatment  of  carriers  who  performed  only  special  or 
charter  operations.  These  questions  appear  to  have  been  dealt  with  In 
a  satisfactory  manner  by  the  Commission.  (See,  as  to  first  point, 
Peninsula  Transit  Corp..  Common  Carrier  Application,  1  M.  C.  C.  440 
(1937),  and  as  to  second.  Red  Star  Sightseeing  Line,  Inc.,  Common 
Carrier  Apiilieation.  1  M.  C.  C.  521  (1937),  Peninsula  Transit  Corp. 
Common  Carrier  Application,  1  M.  C.  C.  440  (1937),  Blue  £  Greii  Sight 
Seeing  Tours,  Inc.,  Common  Carrier  Application,  8  M.  C.  C.  124  (1938). 
No  difflculties  were  encountered  in  determining  the  legal  status  of 
operations,  as  there  are  practically  no  contract  or  private  operations, 
and  determination  of  the  relations  of  Federal  to  State  authority  over 
bus  operations  has  presented  no  particular  problem.  Tariffs  are  rel- 
atively simple  and  the  industry  was  well  prepared  to  file  them.  Ac- 
counting and  statistical  requirements  incident  to  Federal  regulation 
Itave  occasioned  relatively  little  trouble  for  these  carriers,  partly  because 
"f  their  greater  size  as  a  rule  and  partly  because  of  experience  in 
reporting  to  the  States,  and  the  securing  of  compliance  lias  called  forth 
little  in  the  way  of  educational  work  on  the  part  of  the  Commission. 
In  tact,  the  compliance  problem  in  general  has  been  of  relatively  minor 
proportions.  However,  there  has  been  real  trouble  in  securing  compli- 
ance on  the  part  of  "travel  bureaus"  and  "sedan  operators."  Vigorous 
onforccment  efforts  have  been  put  forth  to  lessen  unlawful  operations 
of  this  kind.  The  operation  of  school  busses  on  sighlsceing  excursions 
lias  also  required  attention.  Finally,  the  dropping  out  of  marginal 
operators  lias  been  less  of  a  factor  than  in  the  property  field.  The 
small  bus  companies  were  beltir  prepared  for  regulation  than  were  small 
truck  operators.  There  have  been  many  sales  of  rights.  The  demise 
of  a  tew  larger  carriers  in  unsound  financial  condition  may  have  been 
hastened  by  regulation. 


Continuing  Problems 

Carriers  of  property. — The  problems  to  be  dis- 
cussed here  are  simplj'  the  business  problems  of  a  reg- 
ulated industry  and  take  on  new  aspects  from  day  to 
day.  Pressures  of  shippers,  of  competitors  in  and  out 
of  the  motor-carrier  industry,  and  of  labor,  as  well  as 
the  restrictions  set  up  by  regulation  and  the  relief 
which  regulation  can  afford  in  some  instances,  all  con- 
stitute the  general  enviromnent  of  a  class  of  business- 
men eager  to  hold  and  increase  the  traffic  they  handle, 
and  faced  with  the  periodic  necessity  of  "meeting  a 
pay  roll". 

Under  these  circumstances,  coupled  with  situations  in 
wliich  there  is  a  plethora  of  operating  rights,  the  indi- 
vidual carrier  must  be  watchful  of  moves  made  by  other 
carriers  and  ever  mindful  of  how  it  can  fortify  and 
improve  its  position,  whether  or  not  at  the  expense  of 
other  carriers.  The  threat  of  the  grant  of  competitive 
operating  rights,  tlie  possibilitj'  tliat  unifications  may 
be  a  source  of  danger,  and  changes  in  rates  proposed 
by  competitors  must  be  l^ept  always  in  mind,  as,  on 
the  other  hand,  must  the  possibilitj-  of  securing  ad- 
ditional operating  rights  or  the  chirification  or  modi- 
fication of  existing  rights,  of  effecting  an  advantageous 
unification,  or  of  profiting  by  a  change  in  rates. 

A  carrier's  certificate  or  permit  constitutes  the  back- 
bone of  his  operations.  It  is  at  once  a  grant,  indefi- 
nite in  duration,^"  of  the  privilege  of  using  certain 
Ijublic  highways  or  any  liighways  in  a  given  area,  in 
the  conduct  of  a  business  enterprise  and  a  protection 
against  unwarranted  encroachment,  and,  on  the  other 
hand,  a  limitation  of  tlie  tilings  a  carrier  may  do,  as 
contrasted  witli  wliat  lie  would  like  to  do.  That  these 
rights  have  large  monetary  values  has  been  demon- 
strated in  a  long  line  of  finance  decisions.  Dilution  of 
the  earning  power  they  create  is  therefore  resisted,  as 
is  indicated  by  protests  made  on  "grandfather"  appli- 
cations and  particularly  on  applications  to  institute 
new  operations  or  to  extend  existing  ones  as  to  terri- 
tories or  commodities.'^"  The  Commission  has  con-  \ 
strued  the  statute  as  rociuiriiig  that  no  new  operating 
rights  be  granted  if  existing  motor  services  are  reason-  . 
ably  adequate  or  c:in  be  improved  or  expanded  to  meet  I 
the  needs  of  the  public  or  of  the  particular  shippers  in 
question.  The  existence  of  rail  service  is  not  allowed 
to  control  except  in  those  uiuomiiion  instances  in  which 


*"  Unless  revoked  for  cause.  The  power  of  revocation  is  circum- 
scribed, but    it   has  a   salutary  effect,   nevertheless. 

^"The  kind  of  right  applied  for  i.s.  of  course,  a  matter  calling  for 
particular  scrutiny.  An  application  for  the  right  to  haul  "general 
cominodilies"  commonly  raises  many  more  protests  than  one  which 
involves  limited  commodities.  Often,  applications  of  the  latter  kind 
are  not  protested,  and  Ibose  of  the  general  type  which  involve  the 
furnishing  of  service  to  places  off  the  lieaten  path  commonly  are  not 
contested.  Common  carriers  may  protest  applications  of  contract 
carriers,  but  the  reverse  rarely  occurs. 
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such  service  provides  all  of  the  advantages  of  motor 
sei'vice.  Water  carriers  have  shown  little  interest  in 
motor-carrier  certificate  or  permit  proceedings.  In 
some  cases,  the  abandonment  of  rail  lines  has  been  the 
occasion  for  grants  of  ojjerating  rights,  generally  to 
the  railroad  concerned  or  a  subsidiary.  Very  fre- 
quently applications  for  rights  'which  would  involve 
service  to  ijarticular  shippers  fail  to  be  api^roved  not 
only  because  of  the  existence  of  adequate  service  but 
because  the  real  intent  is  to  provide  service  at  lower 
rates.  The  Commission  has  held  uniformlj'  that  such 
intent  has  no  place  in  an  application  proceeding  and 
has  pointed  out  that  there  are  other  ways  of  seeking  an 
adjustment  of  rates. 

Unifications  most  commonly  take  the  form  of  out- 
right purchases  of  the  property  and  operating  rights 
of  other  carriers.  In  other  cases,  stock  control  is  ob- 
tained and,  in  still  others,  mergers,  consolidations,  or 
leases  are  effected.  A  given  carrier  is  concerned  about 
the  unification  of  other  carriers  for  the  following  rea- 
sons :  Improvements  that  may  be  effected  in  comj^eti- 
tive  services,  as  by  the  setting  up  of  new  through 
routes  "  or  the  obtaining  of  operating  rights  over  short 
cuts;  the  possibility  of  a  more  complete  or  effective 
competitive  coverage  of  a  territory  already  occupied; 
more  aggi'essive  and  powerful  management;  and  the 
economies  which  competitors  may  be  able  to  effect.  In 
the  great  majority  of  cases  the  Commission  has  per- 
mitted proposed  unifications  to  be  carried  into  effect. " 

Changes  in  rates  proposed  by  a  competitor,  whether 
motor  (common  or  contract)  or  rail,  or  changes,  which 
a  given  carrier  may  consider  it  in  his  interest  to  make 
or  propose,  are  a  vital  part  of  the  competitive  pi'ocess. 
The  minutiae  of  rate  changes  cannot  be  gone  into 
here.^''  Regulation  necessarily  has  resulted  in  greater 
emphasis  on  service  as  a  basis  of  traffic  solicitation. 

The  extent  of  compliance  with  Federal  and  State 
regulations  by  competitors  is  always  a  matter  of  con- 


''  Problems  of  major  importance  are  involved  here.  The  Ciimmission 
has  held  that  unifications  which  promise  to  result  in  new  and  better 
service  are  not  subject  to  a  finding  that  public  convenience  and  necessity 
require  such  service  (Eeesliin  Motor  Exp.  Co.,  Inc.,  (Illinois) — Leases, 
1  M.  C.  C.  373,  380-381  (1936).  It  has  also  held  that  injury  to  com- 
petitors is  not  a  ground  for  denying  an  application  for  a  unification. 
(English— Purchase — Robinson,  5  M.  C.  C.  221,  223-224  (1937)  ;  Trans- 
american  Freight  Lines,  Inc. — Purchase — Gorman,  5  M.  C.  C.  712,  713 
(1938)).  See,  however,  Consolidated  Freighticays,  Inc. — Punhase — 
Reymers,  36  M.  C.  C.  623   (1911). 

^  For  about  2  years  it  has  generally  required  the  amortization  over 
a  period  of  from  2  to  10  years  of  the  amounts  paid  for  intangibles  and 
more  recently  has  required  that  they  be  immediately  written  off  to 
surplus,  if  the  surplus  will  permit.  Vendors,  often  in  bad  financial 
condition,  frequently  have  had  substantially  nothing  but  bare  operating 
rights  to  sell,  and  not  uncommonly  the  price  paid  has  much  exceeded 
the  value  of  these  rights  to  the  vendor.  The  Commission  also  has 
insisted  on   simplication  of  corporate  structures. 

^^  Carriers  who  face  the  competition  of  "exempt"  carriers,  whose 
rates  are  unregulated,  have  particular  dilficulties,  which  are  added  to 
by  leasing  and  other  practices  resorted  to  by  carriers  which  transport 
exempt  commodities. 


cern  to  individual  carriers  who  may  be  affected.  While 
improvement  in  this  respect  is  occurring,  the  problem 
is  one  which  in  some  degi-ee  will  always  exist. 

Proper  working  relations  with  employees  are  also, 
of  course,  a  primary  concern  of  the  individual  carrier. 
Observance  of  regulations,  safe  driving,  good  conduct, 
and  careful  use  of  equipment  are  matters  of  particular 
importance  in  this  industry,  owing  to  the  extent  to 
which  driving  personnel  is  without  direct  supervision. 
Training  courses,  safety  contests,  and  company  regu- 
lations are  varyingly  resorted  to.  The  prevention  of 
accidents  is  an  ever-present  problem,  which  some  car- 
riers have  co^Ded  with  much  more  successfully  than 
others.  On  the  other  hand,  the  carrier  has  to  consider 
the  demands  of  labor  for  higher  wages  and  changes  in 
working  conditions. 

Carriers  of  passengers. — Here  again  the  bus  industry 
presents  fewer  problems.  The  fact  that  it  is  a  much 
more  highly  concentrated  industry  than  is  motor  trans- 
portation of  property  accounts  in  part  for  this  differ- 
ence. The  broad  lines  of  the  industry  are  more  clearly 
defined  and  there  is  a  greater  degree  of  adjustment  of 
the  carriers,  one  to  the  other.  Proposed  unifications 
or  applications  for  new  operating  rights,  other  than 
those  of  minor  character,  therefore  give  rise  to  more 
interest,  relatively,  than  they  generally  do  in  the 
property  field.  The  Commission  has  had  to  make  a 
number  of  decisions  in  which  the  question  of  preserv- 
ing competition  has  been  raised. 

No  emergency  calling  for  minimum  rate  orders  has 
arisen.  The  carriers  have  been  allowed  to  adjust  their 
rates  largely  in  unison  and  as  they  have  found  it  de- 
sirable to  do  so  to  fit  the  needs  of  their  business  and 
i:)articularly  as  changes  in  rail  rates  have  required 
sym23athetic  changes  in  bus  fares.  As  a  whole,  the  bus 
indu.stry  places  relatively  more  emphasis  on  the  selec- 
tion and  training  of  its  drivers.  Otherwise,  the  con- 
tinuing problems  of  this  industry  are  similar  to  those 
previoush'  mentioned  as  facing  the  trucking  industry. 

Problems  Common  to  For-Hire  Carriers  of  Property 

Criticisms  of  the  industry  hy  its  covipetitors. — At 
the  time  the  Federal  Coordinator  of  Transportation 
made  his  legislative  and  economic  studies  in  the  thirties, 
the  motor  carrier  industry  was  being  subjected  to  three 
general  lines  of  criticism  by  the  railroads,  as  follows: 

(«)  That  lack  of  Federal  regulation  created  an 
unfair  situation.  This  criticism  has  been  met  through 
the  regulation  provided  in  1935,  though  its  adminis- 
tration has  not  in  all  respects  satisfied  the  railroads. 

{h)  That  the  intercity  trucking  industry  derived  an 
unfair  advantage  through  the  maintenance  of  low  labor 
standards.    That  these  criticisms  were  carried  too  far 
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was  revealed  by  an  examination  of  tlie  facts,  but  that 
conditions  of  unduly  long  hours  and  low  pay  charac- 
terized many  operations  in  the  property-carrying  field 
cannot  be  questioned.^*  Wages  have  subsequently  been 
increased  and  hours  shortened. 

(c)  That  the  motor  transport  industry  does  not  pay 
adequately  for  the  use  of  highway  facilities.  A  report 
of  the  Federal  Coordinator  of  Transportation  did  not, 
in  any  substantial  degree,  sustain  the  position  of  the 
railroads. ^^  This  finding  has  been  severely  criticized 
by  the  railroads.^''  A  review  of  the  Coordinator's  re- 
port and  of  the  position  of  the  railroads  and  other 
parties  in  interest  is  being  made  by  the  special  board 
of  investigation  and  research  created  by  the  Transpor- 
tation Act  of  1940. 

Leasing  of  transportation  facilities  and  services. — 
Leasing  practices  are  recognized  to  have  grown  mate- 
rially in  recent  years.  The  most  common  type  of  leas- 
ing and  one  of  long  standing  is  that  of  so-called 
"owner-operator"  equipment.  It  takes  two  forms,  the 
first  of  which  involves  a  more  or  less  continuing  and 
exclusive  engagement  of  a  given  owner-operator  by  a 
given  carrier,  and  the  second  short-term  leasing,  often 
for  a  single  trip.^"  Quite  commonly  the  owner-opera- 
tor has  two  or  more  units  and  in  some  cases  a  very 
large  number,  which  he  provides,  generally  with 
drivers,  to  a  carrier  or  to  a  number  of  carriers.  An 
association  of  owner-operators  stated  in  1940  that  there 
are  20,000  or  more  such  operators  and  that  they  have 
more  than  30,000  vehicles.  The  accuracy  of  these 
figures  has  not  been  checked,  but  it  can  readily  be 
seen  that  a  large  amount  of  freight  is  carried  under 
such  arrangements.  Some  motor  carriers  depend 
largely  or  almost  wholly  on  such  leased  equipment. 

The  other  type  of  leasing  noncarrier  equipment  to 
for-hire  carriers,  that  done  by  rental  agencies,  is  not  of 
sufficient  interest  in  the  present  connection  to  warrant 
comment. 

Carriers  also  lease  the  equipment  of  other  carriers. 
The  most  prevalent  of  such  arrangements  are  as  fol- 
lows: (1)  Interchange  of  equipment  between  carriers 
to  complete  transportation  of  shipments  over  lines  of 
two  or  more  carriers  under  joint  or  combination  rates. 
This  arrangement   is   much   like   the   interchange   of 


^  Federal  Coordinator  of  Tians;portation,  Comparative  lAthor  standards 
ill   Transportation,  10"7,  and  underlying  reports. 

^'Publio  Aids  to  Transportation,  vols.  I  and  IV,  1940. 

'"  .\asociation  of  .American  Railroads,  What  is  Piihlic  Aid  to  Trans- 
portation, 1940. 

^^  Various  owner-operators  have  claimed  the  status  of  carriers.  The 
Commission  has  rejected  this  contention  where  it  is  shown  that  the 
vehicles  are  operated  under  the  lessee's  direction  and  control  and  under 
its  responsibility  to  the  general  public  and  to  the  shipper.  See  Di.ne 
Ohio  Express  Co.  Common  Carrier  Application,  17  M.  C.  C.  735  (1939). 
The  Commission's  petition  has  been  sustained  in  two  cases  carried  to 
the  Supreme  Court. 


freight  and  passenger  cars  between  railroads,  except 
that  motor  equipment  is  confined  to  use  by  the  particu- 
lar carriers  jjerforming  the  service.  This  practice  is 
generally  limited  but  is  growing  in  importance. °^  (2) 
Use  of  the  service  of  line-haul  carriers  in  the  move- 
ment of  traffic  accepted  by  another  such  carrier.  This 
practice  is  a  common  one  among  the  household  goods 
carriers  and  is  found  to  a  considerable  extent  in  the 
case  of  general  commodity  carriers,  particularly  in 
certain  sections  of  the  country.  It  is  resorted  to  either 
when  a  carrier's  own  equipment  is  temporarily  over- 
taxed or  to  correct  a  chronically  unbalanced  load  situ- 
ation and  thus  avoid  expensive  empty  or  light  mileage 
by  both  the  so-called  lessee  and  lessor.  There  are  pos- 
sibilities of  violations  of  the  Act  which  cause  this  prac- 
tice to  be  questioned  in  some  quarters. 

There  also  are  cases  in  which  carriers  "lease"  equip- 
ment to  shipiaers.  This  practice,  prima  facie,  is  unlaw- 
ful, though  it  has  been  authorized  in  a  few  instances. 

Leasing  presents  an  economic  problem  for  tlie  motor- 
carrier  industry  through  creating  differences  in  costs. 
A  carrier  who  uses  the  trip-lease  type  of  owner- 
operator  may  in  some  instances  derive  an  advantage 
over  a  competitor  who  operates  with  owned  equipment 
or  that  engaged  under  long-term  leases.  Also,  the 
carrier  who  can  build  up  his  own  load  factor  by  en- 
gaging other  carriers  to  carry  freight  that  is  out 
of  balance  derives  an  advantage  over  carriers  who  use 
only  their  own  equipment.  Similarly,  the  lessor  re- 
covers more  of  his  costs.  Both  types  of  leasing  provide 
the  advantages  of  pooling  of  equipment  and  of  lower 
costs  in  other  respects.  However,  there  is  the  possi- 
bility of  violations  of  tariffs  and  operating  rights,  and 
certain  operating  practices  and  the  lack  of  definite 
responsibility  to  the  public,  often  found  in  the  case 
of  the  itinerant  owner-operator,  if  not  in  other  in- 
stances of  leasing,  are  matters  to  be  considered. 

Organization  for  common  action. — Motor  carriers  of 
property,  after  a  preliminary  period  in  which  there 
were  rival  national  associations,  settled  upon  a  kind 
of  federated  organization,  with  a  national  association 
standing  at  the  head  of  and  supported  by  State  associa- 
tions. This  association,  which  functions  through  sev- 
eral divisions  or  conferences,  such  as  the  regular-route 
common-carrier  conference  and  the  contract-carrier 
conference,  has  exerted  a  very  effective  leadership.  It 
has  prepared  a  national  motor-rate  classification,  which 
it  revises  from  time  to  time,  participates  in  the  advocat- 
ing or  opposing  of  legislation  of  interest  to  the  industry 
and  in  certain  classes  of  cases  before  the  Commission 
and  the  courts,  engages  in  pi'omotional  activities,  pub- 


'^  As  evidenced  by  the  recent  setting  up  of  transcontinental   s.vstems 
comprised  of  independent  carriers. 
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lishes  a  weekly  newspajwr.  and  puts  out  a  large  volume 
of  current  information,  such  as  digests  of  Commission 
and  court  decisions  and  of  legislation. 

There  are  other  associations  made  up  of  specialized 
haulers,  such  as  two  which  represent  groups  of  carriers 
of  household  goods  and  carriers  of  automobiles. 

Also  to  be  mentioned  are  the  motor  carrier  rate 
bureaus,  of  which  there  are  upwards  of  100.  Their 
functions  are  those  of  preparing  and  publishing  tariils, 
initially  considering  rate  changes  proposed  by  shippers 
or  carriers,  adjusting  differences  between  carriers  and 
.shippers,  and  taking  such  part  in  proceedings  before 
regidatory  bodies  as  is  considered  ap])ropriate.  Some 
bureaus  cover  a  wide  range  of  commodities;  others 
specialize  on  individual  commodities,  such  as  household 
goods,  petroleum  products,  or  automobiles.  Some  take 
in  the  entire  country;  at  the  other  extreme  are  those 
which  confine  their  membership  to  carriers  of  a  single 
State  or  of  an  area  within  a  State.  The  larger  bureaus 
have  generally  worked  out  divisions  of  territoi-y,  though 
New  England,  for  example,  has  two  major  competing 
bureaus.  Tliere  are,  in  addition,  many  individuals 
who  publish  tariffs  as  agents  for  carriers. 

It  sometimes  is  urged  that  these  bureaus  serve  to 
advance  the  interests  of  some  carriers  to  the  injury 
of  others,  or  that  they  lessen  the  opportunities  for  the 
individual  carrier  to  charge,  or  place  before  the  reg- 
ulatory bodies,  rates  of  their  choosing.  There  are  advan- 
tages in  having  a  preliminary,  unofficial  review  of 
proposed  rate  changes.  Many,  on  their  face,  are  ill 
considei'ed  and  would  liave  no  chance  of  becoming 
effective  if  presented  directly  to  the  regulatory  bodies. 
A  useful  function  also  is  served  by  affording  oppor- 
tunity for  other  interested  carriers  to  be  heard  before 
a  rate  proposal  is  carried  too  far.  Certain  bureaus, 
under  their  bylaws,  are  required  to  publish  any  rate 
a  member  desires,  though  they  may  oppose  its  accept- 
ance before  the  regulatory  body:  some  allow  a 
member  to  publish  rates  which  do  not  meet  with  the 
approval  of  the  bureau ;  and  some  take  the  position 
that  a  member  may  not  j^ublish  or  participate  in  rates 
to  which  the  bureau  objects.'^^  The  work  done  by  the 
bureaus  reflects  the  known  interdependence  and  com- 
plexity of  motor-carrier  rates.  Apart  fi'om  possible 
abuses,  rate  bureaus  ai'e  subject  to  no  criticisms  which 
cannot  be  leveled  at  the  regulatory  policy  laid  down 
in  a  succession  of  Federal  acts.  As  an  implement  in 
the  conduct  and  regulation  of  a  business,  they  are  not 
free  from  faults,  but  they  serve  a  useful  purpose.  The 
I'ailroads  have  had  similar  agencies  for  Aears,'^"  and 


shipping  lines  have  their  conferences,  a  means  of  secur- 
ing cooperation  which  dates  from  a  remote  period 
in  the  past. 

Determination  of  the  "Inherent  Advantages" 
of  Motor  Transportation 

This  basic  question  has  necessarily  been  left  until  the 
last.  Criticisms  not  infrequently  are  made  to  the 
effect  that,  from  the  standpoint  of  the  public  interest, 
motor  transportation  of  property  is  being  conducted 
in  fields  which  do  not  lie  within  its  natural  aptitudes 
or  in  which  it  is  merely  a  competitive  duplication  of 
the  services  which  other  carriers,  mainly  the  railroads, 
can  render  to  the  satisfaction  of  the  public.  These 
critics  concede  that  individual  motor  carriers  cannot 
long  indulge  in  unprofitable  operations.  Their  alter- 
natives in  such  circumstances  are  to  cut  their  costs  or 
retire.  Inasmuch  as  the  record  shows  that  motor  trans- 
portation continues  to  gain  at  the  expen.se  of  the  rail- 
roads, it  must  follow  that  the  basic  trouble,  if  there 
be  any,  lies  not  in  what  motor  carriers  do  but  in  the 
ojjportunities  created  for  them  by  the  practices  of  their 
competitors.  It  frequently  is  urged,  therefore,  that  the 
railroads  are  not  expressing  their  "inherent  advan- 
tages" in  their  rates  and  that  wholesale  revisions  of 
these  rates  will  serve  to  place  motor  transportation 
in  its  proper  and  limited  field  of  service,  to  the  advan- 
tage of  the  public.  The  motor  carriers  themselves 
generally  resist  this  line  of  reasoning  and  any  measures 
intended  to  gi^-e  it  practical  force.  In  the  main,  the 
tendency  to  lengthen  routes  and  otherwise  to  expand 
the  scope  of  operations  continues. 

It  would  be  altogether  impracticable  and  inappropri- 
ate in  this  paper  to  attempt  even  a  general  finding  as  to 
the  place  of  motor  transportation  in  the  entire  scheme 
of  transportation.  All  that  can  be  undertaken  here  is 
the  outlining  of  a  broad  method  of  approach  to  this 
problem  and  tlie  bringing  together  of  such  data  as 
can  be  had  which  illustrate  certain  of  its  specific 
pliases. 

Basically,  the  analysis  of  this  problem  calls  for 
a  most  skillful  synthesis  of  service,  cost,  and  other  con- 
siderations as  they  present  themselves  in  the  complex 
system  of  transportation  facilities  and  services  avail- 
able today.  However,  even  if  given  adequate  quantita- 
tive measurements  of  all  jDertinent  facts,  conditions  will 
remain  which  will  try  the  wisdom  of  those  who 
endeavor  to  translate  these  facts  into  a  plan  of  action. 
Comparisons  of  costs  and  service  often  may  fall  short 
of  giving  a  sound  answer.*^^     Such  comparisons  may  be 


™  See  PcriodicaU,  etc..  Savannah,  Gn_,  to  Birminrilium.  Ala..  30  M.  C.  C. 
S91   (1941). 

"» See   Trans-Continental  Freight   nnreau,   77    I.   C.   C.   252    (192.3). 


"'  An  indication  of  tlJis  basic  difficulty  is  provided  l)y  tbe  fact  that 
substantially  all  transportation  agencies  render  "efficient"  and  "less 
efficient"  service  with  some,  at  least,  of  the  same  facilities  and  often 
c<-ntemporaneously.     The    "less    efficient"    service    they    render    makes 
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expected  at  most  to  afford  certain  general  guides  for 
tlie  handling  of  very  complex  situations  and  certain 
more  specific  guides  for  the  determination  of  simpler 
or  more  easily  isolated  issues."- 

Survey  of  existing  services  and  facilities. — Ideally, 
an  appraisal  of  the  relative  service  advantages  and 
disadvantages  of  different  forms  of  transportation 
■would  start  with  shippers'  requirements  as  an  expres- 
sion of  standards  for  use  in  measuring  what  is  being 
accomplished.  Actually,  of  course,  there  are  no  specific 
standards  of  this  kind.  The  carriers  themselves,  under 
pressure  from  other  carriers  and  individual  shippers, 
determine  the  standards  that  prevail.  Resort  must 
therefore  be  had  to  comparisons  of  the  services  of  rival 
forms  of  transportation.  Also,  conditions  vary  greatly 
from  i)lace  to  place  and,  at  this  time,  are  highly  dy- 
namic. Measurements  are  difficult  for  these  additional 
reasons.  All  that  can  be  said  is  that  shippers  want 
"good"  or  the  "best  possible"  service,  coupled  with 
lowest  possible  rates.  Under  present  competitive  con- 
ditions, their  desires  are  being  met  to  a  degree 
undreamed  of  in  earlier  days. 

Motor  transportation  between  given  i^oints  or  in 
given  areas  is  rendered  under  a  far  more  complex 
carrier  set-up  than  is  rail  service.'^^  There  are  not  only 
more  motor  than  rail  carriers,  but  they  vary  in  char- 
acter. Common  and  contract  carriers  have  differing 
modes  of  operation  and  legal  characteristics,  and 
"exempt"  for-hire  carriers  and  private  carriers  must  not 
be  overlooked.  Cutting  across  these  differences  are 
those  which  arise  from  the  varying  types  of  service 
which  motor  carriers  render.  Some  is  as  definitely 
scheduled  as  rail  service;  at  the  other  extreme  is  indi- 
vidualized "call  and  demand"  service.  Some  carriers 
serve  the  intermediate  territory,  while  others  furnish 
only  through  service  from  terminal  to  terminal.  There 
is  also  a  size  differentiation,  with  a  range  from  one- 
truck  operators  with  their  conception  of  what  is  good 
business  and   service,  to  large,   integrated   operations. 


it  more  possible  to  render  the  "efficient*'  service.  Also,  certain  carriers, 
especiall.v  the  railroads,  provide  service  which  is  "efficient"  but  which 
cannot  pay  its  full  share  of  costs.  If  this  traffic  is  to  continue  to 
move,  other  traffic  must  pa.v  more  than  full  costs.  It  costs  are,  how- 
ever, to  be  a  major  measure  of  inherent  advantages  and  these  advantages 
are  to  he  the  keystone  of  future  transportation  policy,  special  con- 
sideration must  be  given  conditions  of  the  kinds  indicated  or  the 
possible  far-reaching  effects  on  the  national  economy  of  changed 
transporation  charges  must  be  faced. 

''^  In  dealing  with  so  complex  a  subject  as  the  comparison  of  the  costs 
and  services  of  different  forms  of  transportation,  it  has  been  a  conunon 
practice  to  gather  a  mass  of  statistical  material  and  to  present  averages 
and  other  computations  drawn  therefrom.  Often  and  perhaps  geneially, 
the  results  cannot  he  related  to  or  be  m.ade  to  illuminate  siH?citic 
situations.  This  method  of  approach  yields  useful  material  and  is 
highly  necessary,  but  it  can  become  significant  in  a  practical  way 
only  if  detailed  studies  of  concrete  situations  are  contemporaneously 
carried  out.  The  case  study  method  of  approach  strongly  commends 
itself.  An  early  use  of  this  method  is  found  iu  The,  Shipping  Situation 
Between  New  York  City  and  rhiladclphia,  Uussell  W.  Talbot,  1931. 


with  a  different  conception.  On  the  other  side,  there 
are  rail  and  express  services,  largely  standardized  as 
to  type.  There  also  are  the  services  of  freight  for- 
warders, which  employ  rail,  (ruck,  or  water  carriers 
for  the  furnishing  of  the  line-haul  service  and  which 
sometimes  bring  these  agencies  into  coordination 
through  using  the  one  to  complete  a  haul  begun  by  the 
other.  An  inventory  should  be  made  in  concrete  situ- 
ations of  the  amount  and  characteristics  of  the  service 
rendered  by  each  form  of  transportation,  coupled,  if 
possible,  with  comparisons  of  the  relative  position  of 
the  different  agencies  in  an  earlier  period,  in  order  that 
shifts  in  the  public's  calls  for  particular  services  may 
be  indicated. 

The  sei'vices  rendered  liy  the  several  means  of  trans- 
jjortation  should  then  be  rated  as  to  qualitj-.  Involved 
here  are  such  well-known  factors  as  speed  or  over-all 
elapsed  time  between  preparation  of  shipment  and  its 
delivery  at  destination,  frequency  of  service  (a  variant 
of  the  foregoing),  convenience  with  res^Dect  to  degree 
of  interference  with  shipper's  operations,  completeness, 
etc.,  responsibility  in  the  event  of  loss  and  damage  and 
of  accidents,  adherence  to  schedules,  special  protection 
and  handling,  etc. 

The  relative  importance  which  shippers  attach  to 
these  several  considerations  has  been  surveyed  at  vari- 
ous times.  These  surveys  permit  of  no  definite  deter- 
mination of  the  relative  importance  of  service  and  cost 
considerations,  though  it  is  believed  thtit  purely  "serv- 
ice" considerations,  not  influenced  by  comparisons  of 
costs,  are  a  relatively  minor  factor  in  the  choice  of 
motor  transportation. 

Conditions  have  changed  since  the  last  comprehensive 
survey  of  this  kind."  Thus,  the  spread  of  free  rail 
pick-up  and  delivery  service  on  less-than-carload  traffic 
has  lessened  an  important  original  advantage  of  the 
truck."^  The  railroads  also  have  speeded  up  their 
main-line  merchandise  trains  since  1933.  Complex 
terminal  operations  remain  a  handicap  for  the  rail- 
roads in  competing  with  trucks,  though  here  also  im- 
provement has  occurred.  In  other  cases,  the  railroads 
have  worked  out  coordinated  rail-truck  services  which 
are  as  fast  as  those  by  truck.  These  cases  should,  how- 
ever, be  treated  in  a  distinct  category  in  comparisons 
of  service.  Improved  vehicles  and  more  and  better 
roads  have  enabled  a  speeding  up  of  truck  schedules 


"  For  simplicity,  this  anal.vsis  is  confined  to  niolor  and  rail  trans- 
portation. 

<"  Federal  Coordinator  of  Transportation.  Merclianilisc  Traffic  Kcport, 
p.  5. 

•"  This  service  is  not  available,  except  at  the  expense  of  the  shipper, 
at  points  beyond  a  defined  distance  or  on  shipments  carrying  less 
than  a  designated  minimum  freight  charge,  and  there  are,  of  course, 
numy  places  with<tut  rail  services  and  beyond  the  rail  pick-tip  and 
delivery  zone. 
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in  some  areas;  increased  road  and  street  congestion, 
regulations  of  drivers'  hours  of  service,  and  varying 
size  and  weight  limits ''"  and  other  regulations  of  the 
States  have  had  a  contrary  effect.  Tie-ups  of  truck 
operations  by  reason  of  ice  and  snow  continue,  but 
to  a  less  extent  than  formerly,  owing  to  the  prompter 
clearing  of  roads."' 

There  is  substantially  no  class  of  traffic  handled  by 
railroad  that  is  not  handled  to  some  extent  by  truck."^ 
Coal,  wheat,  various  ores,  and  other  traffic  commonly 
classified  as  "tied  to  the  rails"  move,  in  some  cases  to 
a  substantial  extent,  by  truck.  The  truck,  whether 
I^rivate  or  for-hire,  fits  in  so  closely  with  the  needs 
of  agriculture  that  a  large  segment  of  traffic  has  been 
completely  lost  to  the  rails. 

Table  A  indicates  that,  while  the  majority  of  inter- 
city for-hire  carriers  transport  special  commodities, 
approximately  one-half  of  the  tonnage  is  transported 
by  carriers  classified  as  general  commodity  haulers. 
The  commodities  carried  by  the  latter  group  are  in 
many  cases,  of  course,  the  same  as  those  transported  by 
special  haulers.  There  is,  unquestionably,  therefore,  a 
high  degree  of  concentration  on  manufactured  or  pro- 
cessed commodities.  A  much  smaller  percentage  of 
contract  than  on  common  carriers  transport  general 
freight,  as  is  also  shown  by  Table  A."" 


i"  See  Interstate  Commerce  Commission,  Federal  Regulation  of  the 
Sizes  and  M'eight  of  Motor  Teliicles,  op  cit. 

0'  The  Merchandise  Traffo  Report  and  the  Freight  Traffic  Report 
of  the  Federal  Coordinator  of  Transportation  compared  operating 
schedules  of  rail  and  motor  carriers  in  1933.  It  is  a  comparatively 
■  simple  task  to  make  such  a  comparison  for  a  defined  area.  The 
overnight  run  with  first  morning  delivery  is,  of  course,  the  backbone 
of  motor  operations.  Such  service  is  rendered  from  Chicago  to 
Memphis,  562  miles.  Chicago  to  Kansas  City,  508  miles,  and  Milwaukee 
to  St.  Louis,  378  miles.  There  is  second  morning  delivery  from  Chi- 
cago to  points  as  dist.Tnt  as  Oklahoma,  Tennessee,  Colorado,  and  Texas; 
sixth  mornin.g  delivery  is  scheduled  from  Chicago  to  west  coast 
points.  It  takes  a  very  expeditious  type  of  train  service  to  effect 
equal  speed  to  all  but  the  more  distant  points.  This  statement  is 
less  true  of  small  shipments  than  of  carload  and  truckload  shipments, 
as  the  latter  do  not  involve  handling  on  terminal  floors.  Also,  truck 
freight  as  a  rule  is  picked  up  at  a  later  hour  in  the  day  than  is 
rail  freight. 

I"  Reference  here  is  to  over-the-road  hauls  and  not  to  pick-up  and 
delivery  operations. 

"^  The  following  over-all  comparison  is  of  considerable  significance, 
though  the  data  include  private  truck  movements  and  also  some 
movements  of  an  essentially  local  character. 


Commodities  carried 

Percent  of  total 

loaded  trucks 

recorded  at 

loadometer 

stations  in  38 

States  « 

Percent  of  tons 
originated  by 
Class  I  line- 
haul  railroads, 
1938 

13.2 
13.4 
6.6 
5.1 
53.2 
8,5 

12.4 

1.9 

Products  of  mines      _  .  . 

52.9 

Products  of  forests 

5.7 

Manufactures  and  miscellaneous 

25.2 

'  1.9 

Total 

100.0 

100.0 

Interest  also  attaches  to  the  relative  size  of  ship- 
ments. The  average  less-than-carload  shipment  weighs 
about  475  pounds.'"  This  average  does  not  differ  ma- 
terially from  that  for  less-than -truckload  traffic.  Ship- 
ments of  merchandise  traffic  in  scheduled  motor  service 
are  generally  smaller  than  those  which  move  in  irreg- 
ular route  service.'^  On  the  other  hand,  shipments  of 
special  commodities  by  motor  vehicle,  while  much  larger 
than  those  indicated  above,  are  as  a  rule  smaller  than 
those  by  rail.  The  average  truckload  shipment,  accord- 
ing to  a  small  sample,  weighs  about  22,000  pounds, 
though  this  much  tonnage  may  not  move  in  all  cases  in 
a  single  vehicle.  The  average  carload  shipment  by  rail  ) 
weighed  36.8  tons  in  1939,  but  of  course  this  figure  is' 
no  measure  of  the  size  of  shipments,  as  a  given  ship- 
ment may  range  from  one  car  to  many  cars  and  up  to 
a  trainload.  About  98  percent  of  rail  traffic  moves  on  \ 
carload  rates,  as  contrasted  with  the  much  lower  per- 
centage of  truck  traffic  that  moves  on  truckload  rates."^ 

There  is  also  the  distance  factor  to  consider.  For- 
hire  carriers,  particularly  those  subject  to  the  Commis- 
sion's general  jurisdiction,  necessarily  operate  over 
somewhat  longer  distances  than  the  general  run  of 
users  of  the  highways  for  commercial  purposes.  Their 
average  haul  is  about  150  miles."^  There  is  substantial 
evidence  that  this  average  is  materially  higher  than  it 
was  a  few  years  ago.  The  rail  average,  covering  a 
different  consist  of  traffic,  was  351  miles  in  1939,  or 


o  From  Highway  Planning  Surveys,  made  mostly  in  1936  and  1937. 
'  Less-than-carload. 


'"  Study  of  less-than-carload  traflic  for  week  of  Sept.  8  to  14,  1039 
(exhibit  filed  in  Docket  28,300  by  Association  of  American  Railroads). 

•^Neio  England  Motor  Carrier  Rates.  S  M.  C.  C.   281,  315    (1938). 

"In  this  general  connection,  see  Interstate  Commerce  Commission, 
Federal  Regulation  of  the  Sizes  and  Weight  of  Motor  Vehicles^  op  cit.. 
appendix  D,  pp.  043-653.  for  discussion  of  effects  of  limitations  of 
sizes  and  weights  on  truck  shipments  and  rates. 

"  About  80  percent  of  all  trips  outside  of  city  limits  made  by 
trucks  are  for  distances,  one  way,  of  Ie.ss  than  20  miles.  Such  trips 
account,  however,  for  only  about  34  percent  of  the  total  over-the-road 
mileage  of  trucks.  Of  all  such  mileage,  about  63  percent  is  urban 
to  urban,  29  percent  rural  to  urban  or  vice  versa,  7  percent  rural 
to  rural,  and  1  percent,  trans-State.  About  76. percent  of  all  truck 
mileage  is  on  trips  of  less  than  100  miles,  whereas  only  21  percent 
of  the  mileage  of  for-hire  carriers  transporting  general  commodities 
is  so  classified.  The  average  haul  of  such  carriers  is  about  150  miles. 
A  distribution  of  tons  transported  by  haulers  of  general  commodities, 
by  oae-way  route  lengths,  found  in  Federal  Regulation  of  the  Sizes 
and  Weights  of  Motor  Vehicles,  op.  cit.,  pp,  96,  596-597,  follows  : 

Percent  of  total 
Route  length  (miles) :  tonnage 

Under    100 37.  2 

100-199 34.  8 

200-299 , 15.  0 

300    and    over 13.0 

Total 100.  0 

This  summary,  being  in  terms  of  route  length,  tends,  however,  to  over- 
state somewhat  the  importance  of  the  longer  hauls. 

The  Merchandise  Traffic  Report,  op.  cit.,  p.  25,  indicated  the  following 
distribution  of  shipments  moving  by  trucks  in  1932 ;  1-50  miles, 
48.7  percent;  50-250  miles.  41.1  percent;  over  250  miles,  10.2  percent. 
The  average  haul  was  130  miles.  See  also  Federal  Coordinator  of 
Transportation,  Regulation  of  Transportation  Agencies,  Senate  Doc. 
152,  73d  Cong.,  2d  .sess.,  p.  202,  which  gives  an  average  of  100  miles 
in  1932. 
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Table  A. — Percentage  distribution  by  size  of  comjiany  and  class  of  operation  of  nvmler  of  ccmfanies,  pouer  units,  vehicle-miles,  tons  trans- 
ported, and  revenues  of  predominantly  intercity  carriers  cf  record  svbject  to  the  general  jvrisdiclicn  of  the  Interstate  Ccmmerce  Commission 
in  1939 


Class  of  operation 


Size  of  com- 
pany (num- 
ber of  power 
units)  (class 
II  and  III 
carriers) 


General  commodities 


Special  commodities 


Totals 


Regular  route 


Com- 
mon 

(1) 


Con- 
tract 


(2) 


Total 
(3) 


Irregular  route 


Com- 
mon 


(4) 


^°^'       Total 
tract       "''^' 

(5)  (6) 


Total- 
general 
com- 
modi- 
ties 

(7) 


Regular  route 


Com- 
mon 


(8) 


Con- 
tract 


(9) 


Total 
(10) 


Irregular  route 


Com- 
mon 


(11) 


Con- 
tract 

(12) 


Total 
(13) 


Total- 
spec  ial 
com- 
modi- 
ties 

(14) 


Regular 
route 


(15) 


Irregu- 
lar 
route 


(16) 


Com- 
mon 


(17) 


Con- 
tract 


(18) 


All 


(19) 


Percent  of  total  carriers 


1 

2 

3... 

4.. 

5 

6-10 

11-15 

Over  15— 

Total 

Class  I... 

Total,  all- 


1 

2 

3 

4 

5 

6-10 - 

11-15 

Over  16— 

Total 

Class  I--- 

Total.  all- 


1 

2 

3 --- 

4 

5 -^-. 

6-10 

11-15 

Over  15— 


17.8 
19.5 
20.3 
22.1 
22.1 
25.8 
32.2 
30.4 

20.6 
60.8 


0.3 

18.1 

8.4 

0.4 

8.8 

26.9 

8.7 

3.5 

12.2 

48.8 

12.1 

60.9 

73.1 

30.3 

69.7 

83.7 

16.3 

.2 

19.7 

9.3 

.4 

9.7 

29.4 

6.2 

3.1 

9.3 

49.2 

12.1 

61.3 

70.6 

29.0 

71.0 

84.2 

16.8 

.1 

20.4 

8.4 

.3 

8.7 

29.1 

4.3 

2.8 

7.1 

50.6 

13.2 

63.8 

70.9 

27.5 

72.5 

83.6 

16.4 

.2 

22.3 

10.0 

.  7 

10.7 

33.0 

3.9 

3.3 

7.2 

45.8 

14.0 

59.9 

67  0 

29.5 

70.5 

81.8 

18.2 

.0 

22.1 

12.0 

.4 

12.4 

34.6 

3.6 

2.5 

6.1 

45.3 

14.1 

69.4 

65.5 

28.2 

71.8 

83.0 

17.0 

.3 

26.1 

12.8 

.3 

13.1 

39.2 

2.2 

3.1 

5.3 

40.9 

14.6 

55.4 

60.8 

31.4 

68.6 

81.7 

18.3 

.0 

32.2 

18.3 

.4 

18.7 

60.9 

1.2 

1.6 

2.S 

30.7 

15.6 

46.3 

49.1 

35.0 

6.5.0 

82.4 

17  6 

.0 

30.4 

21.1 

1.8 

22.9 

63.3 

3.3 

.6 

3.9 

29.5 

13.3 

42.8 

46.7 

34.3 

65.7 

84.3 

15.7 

.2 

20.8 

10.0 

.4 

10.4 

31.2 

6.8 

3.1 

S.9 

47.0 

12.9 

69.9 

68.8 

29.7 

70.3 

83.4 

16.6 

2.1 

62.9 

5.0 

3.0 

8.0 

70.9 

2.7 

3.0 

5.7 

12.7 

10.7 

23.4 

29.1 

68.6 

31.4 

81.2 

18.8 

.3 

22.8 

9.7 

..■; 

10.2 

33.0 

5.7 

3.1 

8.8 

46.4 

12.8 

68.2 

67.0 

31.fi 

68.4 

83.3 

16.7 

100.0 
100.0 
100.0 
100.0 

100.0 

100.0 
100.0 
100.0 

100.0 
100.0 

100.0 


Percent  of  total  power  units 


17.8 
19.5 
20.3 
22.1 
22.1 
26.2 
32.6 
29.3 

24.0 
66.7 

40.3 


0.3 

18.1 

8.4 

0.4 

8.8 

26.9 

8.7 

3.5 

12.2 

48.8 

12.1 

60.9 

73.1 

30.3 

69.7 

83.7 

16.3 

.2 

19.7 

9.4 

.4 

9.8 

29.5 

6.2 

3.1 

9.3 

49.1 

12.1 

61.2 

70.6 

29.0 

71.0 

84.2 

15.8 

.1 

20.4 

8.4 

.3 

8.7 

29.1 

4.3 

2.8 

7.1 

50.6 

13.2 

63.8 

70.9 

27.6 

72.6 

83.6 

16.4 

.2 

22.3 

10.0 

.  1 

10,7 

33.0 

3.9 

3.3 

7.2 

45.8 

14.0 

69.8 

67.0 

29.6 

70.5 

81.8 

18.2 

.0 

22.1 

12.0 

.4 

12.4 

34.5 

3.6 

2.5 

6.1 

45.3 

14.1 

59.4 

66.6 

28.2 

71.8 

83.0 

17.0 

.4 

26.6 

13.0 

.2 

13.2 

39.8 

2.2 

2.9 

5.1 

40.4 

14.7 

55.1 

60.2 

31.7 

68.3 

81.8 

18.2 

.0 

32.6 

18.4 

.4 

18.8 

61.4 

1.2 

1.5 

2.7 

30.6 

15.4 

46.9 

48.6 

35.3 

64.7 

82.7 

17.3 

.0 

29.3 

19.8 

2.2 

22.0 

51.3 

3.3 

2.6 

5.9 

28.8 

14.0 

42.8 

48.7 

36.2 

64.8 

81.2 

18.8 

.•2 

24.2 

12.4 

.6 

13.0 

37.2 

3.9 

2.8 

6.7 

42.3 

13.8 

56.1 

62.8 

30.9 

69.1 

82.6 

17.4 

2.1) 

68.7 

4.1 

2.2 

6.3 

75.0 

2.1 

1.9 

4.0 

11.4 

9.6 

21.0 

25.0 

72.7 

27.3 

84.3 

15.7 

.9 

41.2 

9.2 

1.2 

10.4 

61.6 

3.2 

2.5 

6.7 

30.5 

12.2 

42.7 

48.4 

46.9 

53.1 

83.2 

16.8 

100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 

100.0 
100.0 

100.0 


Percent  of  total  vehicle-railes  in  other  than  local  service 


Total... 
Class  I., 


Total,  all. 


1 

2 

3 

4 

5.. 

6-10 

11-15 

Over  16.. 


17.1 
17.9 
18.9 
21.2 
23.0 
25.3 
30.9 
30.9 

23.1 
67.3 


0.3 

17.4 

7.4 

0.5 

7.9 

25.3 

8.2 

5.4 

13.6 

46.6 

14.6 

61.1 

74.7 

31.0 

69.0 

79.2 

20.8 

.3 

18.2 

8.4 

.3 

8.7 

26.9 

7.5 

4.7 

12.2 

46.1 

14.8 

60.9 

73.1 

30.4 

69.6 

79.9 

20.1 

.1 

19.0 

6.6 

.2 

6.8 

25.8 

6.3 

4.6 

9.8 

48.2 

16.2 

64.4 

74.2 

28.8 

71.2 

79.0 

21.0 

.3 

21.6 

8.3 

.9 

9.2 

30.7 

4.0 

4.1 

8.1 

46.0 

16.2 

61.2 

69.3 

29.6 

70.4 

79.6 

20.6 

.0 

23.0 

10.3 

.6 

10.9 

33.9 

3.4 

3.4 

6.8 

40.8 

18.6 

59.3 

66.1 

29.8 

70.2 

77.5 

22.6 

.  7 

26.0 

12.0 

.1 

12.1 

38.1 

2.6 

4.2 

6.7 

38.5 

16.7 

56.2 

61.9 

32.7 

67.3 

78.3 

21.7 

.0 

30.9 

16.6 

.2 

16.8 

47.7 

1.6 

1.9 

3.6 

31.5 

17  3 

48.8 

52.3 

34.4 

65.6 

80.6 

19.4 

.0 

30.9 

17.9 

1.9 

19.8 

50.7 

5.1 

1.7 

6.8 

28.6 

13.9 

42.6 

49.3 

37.7 

62.3 

82.5 

17.5 

.3 

23.4 

10.8 

.6 

11.3 

34.7 

4.5 

3.9 

8.4 

40.9 

16.0 

56.9 

66.3 

31.8 

68.2 

79.3 

20.7 

1.4 

68.7 

3.6 

1.8 

5.4 

74.1 

1.7 

2.0 

3.7 

13.0 

9.2 

22.2 

25.9 

72.4 

27.6 

86.6 

14.4 

.8 

43.3 

7.6 

1.0 

8.6 

50.9 

3.3 

3.1 

6.4 

28.7 

13.0 

41.7 

48.1 

49.7 

60.3 

82.1 

17.9 

100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 

100.0 
100.0 

100.0 


Percent  of  total  tons  transported 


Total... 
Class  I. 


Total,  all.. 


1 

2 

3 

4 

5 

6-10 

11-15 

Over  15... 


14.3 
15.7 
17.0 
18.9 
18.2 
23.1 
27.9 
24.0 

20.6 
66.4 

37.6 


0.6 

14.9 

6.8 

0.5 

7.3 

22.2 

8.2 

4.6 

12.7 

47.1 

18.0 

66.1 

77.8 

27.6 

72.4 

76.4 

23.6 

.4 

16.1 

11.6 

.4 

11.9 

28.0 

5.9 

3.9 

9.8 

46.0 

16.2 

62.2 

72.0 

25.9 

74.1 

79.1 

20.9 

(•) 

17.0 

8.3 

.3 

8.6 

26.6 

4.4 

4.0 

8.4 

47.6 

18.4 

66.0 

74.4 

25.4 

74.6 

77.3 

22.7 

.1 

19.0 

9.4 

1.0 

10.4 

29.4 

3.8 

4.1 

7.9 

44.6 

18.2 

62.7 

70.6 

26.9 

73.1 

76.6 

23.4 

.0 

18.2 

12.2 

.7 

12.9 

31.1 

3.8 

2.1 

5.9 

44.3 

18.7 

63.0 

68.9 

24.1 

75.9 

78.5 

21.5 

.4 

23.5 

13.6 

.1 

13.7 

37.2 

2.1 

3.6 

5.7 

37.6 

19.5 

67.1 

62.8 

29.2 

70.8 

76.4 

23.6 

.0 

27.9 

18.7 

.4 

19.1 

47.0 

.7 

1.8 

2.6 

31.0 

19.5 

60.6 

63.0 

30.4 

69.6 

78.3 

21.7 

.0 

24.0 

23.7 

2.7 

26.4 

50.4 

3.4 

.6 

3.9 

31.2 

14.5 

45.7 

49.6 

27.9 

72.1 

82.3 

17.7 

.2 

20.8 

13.3 

.7 

14.0 

34.8 

3,7 

3.1 

6.8 

40.3 

18.1 

58.4 

66.2 

27.6 

72.4 

77.9 

22.1 

1.7 

68.1 

4.4 

2.2 

6.6 

64.7 

2.4 

5.2 

7.6 

11.3 

16.4 

27.7 

36.3 

66.7 

34.3 

74.6 

26.6 

.9 

38.5 

9.1 

1.4 

10.6 

49.0 

3.1 

4.1 

7.2 

26.6 

17  3 

43.8 

61.0 

45.7 

54.3 

76.3 

23.7 

100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 

100.0 
100.0 

100.0 


Percent  of  total  revenue 


Total 

Class  I 

Total,  all.. 


18.6 
20.1 
21.6 
23.7 
23.7 
29.2 
35.3 
33.4 

26.6 
70.2 


0.4 

19.0 

7.1 

0.5 

7.6 

26.6 

6.8 

5.7 

12.6 

41.5 

19.4 

60.9 

73.4 

31.6 

68.6 

74.0 

26.0 

.4 

20.6 

8.4 

.3 

8.7 

29.2 

6.2 

4.6 

10.8 

43.6 

16.5 

60.0 

70.8 

31.3 

68.7 

78.2 

21.8 

.1 

21.6 

7.3 

.3 

7.6 

29.2 

6.6 

4.2 

9.7 

44.6 

.16.6 

61.1 

70.8 

31.3 

68.7 

78.8 

21.2 

.3 

24.0 

8.6 

.9 

9.6 

33.6 

3.9 

4.0 

7.9 

42.9 

15.7 

68.6 

66.5 

31.9 

68.1 

79.1 

20.9 

.0 

23.7 

11.9 

.4 

12.3 

36.0 

3.7 

.3.2 

6.9 

40.2 

16.9 

67.1 

64.0 

30.6 

69.4 

79.6 

20.6 

.5 

29.7 

11.0 

.2 

11.2 

40.9 

2.4 

3.7 

6.1 

36.7 

16.3 

53.0 

59.1 

36.8 

64.2 

79.3 

20.7 

.0 

35.3 

16.2 

.4 

16.6 

61.9 

1.4 

1.8 

3.2 

29.2 

1.6.7 

44.9 

48.1 

38.6 

61.5 

82.1 

17.9 

.0 

33.4 

20.3 

1.7 

22.0 

65.4 

3.3 

.5 

3.8 

28.9 

11.9 

40.8 

44.6 

37.2 

62.8 

85.9 

14.1 

.3 

26.9 

11.4 

.5 

11.9 

38.8 

3.8 

3.6 

7.3 

37.8 

16.1 

53.9 

61.2 

34.2 

66.8 

79.6 

20.4 

1.6 

71.7 

3.6 

1.7 

5.3 

77.0 

1.8 

2.0 

3.8 

11.6 

7.7 

19.2 

23.0 

75.6 

24.5 

87.1 

12.9 

.9 

,61.5 

7.1 

1.2 

8.3 

59.8 

2.7 

2.6 

5.3 

23.4 

11.6 

34.9 

40.2 

66.8 

43.2 

83.8 

16.2 

100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 

100.0 
100.0 

100.0 


•Less  than  0.1  percent. 
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194  miles  if  figured  for  the  individual  railroad,  the 
basis  here  used  in  the  case  of  motor  carriers. 

Statements  have  been  made  in  the  past  that,  generally 
speaking,  hauls  up  to  about  250  miles  were  the  maxi- 
mum distance  at  which  motor  carriers  could  success- 
fully compete  with  the  rails.  It  is  known,  however, 
that  much  of  the  traffic  of  some  of  the  most  success- 
ful carriers  is  hauled  much  greater  distances,  up  to 
1.000  miles  or  more.  These  cases  are  relatively  limited, 
however,  except  in  the  case  of  special  commodities,  such 
as  household  goods  and  perishables,  or  where  an  espe- 
cially favorable  set-up  gives  assurance  of  adequate  back 
hauls.  The  distance  factor  alone,  therefore,  is  not  in- 
dicative of  the  limitation  of  motor-carrier  operations. 
The  territory  served,  the  class  of  traffic,  and  the  com- 
peting rate  structure  are  probably  more  important 
factors. 

Surveys  of  the  kinds  indicated  above  should  also 
bring  together  data  as  to  the  facilities  (highways, 
vehicles,  and  terminals)  available  in  given  areas  and 
for  given  types  of  service.  So  far  as  trucks  are  con- 
cerned and  barring  congested  areas  and  conditions 
created  by  the  present  emergencj',  there  is  more  evi- 
dence of  a  surplus  than  of  a  lack  of  facilities.  A  com- 
parable inventory  of  rail  and  other  facilities  would  also 
reveal  a  general  surplus  of  fixed  facilities.  Owing  to 
the  shorter  average  life  of  motor  equipment  and  the 
relatively  small  investment  in  fixed  facilities,  overpro- 
vision  of  facilities  is  subject  to  self-correction  to  a 
greater  extent  in  the  motor  field  than  it  is  in  the  case 
of  the  railroads.  There  is,  of  course,  the  problem  of 
the  public  interest  in  preserving  as  many  rail  facilities 
as  the  carriers  would  like  to  continue  in  service. 

An  inventory  of  the  kind  suggested  would  make  for 
clarity  in  one  special  respect.  It  would  show  the  ex- 
tent to  which  trucking  operations  are  of  no  concern  or 
of  positive  benefit  to  competing  forms  of  transporta- 
tion, as  where  they  serve  as  feeders  or  operate  in  low- 
traffic  areas  in  wliicli  competitive  rail  service  is 
uneconomical.  The  taking  of  such  an  inventory  is  a 
first  step  but  a  very  comprehensive  one.  As  indicated 
earlier,  case  studies  suggest  themselves. 

Survey  of  costs  of  carrier  services. — A  survey  of  costs 
is  far  more  difficult  than  is  one  of  service  and  practical 
considerations  must  govern  the  extent  to  which  such 
a  survey  could  be  carried.  For  the  present  purpose, 
however,  only  broad  classes  of  traffic  need  to  be  dis- 
tinguished and  only  those  classes  which  are  important 
in  given  areas  need  to  be  considered.  Differences  in 
the  costs  of  common  carrier  motor  service,  on  the  one 
hand,  and  of  contract,  private,  and  "exempt"  service, 
on  the  other,  must,  however,  be  reckoned  with,  as  must, 
obviously,  certain  basic  differences  in  the  character  of 
rail  and  motor  costs.     There  nnist  also  be  a  determina- 


Table  9. — Comparison  of  Distribution  of  Motor  Carrier  and  Rail- 
road Investment  in  Operating  Property  and  of  Expenses  and 
Other  Deductions  From  Income  in  Relation  to  Operating 
Revenues  ' 

A.  APPROXIMATE  RELATIVE  DISTRIBUTION  OF  INVESTMENT 


Element 

Motor  carriers 

Railroads 

Property 

Passengers 

66.3 

Structures  and  other  more  or  less  fixed  faci- 

ties „ 

Equipment: 

Freight 

19.0 
81.0 

18.8 

14.2 

Passenger..     

81.2 

2  1 

Total       

81.0 

81.2 

19  5 

100.0 

100.0 

100.0 

B.  PERCENT  OF  OPERATING  REVENUE  REPRESENTED  BY  BROAD 
EXPENSE  GROUPS  A-ND  BY  OTHER  DEDUCTIONS  FROM  IN- 
COME 


Equipment  and  shop.. 

Transportation 

Station  or  terminal 

Traflic.  sohcitation  and  advertising. 

Insurance  and  safety  expense 

.administrative  and  general 

Facility  over  which  operations  conducted 

Depreciation: 

Equipment-.. 

Other - 

Total 

Interest  on  long-term  obligations.. 

Taxes  (including  income  taxes) 


12.7 
29.9 
15.3 
3.3 
5.7 
10.1 
'5.7 

5.2 
.4 


5.6 

.3 

2.8 


14.2 
24.8 
7.9 
3.8 
4.5 
6.5 
'-T.i 

8.1 
.6 


14.5 
20.0 
15.3 
2.7 
1.4 
3.7 
10.4 

4.9 
.2 


.7 
5.9 


5.1 
12.9 
8.9 


1  The  material  shown  is  based  on  1939  data  and  in  the  case  of  motor  carriers  relates 
to  Class  I  carriers.  The  groupings  by  "element"  are  governed  by  available  statis- 
tical material  and  in  some  cases  are  approximate  and  subject  to  some  qualification. 
However,  the  space  available  does  not  permit  of  detailed  discussion. 

::  Motor  vehicle  taxes. 


Element 


Total  investment  (gross): 

Per  power  unit  • 

Per  employee... 

Revenue: 

Per  power  unit ' 

Per  employee 

Per  dollar  of  gross  investment 


Motor  carriers  ' 


Property      Passenger 


$3,699 
1,579 

8,650 

3,692 

2.34 


.$12, 363 
4,018 

17,640 

5,608 

1.40 


Railroads 


$474.  518 
20,424 

93, 976 

4,045 

.20 


'  Class  I. 

-  In  the  case  of  predominantly  intercity  motor  carriers  of  property,  the  total  num- 
ber of  trucks  and  tractors  (including  equipment  used  predominately  in  local  service): 
of  predominantly  intercity  motor  carriers  of  passengers,  the  total  number  of  busses; 
and  of  Class  I  line-haul  railroads,  the  total  number  of  locomotives.  See  also  foot- 
note 1  of  Table  9. 

tion  of  the  kinds  of  costs  to  be  developed.  It  seems 
likely  that  users  of  cost  data  would  find  most  ad- 
vantage in  having  a  "build  up"'  from  "out-of-pocket" 
costs  to  '"full  allocated  costs."  Practical  considerations 
must,  of  course,  govern  how  far  a  survey  of  the  broad 
type  described  could  be  carried. 

Table  9  and  the  tabulation  which  follows  indicate 
some  of  the  more  important  differences  in  the  char- 
acteristics of  rail  and  motor  transportation  which  bear 
on  costs. 

Railroads  with  their  large  investment  in  fixed  facil- 
ities are,  of  course,  conducting  oijerations  on  a  much 
lai'ger  and  more  diversified  scale  than  are  motor  car- 
riers. In  1940,  the  average  "road  unit"  transported 
slightly  less  than  .50  cars  and  about  850  tons  of  freight. 


Transportation  and  National  Policy 


421 


The  average  load  per  road  unit  in  the  motor  carrier 
field  probably  does  not  exceed  6  tons.  Considering  the 
many  differences  between  the  two  forms  of  transporta- 
tion, effective  utilization  of  aggregate  carrying  capacity 
is  considerably  greater,  however,  in  the  motor  field. 

The  railroads,  having  a  high  proportion  of  their  in- 
vestment in  fixed  property,  much  of  which,  because  of 
its  highly  specialized  nature,  cannot  be  used  for  any 
other  purpose,  are  in  a  very  difficult  position  in  the 
event  of  declining  business.  On  the  other  hand,  motor 
vehicles  under  similar  circumstances  can,  as  a  rule,  be 
placed  on  more  profitable  routes  or  sold,  or  operations 
can  be  abandoned  with  relatively  small  loss.  Also, 
motor  vehicles  have  a  much  shorter  life  than  rail 
equipment.  Further,  the  terminal  facilities  of  motor 
carriers  of  property  as  a  rule  are  not  so  specialized  that 
they  camiot  be  converted  to  other  uses,  though  this 
condition  is  becoming  less  general  as  carriers  provide 
themselves  with  modern  facilities. 

These  differences  in  the  investment  of  rail  and  motor 
carriers  necessarily  have  an  important  bearing  on  the 
distribution  of  operating  expenses  and  other  costs,  as 
shown  in  section  B  of  Table  9.  The  jDrincipal  differ- 
ence lies  in  the  item  of  interest  on  long-term  obligations 
(12.9  percent  of  rail  revenues  in  1939  and  0.3  percent 
of  truck  revenues).  Indebtedness  of  tliis  kind  in  the 
case  of  motor  carriers  is  accounted  for  to  a  considerable 
extent  by  carrying  charges  on  equipment.  Taxes  for 
the  support  of  the  general  functions  of  government  in 
the  rail  field  also  absorb  a  greater  part  of  revenues, 
owing  in  considerable  degree  to  the  much  greater  rel- 
ative investment  required.  The  cost  of  maintaining 
the  "facility  over  which  operations  conducted"  is  much 
higher  in  the  rail  field  than  in  the  highway  field, 
although  the  data  with  respect  to  this  item  in  Table  9 
are  subject  to  some  qualification. 

The  so-called  variable  costs  cannot  be  definitely  iso- 
lated in  Table  9.  They  are,  however,  clearly  of  greater 
relative  importance  in  the  case  of  motor  carrier  opera- 
tions than  in  the  rail  field.'*  In  fact,  with  many  of 
the  smaller  common  carriers  and  with  contract  carriers, 
the  bulk  of  all  costs  is  variable  because  of  the  absence 
of  terminal  or  overhead  costs,  except  as  equipment  on 
hand  at  a  given  time  is  used  to  less  than  its  capacity. 

The  higher  proportion  of  variable  costs  in  the  motor 
carrier  field  necessarily  causes  some  difference  in  the 
performance  of  costs  as  compared  with  that  of  rail 
costs.  With  a  given  increase  in  the  volume  of  business 
(assuming  a  reasonable  degi-ee  of  utilization  of  existing 
equipment),  a  motor  carrier  must  acquire  additional 
equipment,  with  the  result  that  there  is  only  a  slight 


reduction  in  unit  costs.'^  On  the  other  hand,  rail  car- 
riers, with  a  heavy  proportion  of  fixed  costs  and  a 
facility  (other  than  equipment)  almost  always  capable 
of  a  much  higher  degree  of  utilization,  can  reduce  unit 
costs  substantially  with  an  increase  m  tonnage.  Also, 
the  greater  importance  of  rail  terminal  costs,  to  a  con- 
siderable extent  fixed  in  character,  results  in  a  cost 
advantage  to  the  motor  carrier  up  to  the  length  of  haul 
at  wliich  the  lower  terminal  costs  of  the  motor  carrier 
are  offset  by  the  more  favorable  line-haul  costs  of  the 
rail  carriers.'** 

An  indirect  and  partial  mdication  of  the  relative 
costs  associated  with  the  various  types  of  motor  car- 
rier operations  and  by  broad  size  groups  is  provided 
by  the  revenue  data  given  in  Table  10.  The  range, 
from  $8.31  per  ton  for  regular-route  common  carriers 
of  general  commodities  to  $2.54  for  regular-route  con- 
tract carriers  of  special  commodities,  is  explained  in 
large  part  by  the  expensive  terminal  operations  of  the 
first  group,  necessitated  by  the  handling  of  numerous 
smaU  shipments,  as  contrasted  with  the  generally  large 
shipments  handled  by  contract  carriers  from  and  to 
facilities  and  often  with  loading  and  unloading  sei-vices 
provided  by  shipper  and  consignee.  Differences  in 
value  of  commodities  transported  also  enter  in,  of 
course,  as  do  differences  in  average  lengths  of  haul. 
The  revenue  received  per  ton  by  the  smaller  carriers 
of  general  commodities  is  less  than  that  of  the  Class  I 
carriers,  owing,  for  the  most  part,  to  shorter  average 
hauls.  The  reverse  appears  to  be  generally  true  in  the 
case  of  special  commodities.  However,  in  this  instance 
there  may  also  be  differences  in  the  class  of  freight 
carried. 

Table  10. — Revenue  Per  Ton  of  Freight,  Predominantly  Inter- 
city Motor  Carriers  of  Property,  by  Class  of  Operation.  19S9 


Class  of  operation 


Class  I 


General  commodities: 

Regular  rout« — 

Common 

Contract 

Irregular  route — 

Common 

Contract 

Special  commodities: 

Regular  route — 

Common 

Contract 

Irregular  route- 
Common 

Contract 


Class  II 
and  III 


$8.31 
5.S2 


5.48 
5.29 


ToUl 


LM 


6.80 
3.13 


^.44 
3.41 


4.28 
3.87 


3.10 
3.53  I 

4.  68  i 
4  42 


$7.77 
5.77 


4.36 
4  M 


5.01 
3.73 


5.11 
3.S4 


Total.. 


4  'W 


'*  Variable  costs,  in  distinction  from  fiied  or  constant  costs,  are  those 
which  change  as  the  volume  of  business  changes. 
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■'Federal  Coordinator  of  Transportation,  Freight  Traffic  Report, 
vol.  Ill,  p.  154,  indicated  that  in  1932  in  the  neighborhood  of  80  percent 
of  the  total  cost  is  directly  associated  with  the  operation  of  the  vehicle. 
Under  some  conditions,  carriers  could  achieve  lower  costs  by  using 
larger  equipment. 

'•Although  the  situation  today  is  not  the  same  as  it  was  in  1932, 
the  findings  in  the  statement  of  the  Federal  Coordinator  of  Transporta- 
tion, Merchandise  Traffic  Report,  are  of  interest.      See.  for  example,  p.  16. 
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As  noted  earlier,  average  revenue  per  ton-mile  or  ton 
of  rail  freight  is  not  comparable  with  that  of  motor 
carriers,  owing  to  differences  in  class  of  freight  and  in 
length  of  haul.  In  1939  all  railroads  had  revenue  of 
$3.45  per  ton  and  of  0.983  cent  per  ton-mile.  However, 
revenue  per  ton  of  less-than-carload  freight  was  $16.96. 
Except  for  differences  in  the  length  of  haul,  and  possi- 
bly some  difference  in  size  of  shipments,  this  amount 
may  generally  be  compared  with  the  revenue  shown  in 
Table  10  for  common  carriers  by  motor  vehicle  engaged 
in  transporting  general  commodities. 

Different  characteristics  of  vehicle  utilization  are  to 
be  noted  in  the  various  classes  of  motor  vehicle  oper- 
ation. Some  of  these  differences  are  explained  by  the 
class  of  operation  and  others  by  the  size  of  carrier. 
Thus,  in  local  operations  the  use  of  the  vehicle  is  con- 
fined largely  to  daylight  hours,  annual  mileage  is  small, 
the  equij^ment  is  generally  a  single-unit  truck  of  much 
smaller  capacity  than  that  of  the  intercity  vehicle,  and 
utilization  of  available  cargo  space  is  generally  low. 
In  intercity  operations  a  much  greater  proportion  of 
total  use  is  at  night,  annual  mileages  are  quite  large 
(around  60,000  miles  jier  year),  the  equipment  type  is 
more  generally  a  tractor-semitrailer,  and  utilization  of 
available  cargo  space  is,  except  for  certain  operations, 
much  greater  than  in  the  case  of  local  operations. 

Common  carriers,  as  a  rule,  operate  smaller  equip- 
ment with  lighter  average  loads  than  do  contract  car- 
riers. However,  since  contract  carriers  are  predomi- 
nantly engaged  in  transporting  special  commodities,  a 
large  amount  of  empty  back-haul  mileage  is  necessary. 

Small  carriers  "  are  generally  operating  over  shorter 
distances,  use  smaller  and  lighter  equipment  and  more 
single-unit  trucks,"*  carry  smaller  loads,  operate  their 
vehicles  fewer  miles  per  year,  and  have  a  greater  pro- 
portion of  empty  mileage.  As  a  result,  their  cost  per 
ton-mile  is  greater  than  that  of  the  larger  carriers. 
Special  commodity  carriers  as  a  rule  have  a  less  bal- 
anced haul  than  do  general  commodity  carriers.  In 
many  cases  this  difference  results  from  the  use  of  spe- 
cialized equipment,  such  as  petroleum  tank  trunks,  on 
which  a  return  load  ordinarily  can  not  be  carried. 

Application  of  Results  of  Service  and  Cost  Surveys 

There  are  two  basically  different  conditions  under 
which  motor  transportation  can  be  rendered.  One 
requires  the  maintenance  of  independent  motor  car- 
riers, able  to  deal  at  arm's  length  with  the  railroads 
and  to  follow  courses  of  action  in  keeping  with  what 
are  considered  the  attributes  of  motor  transportation. 


The  other  is  that  in  which  the  major  carrier — the  rail- 
road— is  granted  the  right  to  take  over  motor  opera- 
tions for  use  in  conjunction  with  rail  services  and 
otherwise.  Needless  to  say,  motor  transportation  would 
find  substantially  different  fields  of  service  under  the 
latter  than  under  the  first  basis. 

From  the  broad  public  standpoint,  the  objective 
under  either  basis  would  be  to  let  strength  or  efficiency 
prevail  and  to  eliminate  wealcnesses.  Insofar  as  either 
form  of  transportation  finds  itself  doing  things  which 
the  other  can  do  better  or  which  can  be  done  best 
through  a  joining  of  services,  there  must  be  a  give- 
and-take  attitude  and  a  willingness  to  cooperate  if 
achievement  is  to  be  had  by  voluntary  means.  It  goes 
without  saying,  however,  that  the  relations  of  rail  and 
motor  transportation  are  such  that  adjustments  must 
be  wrought  out  for  the  most  part  through  the  play  of 
competition  rather  than  through  a  concerted  plan  of 
action.  The  reasons  are  jDurely  business  ones  whose 
general  nature  is  readily  understood.'"  It  is  necessary, 
therefore,  for  the  Government  itself  to  take  such  steps 
as  it  may  to  resolve  these  problems  in  the  public  inter- 
est. On  the  whole,  adjustments  must  continue  to  be 
made  on  a  piecemeal  basis  and  in  accordance  with 
principles  developed  as  specific  issues  are  considered. 

The  Commission  passes  on  issues  of  this  kind  in 
its  control  of  entrance  into  or  extension  of  motor  oper- 
ations, in  its  control  of  the  purchase  or  other  acquisi- 
tion of  existing  operations,  and  in  its  regulation  of 
competitive  rates. 

The  Commission  generally  permits  the  institution 
of  motor  operations  despite  showings  as  to  the  existence 
of  rail  service  and  as  to  the  effects  of  motor  opera- 
tions on  the  continuance  of  such  service.  The  reason 
lies  in  the  disadvantages  attaching  to  the  use  of  the 
railroads.     Shippers  are  held  to  be  entitled  to  the  ad- 


"  See  Federal  Reaidation  of  the  Sis  s  and  Weight  of  Motor  Vehicles, 
op.  cit..  Table  D-9  and  pp.  612-614,  for  a  discussion  of  differences  with 
size  of  carrier. 

'«Ibid.,  Table  10,  p.   116. 


™At  one  time  laclj  of  responsibility  on  the  part  of  motor  carriers  and 
the  spotty  character  of  their  services  were  legitimate  reasons  for  the 
railroads  to  refuse  to  enter  into  through  routes  and  Jciint  rates  with 
them.  Until  some  time  after  the  passage  of  the  Motor  Carrier  Act, 
1935,  motor  carriers  also  were  generally  opposed  to  such  arrangements. 
Now,  with  rail-motor  rates  (other  than  those  with  a  railroad's  own 
subsidiary)  still  so  few  as  to  be  practically  negligible  (Traffic  World, 
September  13,  1941,  p.  652),  and  with  motor  carriers,  at  least  when 
faced  with  an  expansion  of  rail  use  of  motor  vehicles,  desirous  of  .ioint 
rates,  the  railroads  urge  that  use  of  such  rates  would  lead  to  lack  of 
unity  of  interest  and  common  management  required  to  achieve  good 
service  at  the  lowest  possible  costs,  and  to  dependence  on  motor  carriers 
who  are  themselves  engaged  in  services  competitive  with  the  railroads 
and  therefore  to  the  eventual  elimination  of  the  latter's  services,  as, 
among  other  ways,  through  distlo.sure  of  information  as  to  traffic  to  a 
natural  competitor.  (See  Kansas  City  Southern  Transport  Co..  Inc.,  Com- 
mon Carrier  Application,  28  M.  C.  C.  5,  16-21  (1941).  The  Commission 
accepted  some  of  the  reasons  cited.  In  other  and  perhaps  miany  in- 
stances, truck  operators  are  of  no  mind  to  Join  in  rates  with  the 
railroads  even  if  the  railroads  were  willing.  There  are  also  the  im- 
portant considerations  that  rail  entrance  into  over-the-road  motor 
transport  operations  is  expressly  limited  by  law,  that  moie  and  more 
uses  of  motor  transportation  are  desired  by  the  railroads,  and  that 
motor  carriers  resist  rail  entrance  into  motor  transportation. 
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vantages  in  the  ^ay  of  speed,  shipment  in  small  lots, 
etc..  which  motor  carriers  can  give.*" 

Railroad  engagements  in  or  acquisitions  of  motor 
operations  effected  prior  to  Federal  regulation  '^  could 
not  be  disturbed  by  the  Commission.  All  subsequent 
new  operations  or  acquisitions  have  been  with  the  Com- 
mission's approval.  In  the  case  of  railroad  entrance 
into  motor  operations,  approval  is  conditioned  in  such  a 
way  as  to  require  that  the  motor  services  be  auxiliary 
to,  or  supplementary  of,  rail  service,  in  the  sense  that 
the  traffic  carried  generally  must  have  a  prior  or  sub- 
sequent rail  movement.  However,  this  condition  is 
relaxed  under  appropriate  circumstances.*-  In  cases 
involving  the  acquisition  of  existing  motor  carriers,  the 
Commission  commonly  requires  exclusion  of  all  irreg- 
ular-route rights  proposed  to  be  acquired  and  aU  rights 
to  render  service  from  or  to,  or  to  interchange  traffic 
at,  any  point  which  is  not  a  station  on  the  railroad  if 
such  point  is  more  than  10  miles  by  highway  fi'om 
such  a  station.^  Again  there  are  exceptions.  Rail- 
road use  of  line-haul  motor  transportation  is  therefore 
somewhat  circumscribed,  as  required  by  the  act,  though 
substantial  opportunities  are  afforded  to  link  the  two 
forms  of  transportation  into  a  coordinated  service. 
There  is  no  ban  on  railroad  operation  of  motor  vehicles 
in  terminal  areas. 

The  growth  of  railroad  interests  in  motor  freight 
transport  operations  can  be  traced  quite  accurately.** 
It  has  been  marked,  but  less,  relatively,  than  in  the 
passenger  field.  A  detailed  field  analysis  of  what  these 
operations  are  accomplishing  for  the  railroads  and  the 
public  would  be  highly  beneficial  for  the  light  it  would 
throw  on  the  question :  Should  legislation  be  enacted 


''A  recent  examiner's  report,  Super  Oil  Company  Common  Carrier 
Application,  (No.  MC-101075),  poses  at  some  length  the  question  of 
the  pnbUc  interest  in  the  protection  of  rail  service,  particularly  that 
on  branch  lines. 

For  simplicity,  this  discussion  passes  over  questions  relating  to 
the  relative  advantages  of  one  or  another  form  of  motor  transporta- 
tion. See.  for  example.  Lon  D.  Fither  Common  Carrier  Application — 
yew  Operation,  30  M.  C.  C.  21T  (1941). 

"  See  Federal  Coordinator  of  Transportation,  Regulation  of  TranB- 
portation  Agencies,  op.  cit.,  pp.  265-324. 

"  See  Kansas  City  Southern  Transport  Co.,  Common  Carrier  Application, 
28  M.  C.  C.  5  (1941).  Other  exceptions  are,  for  example,  those  in  which  an 
operation  beyond  a  railroad's  lines  effects  a  desirable  short  cut  or 
the  furnishing  or  improvement  of  service  to  territories  of  low  traffic 
density. 

^The  leading  case  is  Pettnsylrania  Truck  Lines,  Inc.— Control — 
Barker  Jf.  Frt.,  1  M.  C.  C.  101  (1936),  5  M.  C.  C.  9  (1937).  A 
review  of  the  Commission's  decisions  is  found  in  John  F.  Meek.  Jr.. 
and  Robert  W.  Bosnie.  "Federal  Regulation  of  Motor  Carrier  Unifica- 
tion.'' 50  Tale  Law  Jour.,  140S-1418  (1941). 

"  See  Motor  Bus  and  Motor  Truck  Operations.  140  I.  C.  C.  685,  755- 
759  (data  as  of  1926)  Coordination  of  Motor  Transportation,  182  I.  C.  C. 
263,  393-JOO  (as  of  1930)  Federal  Coordinator  of  Transportation,  Regula- 
tion 0/  Transportation  Agencies  (as  of  1933),  Interstate  Commerce  Com- 
mission. Inrestment  of  Steam  Railtcays  in  Highicay  ilotor  Vehicle  Enter- 
prises as  of  Hay  t,  iS3o  (Statement  No.  3660),  Bitjhicay  ilotor  Vehicle 
Enterprises  in  Which  Steam  Railtcays  Had  a  Financial  Interest  a*  of 
Dec.  SI,  IBW,  and  Dec.  SI,  ISSS.     (Statement  Xo.  4140.) 


which  will  permit  of  wider  and  freer  use  of  motor 
transport  by  the  railroads? 

At  the  outset,  the  rates  of  motor  carriers  were  at  or 
above  the  rail  level.  Shippers  often  paid  a  premium 
for  a  much  needed  and  superior  service.  Many  con- 
tinued for  a  long  time  thereafter  to  pay  particular  car- 
riers rates  intended  to  assure  a  high  type  of  individual- 
ized and  responsible  service.  Shipper  pressure  on  car- 
riers, the  furnisliing  of  service  over  longer  distances, 
creating  greater  need  for  return  loads,  severe  competi- 
tion between  the  motor  carriers  themselves  induced  by 
these  and  other  conditions,  and  reductions  of  costs  as 
equipment  and  roads  were  improved  and  fuel  costs  de- 
clined, forced  motor  carrier  rates  and  charges,  both 
common  and  contract,  down  to  levels  often  substan- 
tially below  those  of  rail  rates.  The  latter  rates  were 
reduced  in  turn  and  further  reductions  of  motor  rates 
were  thereupon  set  in  motion.  "When  Federal  regula- 
tion entered  the  picture  and  carriers  were  required  to 
file  their  tariffs  and  charges,  a  condition  of  near  panic 
was  created,  particularly  in  the  case  of  common  car- 
riers, whose  rates  were  to  become  definitely  and  gen- 
erally known  for  the  first  time  in  many  instances  and 
were  no  longer  to  be  subject  to  change  at  the  volition 
of  the  carriers.  A  downward  movement  of  rates  oc- 
curred at  this  time,  inasmuch  as  no  carrier  wished  to 
be  left  with  a  set  of  rates  above  those  of  hi.-  com- 
petitors. Xot  knowing  with  any  degree  of  cer  ainty 
what  rates  their  competitors  would  file,  given  car- 
riers cut  below  what  was  necessary  to  accomplish  their 
purpose.*^  The  Commission,  recognizing  the  existence 
of  an  emergency  condition  created  by  depressed  rates 
and  rising  costs,  subsequently  placed  blanket  minimum 
rate  orders  in  effect  in  certain  areas.**  These  orders 
put  a  stop  to  disorderly  rate  cutting  and  gave  financial 
relief  to  the  carriers. 

The  rates  so  prescribed  generally  reflected  the  pre- 
vailing position  of  motor  carriers  that  their  rates 
should  be  substantially  equivalent  to  the  existing  rail 
rates  and  premised  on  a  classification  similar  in  its 
structure  to  that  of  the  railroads.  In  other  words, 
these  rate  adjustments  bore  no  necessary  relation  to 
the  costs  of  performing  particular  classes  of  motor  ser- 
vice,*" or  to  the  relative  service  advantages  of  motor 
and  rail  transportation,  but  were  intended  to  cover  costs 
in  the  aggregate.     Tlie  conditions  under  wliich  these 


*»  The  foregoing  statement  is  drawn  in  part  from  the  Commission's 
SOth  Annual  Report,  1936,  pp.  73-74. 

••  See  footnote  27. 

"  The  rail  rates,  in  turn,  reflect  many  compromises  with  costs.  In- 
cluding those  resulting  from  efforts  in  the  past  to  place  a  relatively 
heavy  burden  on  short-haul  traffic  in  order  that  a  lesser  burden  might 
be  borne  by  long-haul  traffic.  It  is  also  to  be  noted  that  groups  of 
rates,  both  motor  and  rail,  must  reflect  average  conditions  to  a 
large  extent.  Cf.  Central  Territory  Ilotor  Carrier  Rates,  S  M.  C.  C.  233, 
249-250  (;S38). 
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oUaiigefe  -»rer«  luads  precluded,  of  eotnse,  detiuled  ad- 
jn3tiii63Jl=  for  llui  or  arij  citi*eT  -purpose.  'Sxaneraas 
sappk^aemX^Ty  decisions  have  been  rendered,  some  of 
-whidi  haTe  bad  tbe  sffecl  of  ''  ■  ^  "      "  ar  rates 
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rat*&-  atb»T  motf/r  far-  . 
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hus  transfortation. — It  may  almost  be  said  that  there 
is  no  problem  of  the  kind  suggested  by  this  heading. 
As  just  stated,  no  issue  is  raised  by  the  railroads  as  to 
the  field  of  service  occupied  by  the  bus.  In  fact,  the 
showing  of  the  bus  would  be  better  than  that  of  the 
railroads  if  the  issue  were  to  be  raised,  owing  to  the 
contrast  that  exists  between  a  self-supporting  bus  in- 
dusti-y  and  a  rail  passenger  service  which  generally  is 
a  drain  on  freight  revenues.  However,  barring  the 
effect  of  competitive  wastes,  the  deficits  on  rail  passen- 
ger operations  are  not  necessarily  a  ground  for  criti- 
cism. An  important  public  service  is  rendered  at  a 
price  which  generally  cannot  be  made  remunerative. 
This  situation  serves  to  emphasize  the  view  that  rela- 
tive costs  alone  can  not  be  the  controlling  factor  in 
adjusting  the  relations  of  comjaeting  agencies  of  trans- 
portation. 

If  a  comparison  of  aptitudes  were  to  be  undertaken, 
however,  it  would  be  less  difficult  than  that  suggested 
in  the  case  of  property  transportation.^* 

A  problem  respecting  the  maintenance  of  an  inde- 
pendent or  a  rail-dominated  bus  industry  arises  here  as 
it  does  in  the  case  of  property  transportation.  How- 
ever, conditions  are  strikingly  different.  The  railroads 
developed  substantial  interests  in  bus  transportation 
before  they  did  in  the  property  field  "^  and  may  be 
said,  in  fact,  to  be  a  major  factor  in  passenger  trans- 
portation over  the  highways.  There  has  been  a  greater 
degree  of  coordinated  use  of  facilities,  as  well  as  coor- 
dination of  services.  As  in  the  property  field,  smaller 
operators  often  serve  in  a  feeder  capacity.  As  a  rule, 
only  certam  larger  independent  bus  operations  cause  the 
railroads  to  assume  an  attitude  of  aloofness,  such  as  is 


<"  Service  could  be  compared  on  the  basis  of  speed,  frequency,  con- 
venience of  stations  and  schedules,  and  comfort  and  safety.  The  rela- 
tive distances  traveled  by  passengers  using  the  two  forms  of  transpor- 
tation in  itself  would  go  far  toward  revealing  relative  service  aptitudes. 
It  would  be  necessary,  however,  to  examine  the  travel  habits  of  users 
of  passenger  cars  and  the  costs  of  such  transportation.  Also,  the  prob- 
lem of  cost  finding  in  the  rail  and  bus  field  is  not  as  formidable  as  it  is 
in  the  property  field. 

The  Passenger  Traffic  Report  of  the  Federal  Coordinator  of  Transpor- 
tation furnishes  many  valuable  leads  and  some  data  which  can  still 
be  used. 

*■'  See  sources  cited  in  footnote  84. 


found  in  the  projDcrty  field.  Some  persons  urge,  with 
respect  to  particular  sections  of  the  country,  that  the 
railroads  have  too  strong  a  grip  on  passenger  trans- 
portation. The  Commission  has  had  various  issues  of 
this  kind  jDresented  to  it. 

The  implementing  of  "inherent  advantages"  through 
rate  adjustments  has  been  largely  left  to  the  carriers. 
The  Commission  has  forced  certain  downward  adjust- 
ments on  the  rail  carriers  in  the  eastern  district,  on  the 
theory  that  lower  rates  would  increase  net  revenue  and 
help  to  lessen  the  drain  on  rail  revenues.  This  step 
may  not  have  been  an  implementing  of  aptitudes,  ex- 
cept in  the  sense  that,  with  a  very  large  volume  of 
fixed  costs,  a  lower  scale  of  rates  would  enable  the 
maximum  jsossible  degree  of  utilization  of  facilities 
and  personnel.  For  the  most  part,  the  bus  industry 
follows  the  railroad  lead  but  maintains  a  differential 
under  rail  rates  to  offset  the  net  disadvantages  of  bus 
transportation. 

A  number  of  interesting  and  important  problems 
have  not  been  considered  in  this  paper.  One  relates 
to  the  vital  part  the  motor  transport  industry  is  play- 
ing in  the  war  program  and  to  the  possible  effects  on 
the  industry  of  the  aftermath  of  this  program.  Equip- 
ment is  being  purchased  to  the  limits  of  the  producer's 
ability  to  supply  it.  The  surplus  that  may  remain 
when  demand  falls  off  is  not  likely,  however,  to  prove 
a  soui-ce  of  difficulty  for  long,  as  normal  retirements 
of  aged  equipment  are  not  occurring  at  present.  The 
trucking  industry  is  being  charged  with  "getting  rid 
of  the  less-desirable  traffic,  and  especially  [with] 
strengthening  [its]  hold  on  profitable  tonnage  which 
will  continue  to  move  when  the  present  crisis  has 
passed."  ^  Some  foresee  very  severe  competition  pro- 
vided by  the  transportation  of  freight  in  left-over 
planes  or  in  planes  especially  designed  for  this  purpose. 
Also,  a  certain  amount  of  fear  is  expressed  that  the  in- 
dustry will  be  jeopardized  by  government  operation  of 
railroads,  should  that  come  about.^ 

'Ill  Railway  Age,  696    (1941). 

'  See  address  of  Ted  V.  Rodgers,  President,  American  Trucliing  Asso- 
ciation, Inc.,  at  the  1941  convention  of  the  Association,  16  Transport 
Topics  26   (Nov.  3,  1941). 


PART     I  I  — S  E  C  T  I  O  N     IV 
INLAND     WATER     TRANSPORT 

Prepared  Under  the  Direction  of  Julian  L.  Schley ' 


In  the  current  maze  of  conflicting  ideas  about  trans- 
portation it  is  difficult  to  find  a  universally  acceptable 
basis  for  appraising  the  particular  role  of  inland 
watei-ways.  This  study  recognizes  transportation 
as  but  one  of  the  three  interdependent  activities  that 
constitute  business,  none  of  which  can  be  successfully 
singled  out  and  made  profitable  at  the  expense  of  the 
other  two.  Although  waterways  as  yet  carry  only  a 
small  part  of  domestic  commerce,  the  rapid  growth  of 
water-borne  traffic  has  given  rise  to  a  disproportionate 
amount  of  controversy.  Discussion  centers  not  only 
on  the  comparative  efficiency  and  economy  of  water 
transportation  and  the  relative  importance  of  naviga- 
tion among  the  purposes  for  which  national  water 
resources  are  developed,  but  even  more  on  the  princi- 
ple of  public  aid  and  its  impact  on  other  carrier 
agencies.  The  purpose  of  this  chapter  is  not  so  much 
to  debate  the  principles  of  public  policy  as  to  marshal 
the  facts  available  to  the  War  Department  to  show 
whether  inland  water  transportation  can  be  made 
sufficiently  economical  and  efficient  to  justify  the  whole 
cost. 

Inland  waterways  are  not  physically  indispensable 
because,  if  economy  is  disregarded,  other  agencies  can 
be  expanded  to  perform  equivalent  service.  As  funds 
for  providing  Federal  navigation  improvements  come 
out  of  the  public  purse,  it  is  obvious  that  inland  water- 
ways and  water  carriers  must  fill  some  definite  public 
need  to  justify  continued  encouragement  and  protec- 
tion by  the  National  Government.  Opponents  of  im- 
provements for  navigation  maintain  that  when  expend- 
itures for  public  aid  are  added  to  the  cost  of  water 
carrier  service  the  resulting  total  expense  exceeds  in 
many  cases  the  average  cost  of  privately  financed  trans- 
portation in  similar  service.  It  will  become  more 
clearly  evident  as  this  analysis  proceeds  that  the  com- 
parative economic  showing  made  by  inland  water 
transportation  depends  altogether  upon  the  soundness 
of  the  method  of  appraisal  selected. 

In  the  pages  that  follow  an  attempt  is  made  to  ra- 
tionalize the  inherent  characteristics  that  set  inland 
waterways  and  water  carriers  apart  from  other  agen- 
cies of  transport;  to  show  how  they  became  what  they 
are;  to  follow  the  procedure  of  the  Army  Engineers 
in  determining  the  economic  soundness  of  proposals 


'  Major  General.  Chief  of  Engineers  United  States  Army. 


for  river  and  harbor  improvements  and  in  carrying  out 
the  projects  authorized  by  Congress;  to  find  why  in- 
land water-borne  tonnage  continued  to  increase  during 
the  years  when  traffic  as  a  whole  was  falling  off ;  and  to 
find  why  waterways  and  water  carriers  in  the  aggre- 
gate, even  with  these  gains,  have  not  yet  developed  the 
volume  of  commerce  for  which  they  were  designed. 
The  extensive  use  and  great  value  of  improved  inland 
waterways  for  passenger  traffic  for  business,  health, 
and  recreation  is  recognized,  but  that  function  is  not 
discussed  in  the  limited  space  here  available  because  it 
is  not  considered  a  vital  factor  in  the  present  transpor- 
tation problem.  The  almost  infinite  diversity  in  size 
and  types  of  water  channels  and  water  craft,  as  well 
as  the  variety  of  uses  to  which  they  are  put,  makes 
it  impracticable  to  generalize  with  any  degree  of  ac- 
curacy. However,  with  full  appreciation  of  the  diffi- 
culties, it  is  undertaken  in  this  chapter  to  define  a 
sound,  fair  basis  for  appiaising  inland  waterway  trans- 
portation with  all  its  contingent  costs  and  disadvan- 
tages in  terms  of  public  value. 

Inland  Waterway  Improvements 

Historical  Background 

The  first  white  men  on  this  continent  settled  in  the 
network  of  broad  estuaries  of  the  rivers  that  came 
from  the  interior.  Their  descendants  utilized  these 
waterways  to  penetrate  and  settle  the  mid-continental 
area  of  the  country.  Transportation  of  heavy 
freight  over  the  unimproved  waterways  was  hazardous 
and  expensive  and  eventually  improvement  of  the 
natural  watercourses  was  made ;  first  by  the  marking  of 
the  most  dangerous  rocks  and  snags  and  later  by 
the  removal  of  the  obstructions.  Then  came  the  toll 
canals,  most  of  which  were  State  enterprises  op- 
erated by  mule  power.  Transportation  on  them 
was  more  efficient  than  on  the  wagon  roads  of  the  period, 
but  was  slow  and  beset  by  many  difficulties.  Although 
they  were  not  in  themselves  financially  successful,  they 
performed  an  important  service  in  building  up  the  coun- 
try and  its  commerce. 

Federal  appropriations  for  the  improvement  of  na- 
tural waterways  expanded  from  1826  to  1866,  and  up 
to  about  1850  a  large  proportion  of  the  transportation 
of  the  country  was  carried  on  inland  waterways. 
Then,  with  the  development  of  the  railroads  the  canals 
steadily  lost  ground.    A  growing  demand  from  in- 
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dustry  and  agriculture  for  a  cheaper  means  of  trans- 
portation gave  impetus  to  a  revival  of  interest  in 
waterway  improvement  and  in  1907  resulted  in  the 
creation  of  the  Inland  Waterways  Commission.  The 
Federal  Government  embarked  on  the  modified  canal- 
ization project  on  the  Ohio  River,  marking  the  begin- 
ning of  the  modern  standard  system  of  interconnected 
waterways  serving  the  entire  intennountain  section  of 
the  country.  However,  it  must  not  be  supposed  that 
these  transitions  took  place  without  opijosition.  Pro- 
gressive innovations  in  this  field  of  endeavor  have 
always  had  to  overcome  the  formidable  resistance  of 
the  firml}'  established  forms  before  attaining  full 
development. 

Adaptability  of  the  Rivers  to  Navigation 

Both  geographically  and  in  their  physical  character- 
istics, the  rivers  of  the  United  States  are  admirably 
suited  to  the  uses  of  a  progressive  population.  The 
great  river  sj^stem  draining  the  Mississippi  Valley, 
with  its  headwaters  separated  on  the  north  only  by 
insignificant  natural  barriers  from  the  most  extensive 
chain  of  navigable  lakes  in  the  world,  furnishes  the 
basis  for  the  development  of  an  inland  navigation  sys- 
tem of  unexampled  extent  and  utility  in  time  of  peace 
and  of  incalculable  value  in  the  event  of  war. 

For  the  most  part  the  main  streams  and  tributaries 
flow  through  gently  sloping  valle3's  and  plains,  uninter- 
rupted by  cataracts  and  rapids  which  would  make  their 
improvement  difficult  or  prohibitive.  Independent 
river  systems  of  the  Atlantic  and  Gulf  coasts,  although 
not  so  long,  and  more  prolific  in  power  sites  in  their 
upper  reaches,  partake  of  the  same  characteristics  as 
the  Mississippi.  They  are  connected  at  their  mouths 
by  a  series  of  tidal  bays  and  sounds  that  require  but 
little  dredging  to  form  a  continuous  sheltered  navi- 
gable waterway  from  the  port  of  Boston  to  the  Mexi- 
can border.  Even  the  rugged  Pacific  slope  is  not 
without  its  navigable  river  courses  which  find  their 
way  through  the  ridges  from  the  fertile  valleys  beyond. 
On  practicalh'  all  these  inland  and  coastal  rivers  slack- 
water  systems  can  be  installed  where  needed  at  rela- 
tively small  expense.  Reservoir  'sites  are  available 
on  the  upper  reaches  for  supplementing  and  regulating 
the  natural  run-off  from  a  generally  adequate  and  well- 
distributed  annual  rainfall.  The  main  stem  of  the 
inland  system  is  already  connected  by  the  Illinois 
Waterway  to  the  Great  Lakes.  The  New  York  State 
Barge  Canal  and  the  Hudson  River  afford  a  connec- 
tion with  the  Intracoastal  Waterway  located  parallel 
to  the  Atlantic  and  Gulf  coasts. 

Entering  the  main  trunk  of  the  Mississippi  River 
System  from  the  northwest  is  the  Missouri,  2,240  miles 
long.     From  the  northeast  the  Ohio  flows  981  miles 


from  the  confluence  of  the  Allegheny  and  Mononga- 
hela  at  Pittsburgh  to  join  the  Mississippi  at  Cairo, 
111.  The  Tennessee,  itself  a  stream  now  being  canal- 
ized for  the  entire  650  miles  below  the  confluence  of  its 
headwaters,  the  Holston  and  the  Fi'ench  Broad,  joins 
the  Ohio  from  the  south  at  Paducah,  Ky.,  47  miles 
above  Cairo.  The  divide  between  the  Ohio  River  and 
the  Great  Lakes  is  narrow  and  low  enough  to  present 
no  serious  obstacle  to  a  second  navigable  connection 
between  the  river  and  lake  systems.  Four  hundred 
miles  below  Cairo,  the  Arkansas  enters  the  Mis- 
sissippi from  the  west.  Connecting  from  the  east 
at  New  Orleans  by  the  intracoastal  canal  is  the 
AVarrior-Tombigbee  System  and  the  Apalachicola 
System  of  the  eastern  Gulf  slope.  All  of  these  rivers 
together  drain  practically  half  of  the  continental  area 
of  the  United  States,  containing  half  the  population  of 
the  country  and  far  more  than  half  of  its  natural  re- 
sources. With  no  great  difficulty  this  river  system  can 
be  further  improved  to  serve  the  greater  part  of  that 
area  by  interconnected  waterway's  of  higher  standards 
in  limiting  dimensions,  facilities,  and  equipment  than 
the  newest  and  most  renowned  of  the  European  water- 
ways and  at  a  lower  cost  per  mile. 

Progress  of  Inland  Waterway  Development 

Following  a  plan  of  development  continuously 
revised  and  modified  to  keep  it  abreast  of  the  ever- 
changing  needs  of  the  country,  nearly  28,000  miles  of 
these  inland  waterways  have  been  improved.  Without 
qualification,  however,  that  figure  would  be  misleading 
because  it  includes  the  most  ambitious  canalization 
projects  on  the  principal  rivers  along  with  others  of 
ever  lessening  impoitance,  down  to  the  many  small 
isolated  projects  involving  merely  the  periodic  removal 
of  snags  and  overhanging  trees  and  the  provision  of 
seasonal  navigation  for  flatboats  and  rafts.  Because  of 
such  wide  differences  in  types,  sizes,  and  uses  of  these 
channels,  it  is  impracticable  to  make  accurate  general 
statements  applying  to  them  all.  Of  the  total  27,933 
miles  of  improved  waterways  (table  1),  which  includes 
the  natural  channels  of  the  Great  Lakes,  about  9,200  miles 
have  been  improved  to  an  authorized  project  depth  of 
9  feet  or  greater.  Approximately  6,000  miles  includes 
rivers  and  canals  (the  Mississippi  and  Tombigbee- 
Warrior  Sj'stems)  which  comprise  the  interconnected 
inland  waterway  system  upon  which  regular  barge-line 
service  is  firmly  enough  "established  to  be  a  factor  in 
domestic  transportation.  In  addition  there  are  about 
3,000  miles  of  12-foot  depth  and  over,  that  for  the 
most  part  constitute  natural  channels  in  the  coastal  riv- 
ers which  serve  special  territories  and  classes  of  traffic 
of  little  consequence  from  a  standpoint  of  active  com- 
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Tabm  l.—Saiigahle  Lengths  and  Existing  Project  Depths  of 
Principal  Inland  Waterwai/s  of  the  United  States 


Names  of  rivers  or  waterway  systems 


Length  in  miles  of  waterways 


Under 
6  feet 


Atlantic  Coast: 

Connecticut  River,  Conn.-  .-. 

Hudson  River  and  New  York  Barge 

Delaware  River  (above  Philadelphia) 

Potomac  River.  Md — 

Rappahannock  River,  Va 

York  River,  Va 

James  River,  Va 

Neuse  River,  N.  C 

Cape  Fear  River,  N.  C.. ..-------— 

Waccamaw  River,  N.  C.  ana  b.  U--- 

Savannah  River,  Ga 

St.  Johns  River,  Fla 

All  other  rivers 


6  feet 

and 

under 

9  feet 


150 


26 


25 
2,269 


9  feet 

and 

under 

12  feet 


12  feet 
and 
over 


115 


199 
90 

622 


Total,  Atlantic  Coast 2,470 


Mississippi  Valley: 

Mississippi    River    (Soo    Railway 
Bridge.  Minneapolis  to  the  Gulf)  — 

Illinois  River  and  Waterway --- 

Missouri    River    (Fort   Benton   to 

mouth) 

Ohio  River. V-^VW 

Monon?ahela  River,  Pa.,  and  tt .  Va. 

Allegheny  River,  Pa 

Kanawha  River.  W.  Va 

Kentiicky  River,  Ky 

Cumberland  River,  Ky.  and  Tenn 
Tennessee  River,  Tenn.,  Ala.,  and 

Arkansas  River.  Ark.  and  Okla.... 
Ouachita  and  Black  Rivers,  Ark. 

and  La - 

Yazoo  River,  Miss.- - ---- 

Other  Mississippi  River  tributaries. 

Total,  Mississippi  Valley 


539 


85 

670 
32 

108 

107 
41 
91 
34 
30 
44 
30 
83 

444 


Total 
mileage 


1,026 


1,474 


153 
6 


767 


37 


263 
523 


539 


1,586 
327 


981 
91 
72 
91 


Gulf  Coast: 

Tombigbee-Warrior  System.. 

Withlacoochee  River.  Fla --.- 

Caloosahatchee    River    and    Ijake 
Okeechobee  Drainage  Canals,  Fla. 

Bayou  Teche,  La 

Other  rivers — - - 


Total,  Gulf  Coast- 

Intracoastal  'Waterways: 

.Atlantic  Coast 

Gulf  Coast 


373 


3,103 


5,368 


85 


1,799 


85 

670 

32 

108 

107 

41 

91 

184 

145 

70 

229 

198 

3,874 


5,834 


226 


2.729 


Total,  intracoastal. 


Great  Lakes  and  Connecting  Channels.. 
St.  Lawrence  River  to  Canadian  Bound- 


Total,  Great  Lakes  System  . 


133 
107 
370 


472 
4 


16 

"ui' 


435 


Pacific  Coast: 

San  Joaquin  River.  Calif -- 

Sacramento  River,  Calif 

Coos  River.  Oreg 1 

Columbia  River.  Oreg 

Columbia  River  between  Vancouver. 

Wash.,  and  Bonneville.  Oreg 

Cdlumbia  River  above  Celilo  Falls, 

Oreg.  and  Wash 

Willamette  River,  Oreg -- 

Snake   River,    Oreg.,    Wash.,   and 

Idaho. 

.Ml  other  rivers 


83 

102 

23 


21 

877 


1,812 
327 

2,241 
981 
128 
225 
97 
263 
526 

648 
373 

418 

189 

3,845 


12,073 


472 
89 

153 

107 

3,179 


920 

55 


975 


1,479 
62 


4,000 


1,376 
932 


2,308 


1,479 
62 


1,541 


85 


123 


132 


232 
231 


48 


36 


41 


U 
118 


39 


Total,  Pacific- 

All  other  waterways  (miscellaneous)-. 


803 
260 


256 
539 


97 


126 

246 

34 

118 

39 

123 

144 

232 
316 


1,378 


Grandtotal - 12.065  |    5,099  |    5,982  j    4,787  |    27.933 


petition  with  overland  carriers.  The  balance  of  the 
mileage  of  improved  waterways  shown  in  tlus  table  is  of 
varying  depths  of  less  than  9  feet,  down  to  the  relatively 
unimportant  projects  mentioned  above  whose  mainte- 
nance consists  merely  of  the  removal  of  snags. 
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Present  Public  Policy 
and  Administration 

In  the  earliest  day  of  the  nation's  history,  when  trans- 
portation dealt  with  the  meager  requirements  of  but  a 
few  families  in  each  locality,  the  waterways  as  nature 
had  made  them  were  adequate  and  open  to  aU  and  no 
question  of  improvement  or  regulation  arose.  As  com- 
merce grew,  however,  various  interests  came  into  con- 
flict and  attempts  were  made  by  both  the  States  and 
private  interests  to  assert  and  establish  control  over 
certam  waterways. 

The  first  definite  expression  of  public  policy  with 
regard  to  the  inland  waterways  was  contained  in 
Article  4  of  the  Ordinance  of  1787  for  the  government 
of  Northwest  Territory,  which  provided  that: 

The  navigable  waterways  leading  into  the  Mississippi  and 
St.  Lawrence,  and  the  carrying  places  between  the  same,  shaU 
be  common  highways,  and  forever  free,  as  well  to  the  in- 
habitants of  the  said  territory  as  to  the  citizens  of  the  United 
States,  and  those  of  any  other  States  that  may  be  admitted 
into  the  confederacy,  without  any  tax,  impost,  or  duty  therefor. 

This  policy  requiring  all  navigable  waterways  to  be 
free  from  tolls  and  unrestricted  in  use  to  all  has  since 
been  maintained  by  the  Federal  Government.  It  is 
true  that  tolls  were  assessed  on  some  of  the  early  canals, 
but  these  were  originally  improved  as  local  enterprises 
on  a  tolls  basis.  Federal  improvements  have  always 
been  free  with  one  exception— the  Panama  Canal— and 
in  this  case  the  tolls-free  provision  in  the  Act  of  1912 
was  repealed  by  the  Act  of  1914  because  of  protest  by 
the  British  Government  and  not  for  the  purpose  of 
obtaining  revenues. 

Although  the  Constitution  vested  in  Congress  the 
power  to  regulate  commerce  "among  the  several  States," 
for  many  years  opinions  clashed  as  to  whether  that 
power  included  the  power  to  control  and  the  duty  to 
improve  the  waterways.  The  controversy  was  ended 
in  1824  by  the  decision  of  the  Supreme  Court  under  the 
leadership  of  John  Marshall,  and  repeatedly  reaffirmed 
in  a  long  line  of  subsequent  judicial  decisions,  which 
destroyed  private  monopoly  on  lakes,  rivers,  and  har- 
bors, and  established  definitely  tlie  authority  of  Con- 
gress over  interstate  waterways.  Congress  then  passed 
the  first  act  providing  specifically  for  waterway  im- 
provement on  the  Ohio  and  Mississippi  Rivers  and  2 
years  later  the  first  general  river  and  harbor  act  became 

law. 

From  earlv  times  the  development  of  a  Federal 
waterway  policy  has  been  a  part  of  the  work  of  the 
Army  Engineer  organization,  although  it  was  not  until 
1852  that  Congress  stated  generally  that  all  such  ex- 
]:)enditures  were  to  be  made  under  the  superintendence 
of  the  Secretary  of  War.     Later  such  works  were  spe- 
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cifically  delegated  to  the  Engineer  Department.  In 
1868  Congress  directed  that  reports  of  surveys  include 
estimates  of  the  extent  to  which  commerce  of  the  coun- 
try would  be  affected  by  a  contemplated  improvement. 
In  1882  the  policy  of  making  a  preliminary  examina- 
tion to  determine  roughly  the  justification  for  a  pro- 
posed improvement  was  adopted  and  20  years  later 
Congress  established  the  Board  of  Engineers  for  Eivers 
and  Harbors  to  further  insure  consideration  of  all 
economic  as  well  as  engineering  factors  involved  in 
each  contemplated  improvement. 

The  Transportation  Act  of  1920,  terminating  war- 
time Federal  control  of  the  railroads,  contained  the 
most  significant  and  definite  pronouncement  of  the 
policy  of  Congress: 

*  *  *  to  promote,  encourage  and  develop  water  transpor- 
tation service  and  facilities  in  connection  with  the  commerce 
of  the  United  States,  and  to  foster  and  preserve  in  full  vigor 
both  rail  and  water  transportation. 

It  assigned  to  the  War  Department  extensive  investiga- 
tions of  appropriate  types  of  boats,  water  terminals, 
water  and  rail  interchange  connections,  etc.: 

*  *  *  with  the  object  of  promoting,  encouraging  and  de- 
veloping inland  water  transportation  facilities. 

This  act  also  transferred 

*  *  *  all  boats,  barges,  tugs,  and  other  transportation  fa- 
cilities, on  the  inland,  canal,  and  coastwise  waterways  ac- 
quired by  the  United  States  in  pursuance  of  the  fourth  para- 
graph of  Section  6  of  the  Federal  Control  Act  *  *  *  to  the 
Secretary  of  War,  who  shall  operate  or  cause  to  be  operated 
such  transportation  facilities     *     *     *. 

The  Amendment  of  1921  further  authorized  the  Secre- 
tary of  War  to  construct  or  lease  terminal  facilities 
for  the  interchange  of  traffic  with  other  carriers  by 
rail  or  water.  The  Act  of  1924  created  the  Inland 
Waterways  Corporation  to  operate  the  Federal  Barge 
Lines  on  the  inland  waterways  of  the  Mississippi  and 
Warrior  Valleys  with  the  exception  of  the  Ohio,  its 
tributaries  and  certain  other  rivers.  The  Amendment 
of  1928,  known  as  the  Denison  Act,  authorized  the 
extension  of  operations  of  the  Inland  Waterways  Cor- 
poration to  all  improved  tributaries  or  connecting 
waterways  of  the  Mississippi  River  with  sufficient  and 
dependable  channels.  It  further  declared  it  to  be  the 
policy  of  Congress  to  continue  operation  of  the  Fed- 
eral Barge  Lines  until  navigation  facilities  had  been 
provided  adequate  for  dependable  and  regular  trans- 
portation service  with  terminals  adequate  for  joint  rail 
and  water  service,  and  until : 

*  *  *  joint  tariffs  with  rail  carriers  shall  make  generally 
available  the  privileges  of  joint  rail  and  water  transportation 
Tipon  terms  reasonably  fair  to  both  rail  and  water  carriers. 

It  also  authorized  any  common  carrier  river  services  on 
the  Warrior,  Mississippi,  Columbia,  Snake,  Sacramento, 


San  Joaquin,  or  Savannah  Rivers  to  obtain  certificates 
of  public  convenience  and  necessity  requiring  all  con- 
necting common  carriers  to  join  with  them  in  through 
routes,  joint  differential  rates,  and  equitable  divisions 
of  revenue,  for  the  purpose  of  extending  the  benefits  of 
water  transportation  to  regions  not  directly  accessible 
by  waterway. 

With  the  passage  of  the  Transportation  Act  of  1940, 
Congress  modified  its  long-established  general  policy 
that  a  navigable  waterway  was  a  public  highway  and 
should  be  open  to  the  free  and  unrestricted  use  of  all. 
It  adopted  in  its  stead  a  policy  of  Federal  regulation 
of  the  inland  waterways  and  water  carriers  through 
the  Interstate  Commerce  Commission.  Section  1  of 
the  act  enunciates  the  new  jDolicy  in  the  following 
words : 

It  is  hereby  declared  to  be  the  national  transportation  policy 
of  the  Congress  to  provide  for  fair  and  impartial  regulation  of 
all  modes  of  transportation  subject  to  this  act,  so  administered 
as  to  recognize  and  preserve  the  inherent  advantages  of  each; 
to  promote  safe,  adequate,  economical,  and  efficient  service  and 
foster  sound  economic  conditions  in  transportation  and  among 
the  several  carriers ;  to  encourage  the  establishment  and  mainte- 
nance of  reasonable  charges  for  transportation  services,  without 
unjust  discriminations,  undue  preferences  or  advantages,  or  un- 
fair or  destructive  competitive  practices ;  to  cooperate  with  the 
various  States  and  the  duly  authorized  officials  thereof;  and  to 
encourage  fair  wages  and  equitable  working  conditions ;  all  to 
the  end  of  developing,  coordinating,  and  preserving  a  national 
transportation  system  by  water,  highway,  and  rail,  as  well  as 
other  means,  adequate  to  meet  the  needs  of  the  commerce  of 
the  United  States,  of  the  Postal  Service,  and  of  the  national 
defense.  All  of  the  provisions  of  the  Act  shall  be  administered 
and  enforced  with  a  view  to  carrying  out  the  above  declaration 
of  policy. 

With  the  sentiments  of  this  general  declaration  of 
policy  no  fault  can  be  found.  Some  of  the  specific  pro- 
visions may  need  clarifying  and  will  require  extreme 
care  in  their  administration  to  avoid  imposing  unneces- 
sarily burdensome  restrictions  on  inland  water  carriers 
in  contravention  of  the  declaration  itself.  It  will  be 
well  nigh  impossible  to  apply  provisions  requiring 
permits  and  certificates  without  causing  fairly  high 
mortality  among  the  applicant  carriers  and  higher 
rates  for  the  survivors.  The  specific  provisions  of  the 
1940  Act  which  affect  inland  water  carriers  most  pro- 
foundly are  those  authorizing  and  requiring  the  Inter- 
state Commerce  Commission  to  fix  minimum  and  maxi- 
mum rates  of  common  carrier  and  minimum  rates  of 
contract  carrier  water  lines,  and  to  restrict  the  opera- 
tions of  such  carriers  to  definite  routes,  and  otherwise 
exercise  control  through  the  issuance  or  withholding 
of  certificates  of  public  convenience  and  necessity  and 
permits. 

There  is  significance  in  the  implications  which  may 
be  drawn  from  the  provisions  and  amendments  rejected 
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when  the  act  was  under  consideration.  In  1940 
Congress  pointedly  refused  to : 

(a)  Repeal  the  long-and-short-haul  clause. 

(&)  Terminate  the  river  improvement  program. 

(c)  Impose  tolls  for  use  of  navigation  facilities. 

(t?)   Subject  bulk  cargo  carriers  to  regulation. 

(e)  Tie  water  rates  to  the  rail  rate  structure. 

(/)  Abolish  Federal  barge  line  service. 

In  the  reorganization  of  Executive  departments  in 
1940,  the  Inland  "Waterways  Corporation  was  placed 
under  the  jurisdiction  and  authority  of  the  Secretary  of 
Commerce,  but  its  service  was  not  curtailed. 

Administration  of  River 
and  Harbor  Works 

Responsibility  for  the  operation,  maintenance,  and  im- 
provement of  rivers  and  harbors  is  vested  in  the  Secre- 
tary of  War.  The  work  is  carried  out  under  the  direc- 
tion of  the  Chief  of  Engineers  by  the  Engineer  Depart- 
ment, an  organization  composed  of  officers  of  the  Corps  of 
Engineers  together  with  the  necessary  technical,  ad- 
ministrative, and  clerical  personnel  and  skilled  labor. 
Included  in  this  personnel  are  specialists  in  engineer- 
ing, economics,  law,  finance,  and  administration. 

The  Engineer  Department  is  divided  into  48  districts, 
the  boundaries  of  which  conform  roughly  to  water- 
sheds. The  districts  in  turn  ai'e  grouped  into  12  divi- 
sions which  are  in  general  so  arranged  that  they  em- 
brace related  works.  Each  district  and  division  is 
under  the  charge  of  an  officer  of  the  Corps  of  Engineers 
as  District  or  Division  Engineer. 

Congress  has  created  various  special  boards  and  com- 
missions which  function  under  the  supervision  of  the 
Chief  of  Engineers  as  a  part  of  the  Engineer  Depart- 
ment. The  most  important  of  these  bodies  are :  The 
Board  of  Engineers  for  Rivers  and  Harbors,  the 
Mississippi  River  Commission,  the  California  Debris 
Commission,  the  Beach  Erosion  Board  and  the  Shore 
Protection  Board. 

Incidence  of  River 
and  Harbor  Projects 

Investigations  of  contemplated  improvements  of  riv- 
ers or  harbors  are  initiated  by  Congress,  also  by  local 
government  officials,  etc.,  usually  at  the  request  of  com- 
mercial, industrial,  and  navigational  interests  in  the 
area. 

In  the  case  of  either  a  preliminary  examination  and 
survey  or  a  review  of  previous  reports  the  study  is 
usually  assigned  by  the  Chief  of  Engineers  to  the 
appropriate  Division  Engineer,  who  in  turn  assigns  the 
field  investigation  to  the  proper  District  Engineer. 

When  directed  to  make  a  preliminary  examination 
of  a  waterway,  the  District  Engineer  inspects  the 
locality  and  holds  a  public  hearing  at  which  proponents 


and  opponents  of  the  improvement  are  afforded  full 
opportunity  to  express  their  views.  All  available  in- 
formation bearing  on  the  question  is  sought.  The 
present  navigable  capacity  of  the  waterway,  the  extent 
and  resources  of  the  tributary  area,  the  needs  of  present 
and  prospective  commerce  and  the  vessel  traffic  are 
ascertained.  Particular  emphasis  is  placed  upon  the 
relationship  wliich  the  proposed  improvement  bears  to 
an  integrated  development  of  the  water  resources  of 
the  whole  basin  and  upon  analysis  of  the  economic  bene- 
fits and  savings  which  the  contemplated  improvement 
may  be  expected  to  yield  to  the  Nation  at  large.  The 
District  Engineer's  report,  with  the  Division  Engi- 
neer's recommendation,  is  submitted  to  the  Board  of 
Engineers  for  review.  If  the  recommendation  of  the 
Division  Engineer  is  unfavorable  to  a  survey,  he  issues 
a  public  notice  to  all  those  known  to  be  interested  and 
they  have  the  privilege  of  appealing  his  decision  to 
the  Board  of  Engineers.  If  the  Chief  of  Engineers 
concludes  that  the  requested  improvement  is  not  justi- 
fied, he  so  reports  through  the  Secretary  of  War  to 
Congress.  If  he  believes  that  a  survey  is  justified,  he 
assigns  its  preparation  in  the  same  manner  as  the 
preliminary  examination. 

The  survey  report  includes  all  data  contained  in  the 
report  on  preliminary  examination,  amplified  and 
modified  by  detailed  surveys  in  the  field,  as  may  be 
necessary  to  conform  to  the  latest  information.  The 
report,  after  review,  is  submitted  by  the  Secretary  of 
War  to  Congress. 

Only  in  rare  instances  has  Congress  authorized  a 
project  upon  which  the  report  of  the  Chief  of  Engi- 
neers was  not  favorable.  However,  when  the  report 
is  favorable,  the  project  is  considered  in  Committee 
hearings  and,  if  deemed  sufficiently  meritorious,  is 
included  in  an  authorization  bill,  usually  designated  as 
a  River  and  Harbor  Bill  or  a  Flood  Control  Bill. 

If  and  when  this  bill  becomes  law,  the  projects  under 
consideration  are  submitted  to  the  Bureau  of  the 
Budget  before  allocation  of  funds  is  made  for  projects 
proposed  to  be  undertaken.  Actual  work  on  the 
project  is  undertaken  only  after  the  project  has  been 
adopted,  the  appropriation  made  by  Congress,  and 
after  requirements  of  local  cooperation  have  been  fully 
met. 

Past  experience  has  demonstrated  conclusively  that 
the  prosecution  of  river  and  harbor  projects  under 
piecemeal  appropriations  invariably  results  in  in- 
efficient operation  and  lack  of  economy.  Since  1922 
Congress  has  followed  the  higlily  desirable  procedure 
of  permitting  projects  to  be  prosecuted  by  direct  ap- 
propriation, by  continuing  contracts,  or  by  both. 
Maintenance  and  operation  of  completed  projects  are 
accomplished  with  funds  earmarked  for  the  purpose 
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in    a    lump-sum    appropriiition    made    annually    by 
Congress. 

The  general  plan  of  development  of  the  water  re- 
sources of  the  Nation,  founded  mainly  on  the  compre- 
hensive surveys  of  all  the  river  systems  made  by  the 
Engineer  Department  in  accordance  with  House  Docu- 
ment 308,  69th  Congress,  1st  Session,  is  continually 
being  modified  to  keep  abreast  of  new  developments. 
The  adoption  of  new  plans  and  the  adjustment  of 
old  ones  require  comprehensive  analyses  of  many- 
factors  to  determine  adverse  as  well  as  beneficial  effects. 

Expenditures  for  River 
and  Harbor  Improvements 

As  of  June  30,  1939,  existing  projects  for  improve- 
ments for  navigation  in  the  United  States  and  its  ter- 
ritorial possessions  numbered  738,  of  which  439  had 
been  completed,  259  had  been  partially  completed  and 
40  had  not  been  started.  Many  of  these  projects  are 
enlargements  or  modifications  of  projects  adopted  many 
years  ago.  The  total  capital  cost  to  the  Federal  Gov- 
ernment to  June  30,  1939,  for  all  these  river  and  harbor 
works,  excluding  flood  control,  was  $1,829,000,000.    The 
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HARBOR   PROJECTS, EXCLUDING  FLOOD  CONTROL, 
TO    JUNE    30, 1939 


TOTAL  COST  OF  NEW   WORK    $1,828,956,400 

(i)  EXAMINATIONS, SURVEYS. 
AND   CONTINGENCIES' 

SOURCE-  ANNUAL  REPORT  OF  THE  CHIEF  OF  ENGINEERS,U.S.ARMY,I939. 
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accompanying  distribution  chart  (Fig.  38)  breaks  down 
this  figure  according  to  kind  of  project. 

In  addition,  the  total  Federal  money  expended  for 
operation  and  maintenance  of  previous  and  existing 
navigation  improvements  was  $665,000,000.  Of  this 
amount  $164,000,000  was  for  operation  and  care  of  locks 
and  other  navigation  structures  and  $49,000,000  was  for 
examinations,  surveys,  and  contingencies,  and  for  ad- 
ministration of  Federal  laws  enacted  for  the  protection 
and  preservation  of  the  navigable  waters  of  the  United 
States.  Government-owned  plant  operated  by  the 
United  States  Engineer  Department  on  improvements 
for  navigation  is  evaluated  at  $43,500,000. 

Complete  and  accurate  data  regarding  expenditures 
by  States  and  local  public  agencies  for  navigation  pur- 
l)oses  are  not  available.  State  expenditures  for  con- 
struction and  maintenance,  including  carrying  charges 
to  June  30,  1931,  less  tolls  collected  prior  to  that  date, 
have  been  placed  at  approximately  $530,000,000,  of 
which  about  $330,000,000  have  occurred  since  1890. 
The  New  York  State  Barge  Canal  and  the  Chicago 
Sanitary  and  Ship  Canal  account  for  most  of  the  latter 
sum.  Expenditures  since  1850  for  inland  waterway 
improvements,  other  than  terminal  facilities,  by  the 
individual  States  and  their  political  subdivisions  have 
been  small,  judged  by  such  data  as  are  available. 

Adoption  and  execution  of  129  of  the  738  projects 
existing  on  June  30,  1939,  were  subject  to  provisions 
that  local  interests  make  cash  contributions  totaling 
$24,483,000  to  cover  benefits  considered  strictly  local 
in  character.  Contributions  amounting  to  $22,962,000 
were  made,  but  the  remaining  obligations  were  not  met 
by  local  interests  and  as  a  result  prosecution  of  work 
on  the  projects  involved  has  been  deferred.  Most  ex- 
isting projects  require  that  local  interests  furnish,  free 
of  cost  to  the  United  States,  necessary  easements,  rights- 
of-way  and  spoil  disposal  areas  during  initial  construc- 
tion and  for  future  maintenance  as  and  when  required, 
and  to  hold  the  Government  free  from  claims  for  dam- 
ages attributable  to  the  improvements  and  their  mainte- 
nance. On  practically  all  navigation  projects,  local 
interests  are  also  required  to  construct  terminals  open 
to  the  public  on  equal  and  reasonable  terms  and  to 
provide  suitable  public  highway  approaches  thereto ;  to 
construct  new  bridges  and  to  make  necessary  altera- 
tions to  existing  bridges  as  may  be  required ;  to  dredge 
branch  channels  and  turning  basins;  and  to  provide 
other  appropriate  measures  of  cooperation.  Expendi- 
tures made  by  local  interests  in  meeting  such  require- 
ments in  connection  with  existing  projects  cannot  be 
reliably  estimated. 

Lighthouses,  light  ships,  buoys,  fog  signals,  and  vari- 
ous other  aids  to  navigation  are  established  and  main- 
tained by  the  Coast  Guard.    Data  showing  total  ex- 
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peiiditures  for  new  work  in  this  category  and  for  main- 
tenance are  not  readily  available.  The  average  annual 
expenditure  since  1930  was  approximately  $11,950,000, 
of  which  $3,250,000  was  for  new  work  and  $8,700,000 
for  maintenance  and  operation. 

There  is  no  reliable  record  of  the  total  local  public 
investment  in  waterway  terminals.  The  report  of  the 
Federal  Coordinator  of  Transportation  on  Public  Aid 
estimates  the  total  investment  in  publicly  owned  water 
terminals  of  all  sorts  to  1936  as  $1,100,000,000.  A  note 
in  one  of  the  appendices  of  this  report  gives  a  percent- 
age analysis  of  that  total  which  results  in  the  following 
break-down : 

Seacoast  harbor  terminals $924,000,000 

Great   Lakes   terminals 3.3,000,000 

Inland  waterway  terminals 143,000,000 

The  financing  of  local  inland  waterway  terminals  takes 
on  the  character  of  local  betterment  projects  more  fre- 
quently justified  by  indirect  benefits  to  the  community 
in  attracting  business  than  by  the  direct  collection  of 
terminal  fees  or  rentals.  As  terminals  are,  however,  a 
necessary  adjunct  to  transportation  by  inland  water- 
way the  unit  terminal  handling  differentials  assessed 
against  barge  movements  in  the  comparisons  with  other 
forms  of  transportation  hereinafter  analyzed  include, 
as  closely  as  can  be  estimated,  annual  fixed  charges, 
figured  at  private  commercial  rates  on  terminal 
facilities  in  use. 

The  record  of  expenditures  taken  from  the  Annual 
Reports  of  the  Chief  of  Engineers  shows  the  total  Fed- 
eral capital  investment  and  the  accumulated  expendi- 
tures for  maintenance  and  operation  since  the  begin- 
ning of  Federal  control  in  1828.  Included  in  the  cost 
of  new  work  are  items  covering  works  which,  however 
useful  they  may  have  been,  do  not  now  contribute  in 
any  way  to  facilitating  present  navigation.  It  is 
worthy  of  note  that  no  such  figures  are  available  for 
other  forms  of  transportation.  The  comparison  of 
this  recorded  total  cost  of  waterways  with  only  the 
present  inventory  cost  of  other  forms  of  transportation 
is  a  distortion  that  is  inevitably  unfavorable  to  water- 
ways. For  instance,  to  meet  progressively  increasing 
requirements  of  river  traffic,  old  structures  in  the  Upper 
Mississippi,  the  Ohio,  the  "Warrior,  and  other  rivers 
have  had  to  be  removed  when  superseded  by  existing 
locks  and  dams.  The  cost  of  removing  superseded 
structures  is  properly  included  as  a  charge  against  ex- 
isting projects,  but  the  initial  capital  cost  of  the  out- 
moded structures  should  be  set  apart  and  not  included 
as  a  charge  against  present  traffic  in  evaluating  existing 
improvements. 

No  attempt  is  made  here  to  list  the  many  such  items 
appearing  in  the  official  records  of  Federal  expendi- 
tures.    These   elements   are   analyzed   in  detail   when 
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called  for  in  connection  with  specific  examinations  and 
surveys.  It  is  desired  to  restate  here  the  general  prin- 
ciple that  prospective  savings  on  future  water-borne 
commerce  are  not  required  to  carry  the  annual  charges 
on  obsolete  or  superseded  navigation  improvements  in 
order  to  justify  existing  projects.  The  benefits  realized 
through  savings  in  transportation  costs  need  meet  only 
the  cost  of  carrier  service  plus  the  cost  of  construction, 
maintenance,  and  operation,  and  incidental  damages  of 
the  navigation  facilities  currently  used  and  useful  to 
warrant  the  provision  of  a  waterway  improvement. 
Otherwise  an  adverse  appraisal  might  deprive  the  pub- 
lic of  a  valuable  economic  asset  because  the  proposed 
improvement  could  not  justify  "sunk"  costs  in  works 
contributing  in  no  degree  to  the  new  project. 

Inland  Waterways  Commerce, 
Rates,  and  Charges 

Development  and  Expansion  of  Commerce 

Prior  to  the  advent  of  railroads,  waterways  afforded 
the  only  means  of  transportation  other  than  movement  at 
great  cost  in  animal-drawn  wagons  over  the  very  few 
improved  roads  that  had  been  provided  for  interurban 
traffic.  Commerce  naturally  expanded  along  navigable 
streams.  The  development  of  the  railroads  changed 
this  trend,  and  population  and  industry  settled  where 
supplies  of  raw  materials  were  first  discovered,  and 
continued  to  concentrate  in  these  localities  long  after 
the  exhaustion  of  initial  deposits  and  the  discovery  of 
new  supplies  in  isolated  areas.  As  a  result,  the  regions 
that  are  now  richest  in  natural  resources  are  remote 
from  the  districts  where  they  are  processed  for  distri- 
bution. Such  a  situation  requires  an  excessive  amount 
of  transportation,  beneficial  principally  to  the  overland 
carriers,  and  it  would  appear  that  a  gradual  decentrali- 
zation of  population  and  industry,  over  a  period  of 
time,  is  desirable  in  the  national  interest.  The  poten- 
tialities of  inland  water  transportation  in  accomplish- 
ing this  purpose  are  now  being  recognized  and  made 
effective. 

The  change  in  trend  in  the  distribution  of  all  traffic 
in  the  country  is  indicated  in  table  2,  which  gives  the 
[)ercentage  of  the  total  traffic  handled  by  each 
agency  of  transport,  based  upon  the  total  revenue  ton- 
miles  handled  for  the  years  1926,  and  1936  to  1939,  in- 
clusive. The  table  shows  a  decline  in  the  proportion 
of  total  ton-miles  handled  by  the  railroads  over  this 
period  of  time,  while  general  increases  are  shown  for 
truck  traffic,  traffic  handled  by  oil  pipe  lines,  and  water- 
ways, exclusive  of  the  Great  Lakes  tonnage.  Actually, 
the  inland  waterway  traffic  exclusive  of  Great  Lakes 
tonnage  increased  from  9,542,877,000  ton-miles  in  1926 
to  19,937,499,000  ton-miles  in  1939. 
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Table   2. — Distribution    of   Total   Revenue   Ton-Miles    for   All 
United  States  Traffic 


Percent  of  total  revenue  ton-miles 

11926 

11936 

11937 

il938 

M939 

75.6 
3.9 

15.2 
1.6 
3.7 

(<) 

66.4 
7.8 

15.0 
3.0 

7.8 
(') 

64.7 

7.7 

16.6 
3.0 
8.0 

W 

63.5 
8.0 

10.6 
3.9 
14.0 
W 

61.9 

8.5 

Inland  waterways: 

14.1 

Other  inland  waterways 

3.6 

11.9 

(') 

Total                         --  - 

100.0 

100.0 

100.0 

100.0 

100.0 

1  Figures  shown  in  "Report  of  Committee,  appointed  September  20,  1938,  by  tha 
President  of  the  United  States  to  Submit  Recommendations  Upon  the  General 
Transportation  Situation." 

'  Figures  tal;en  from  Annual  Report  of  Interstate  Commerce  Commission,  issued 
November  1, 1940. 

3  Figures  for  1939  are  estimated  on  basis  of  the  preliminary  reports  of  ton-miles  for 
the  calendar  year  1939. 

*  Less  than  1  percent. 

Note. — The  percentages  shown  for  trucks  include  I'otli  for  hire  and  private  trucks. 

Principal  Commodities  Transported 

Up  to  the  present  time,  the  major  portion  of  the 
traffic  handled  by  our  inland  waterways  has  consisted 
of  bulk  commodities  in  their  raw  state  or  in  semi- 
manufactured form.  Most  of  these  commodities  move 
in  heavy  or  bulky  loads  and  do  not  require  fast  de- 
livery as  in  the  case  of  finished  products;  nor  are  they 
readily  suscej^tible  to  damage  or  deterioration  from 
handling  or  delay  in  transit  or  from  adverse  weather 
conditions.  Such  commodities  include  iron  ore,  coal 
and  coke,  and  petroleum  and  its  products.  Moreover, 
the  nature  of  these  commodities  is  such  that  they  are 
not  dependent  on  railroad  standby  service,  as  they  can 
be  transported  on  waterways  during  open  seasons  and 
stored  or  stock-piled  during  closed  seasons.  How  suc- 
cessfully this  system  has  been  worked  out  is  demon- 
strated in  the  case  of  our  northernmost  waterways 
which  are  closed  to  water  transportation  during  the 
winter  months. 

The  successful  use  of  the  combination  water-rail  and 
water-truck  haul  in  the  transportation  of  one  or  more 
of  these  commodities  has  been  demonstrated,  and  the 
low  costs  which  result  from  this  method  of  transporta- 
tion suggest  the  feasibility  of  the  distribution  of  other 
commodities  in  connection  with  the  shallow-draft  in 
hind  waterwaj'S.  The  movement  of  iron  ore  from  the 
mines  in  northern  Minnesota  to  the  consuming  areas  by 
the  rail-lake  route  has  been  carried  on  over  a  i^eriod  of 
years  with  the  greatest  efficiency  and  economy. 

Coal  and  coke. — The  value  of  water  as  a  means  of 
aiding  in  the  distribution  of  coal  is  seen  in  the  de- 
velopment and  use  of  the  rail-lake-rail  route  over 
which  the  largest  volume  of  inland  water-borne  coal 
is  moved  from  the  rich  eastern  fields  to  the  midwestern 
States.  Other  instances  include  the  transportation  of 
coal  from  the  New  River-Pocahontas  fields  to  tidewater 
Virginia,  then  by  water  to  North  Atlantic  ports  and  by 


rail  inland,  at  lower  costs  than  by  the  all-rail  routes ;  by 
rail  from  the  mines  of  West  Virginia  to  tipples  on  the 
Kanawha,  then  by  water  to  Cincinnati  and  by  rail  to 
interior  destinations,  at  lower  cost  than  the  through 
all-rail  rates.  The  wider  distribution  of  this  com- 
modity over  the  interior  of  the  country  by  the  opera- 
tion of  the  water-rail  haul  serves  to  help  in  the  decen- 
tralization of  industry. 

With  the  completion  of  the  Monongahela  for  navi- 
gation, the  water-borne  coal  tonnage  consumed  in  the 
Pittsburgh  steel  district  has  shown  a  continuous  in  • 
crease.  Similar  increases  in  this  traffic  have  taken 
place  on  the  Ohio,  Kanawha,  and  Illinois  Rivers  and 
upon  the  recently  canalized  Upper  Mississippi  River. 
The  Illinois  and  Upper  Mississippi  Rivers  record  the 
greatest  recent  increases  in  water-borne  coal. 

Petroleum  and  -petroleum  products. — During  the  past 
decade  all  of  the  major  oil  companies  have  made  use 
of  the  inland  waterways  and  esi^ecially  of  the  Missis- 
sippi River  System  to  effect  a  more  economical  means 
of  serving  interior  areas.  Nine  separate  producing 
fields  utilize  these  waterways.  Pipe  lines  convey  oil 
products  several  hundred  miles  from  refineries  to  river 
terminals  where  they  are  transferred  to  tank  barges 
for  widespread  distribution  along  the  water waj's  and. 
in  conjunction  with  rail  and  motor  truck,  to  interior 
consuming  areas. 

Other  basic  convmodities. — Of  remaining  groups  of 
basic  commodities  transported  by  inland  waterways, 
logs  and  lumber,  sand  and  gravel,  stone,  and  grain 
stand  out  as  the  most  important  as  regards  volume 
carried.  Logs  and  lumber  are  still  the  principal  com- 
modities handled  on  the  inland  rivers  of  the  Pacific 
coast  area,  the  water-borne  tonnage  having  increased 
from  10,391,269  tons  in  1926  to  17,691,356  tons  in  1939. 
Prior  to  the  improvement  of  inland  waterways,  logs 
could  be  rafted  only  downstream  and  only  during 
freshets.  Now  it  is  possible  to  use  the  streams  in  all 
seasons  and  rafts  can  be  towed  upstream  and  logs  can 
be  barged  and  thus  better  protected.  Sand,  gravel, 
and  stone  which  are  found  in  large  quantities  along 
river  banks  are  of  low  value  and  must  seek  the  most 
economical  means  of  transportation  in  bulk  in  large 
volume. 

The  transportation  of  grain  has  been  seriously  inter- 
rupted by  the  closing  of  the  export  markets.  In  the 
past,  it  has  been  of  importance  to  the  Mississippi  River 
System.  In  the  Middle  West  grain  was  formerly  con- 
signed to  the  Gulf  ports  for  transshipment  in  coast- 
wise or  export  vessels,  but  during  the  last  4  or  5  years 
considerable  domestic  grain  traffic  has  developed  to 
inland  river  ports  where  it  is  milled  for  domestic  con- 
sumption. Grain  elevators  on  these  rivers  offer  higher 
prices  to  the  farmers  by  reason  of  the  low-cost  water 
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transportation  and  this  has  been  one  of  the  major  con- 
tributing factors  influencing  water  movement. 

Mississippi  River  System 

This  river  system  is  the  most  important  of  the 
waterway  groups,  accounting  for  over  60  percent  of  the 
total  ton-miles  of  freight  carried  on  inland  waterways 
in  1939,  exclusive  of  the  Great  Lakes.  The  feeder 
channels  to  this  system  of  waterways  extend  into  trib- 
utary areas  from  the  margin  of  the  Gulf  of  Mexico  to 
northern  Minnesota,  traversing  territory  within  easy 
access  of  the  vast  petroleum  producing  region  of  the 
Southwest,  the  great  Grain  Belt  of  the  Middle  West,  the 
major  coal  producing  fields  of  the  East,  and  many  of 
the  great  industrial  centers  of  the  country,  including 
the  steel  producing  centers  of  Chicago  and  Pittsburgh. 

In  1939  the  freight  traffic  on  this  system  amounted 
to  96,348,519  tons,  including  coastwise,  import  and  ex- 
port traffic,  but  excluding  ferry  traffic.  This  repre- 
sented an  increase  of  over  20  percent  from  1935,  the 
year  in  which  improvements  on  many  of  the  shallow 
draft  inland  rivers  were  completed.  Over  92  percent 
of  this  traffic  was  bulk  tonnage.  The  increases  shown 
for  coal  and  coke,  petroleum  and  petroleum  products, 
iron  and  steel  products,  and  sulphur  were  outstanding. 

Coal  traffic. — The  domestic  coal  traffic  including 
coke,  which  is  a  small  amount  of  the  total  tonnage, 
amounted  to  40,941,956  tons  in  1939.  This  represented 
an  increase  of  about  22  percent  over  1935,  2  percent 
over  1937  and  34  percent  over  1938.  This  increase  was 
accounted  for  in  part  by  the  greater  general  industrial 
activity  and  in  part  by  the  additional  movement  of  this 
commodity  on  the  Illinois  Waterway  and  upon  the 
recently  completed  work  on  the  Upper  Mississippi 
River.  The  Illinois  Waterway  coal  tonnage  increased 
from  493,500  tons  in  1937  to  1,733,200  tons  in  1939. 
The  Upper  Mississippi  for  the  same  period  increased 
from  90,500  tons  to  407,400  tons. 

Petroleum,  and  petroleum  prodiuits. — This  traffic, 
amounting  to  17,997,005  tons  in  1939,  ranked  second  in 
volume  of  tons  transported  and  has  increased  rapidly 
during  the  past  5  years.  The  movement  of  petroleum 
is  more  diversified  than  that  of  any  other  commodity, 
as  the  traffic  moves  both  up  and  down  stream  and  is 
widely  distributed  over  the  entire  navigable  system. 
Some  of  the  private  oil  companies  on  these  rivers 
have  extensive  investments  in  both  towboats  and  tank 
barges,  while  other  companies  lease,  charter,  or  contract 
for  the  handling  of  their  tonnage. 

Iron  and  steel  articles. — Tlie  rapid  increase  in  volume 
of  tonnage  over  the  past  few  years  makes  this  item 
of  traffic  particularly  important,  although  the  total 
volume  carried  in  1939  amounted  to  3,614,619  tons. 
The  ability  to  transport  by  water  both  the  semimanu- 


factured products  and  finished  products,  composed  of 
many  heavy  and  bulky  articles  of  variable  size  and 
length  in  large  volume  movements,  has  been  an  im- 
portant factor  in  the  development  of  this  traffic.  The 
fact  that  most  of  the  important  producing  plants  are 
located  on  or  near  these  waterways  has  also  contrib- 
uted to  this  increase  of  water  tonnage.  Producing 
plants  located  at  Chicago,  111.,  St.  Louis,  Mo.,  l^shland, 
Ky.,  Wheeling,  W.  Va.,  and  Pittsburgh,  Pa.,  have 
utilized  these  waterways  extensively  for  the  transpor- 
tation of  iron  and  steel  products  to  fabrication  or  stor- 
age plants  located  at  important  distribution  points 
such  as  Memphis,  Tenn.,  New  Orleans,  La.,  and 
Houston,  Tex. 

Sulphur. — The  transportation  of  sulphur  on  the  Mis- 
sissippi River  System  increased  from  283,227  tons  in 
1935  to  704,006  tons  in  1939.  The  commodity  is  par- 
ticularly adapted  to  water  carriage.  It  is  not  easily 
damaged,  can  be  handled  in  bulk,  and  may  be  trans- 
ported in  open  floating  equipment.  The  low  market 
value  of  sulphur  necessitates  low  transportation 
charges  and  wherever  possible  it  is  transported  by 
water  in  volume.  The  preponderance  of  this  tonnage  is 
long-haul  traffic,  originating  at  Galveston,  Tex.,  or  Port 
Sulphur,  La.,  and  moving  to  upper  river  ports  as  far 
north  as  Chicago,  111.,  and  Pittsburgh,  Pa.,  without 
change  of  equipment. 

Other  Systems 

These  include  Atlantic  Coast  rivers.  Pacific  Coast 
rivers,  and  Gulf  Coast  rivers,  but  they  represent  to- 
gether only  about  20  percent  of  the  total  tonnage  trans- 
ported on  inland  waterways  in  1939.  The  major 
portion  of  the  traffic  transported  upon  the  Atlantic 
Coast  waterways  consisted  of  petroleum  and  petroleum 
products,  sand  and  gravel,  stone,  and  coal  and  coke. 
On  the  Gulf  Coast  rivers  the  principal  commodities 
transported  wei-e  petroleum  products,  and  logs  and  lum- 
ber. Logs  and  lumber  constituted  by  far  the  greatest 
tonnage  on  the  Pacific  Coast  rivers. 


Canals  and  Connecting  Channels,  Federal,  State,  and  Private 
Volume  of  Tonnage  Transported 

1935 

1939 

Percent  of 
increase 

Federal --. 

116,  714,  260 
5,  968,  526 

183,400,978 
7, 626, 527 

68 

State  and  private. 

28 

Total - 

122,682,786 

191,027,505 

56 

This  tabulation  shows  the  relationshiiD  between  the 
tonnage  transported  on  Federal  as  compared  with 
State  and  private  canals.  It  will  be  noted  that  the 
increase  in  volume  of  traffic  on  the  Federal  canals 
has  far  outdistanced  that  for  State  and  private  canals 
since  1935. 
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Rates  and  Charges  of  Inland 
Water  Carriers 

Presentation  of  the  rates  or  charges  that  are  assessed 
by  carriers  operating  upon  the  inland  waterways  as 
discussed  herein  deals  with  these  waterways  by  geo- 
graphical regions  or  groups  of  rivers  reflecting  as 
nearly  as  possible  the  same  transportation  conditions. 
The  discussion  of  the  water-carrier  rates  is  confined  to 
the  movement  of  the  most  important  traific  handled  on 
waterways  of  12-foot  or  less  depth.  For  our  purposes 
the  waterways  have  been  segregated  into  three  major 
groupings : 

1.  The  Mississippi  System  of  waterways,  comprising 
all  navigable  rivers  that  flow  into  the  Mississippi  Kiver. 

2.  Atlantic  and  Gulf  Coastal  rivers  and  intracoastal 
canals. 

3.  Pacific  Coastal  rivers  and  canals. 

Mississippi  River  systein. — On  account  of  the  out- 
standing position  of  the  Mississippi  River  System  in 
the  inland  waterways,  the  discussion  of  rates  and 
charges  will  be  confined  mostly  to  this  system.  Further- 
more, common-carrier  rates  are  eliminated  inasmuch 
as  they  are  available  for  study  in  the  records  of  the 
Interstate  Commerce  Commission.  Private-carrier 
rates  are  eliminated  because  the  operation  of  these 
carriers  is  confined  almost  exclusively  to  the  transpor- 
tation of  the  products  of  the  proprietary  companies. 

Basis  of  the  rate  chart. — The  rate  chart  (Fig.  39) 
that  is  used  herein  was  prej^ared  to  indicate  the  general 
level  of  contract  rates  that  are  being  charged  for  trans- 
porting the  principal  water-borne  commodities.  How- 
ever, it  should  be  made  clear  that  while  the  average 
rates  shown  on  the  chart  herein  reflect  the  general  level 


of  charges  for  contract  hauling  upon  inland  rivers,  the 
component  rates  were  not  actually  made  upon  a  definite 
mileage  scale  like  that  used  herein.  In  order  to  make 
the  basic  information  as  complete  and  representative 
as  possible,  certain  adjustments  in  rates  were  necessary 
and  various  other  factors  had  to  be  given  weight.  For 
instance,  rates  for  towing  service  involving  only  power 
equipment,  were  adjusted  to  a  basis  comparable  with 
operations  including  the  furnishing  of  both  power  and 
cargo  equipment.  The  influence  of  the  varying  char- 
acteristics of  the  different  rivers  traversed,  the  volume 
of  traffic  handled,  the  light  loading  of  cargo  barges 
destined  for  interchange  between  9-foot  and  6-foot 
channels,  the  subcontracting  of  tonnage  on  feeder 
waterways — all  ai'e  integrated  in  this  general-average 
rate  chart. 

Coal  rates. — About  19  percent  of  the  coal  tonnage 
is  handled  by  contract  carriei'S  and  the  chart  attached 
shows  the  average  rates  charged.  The  extreme  move- 
ment depicted  in  the  rate  chart  of  1,600  miles  represents 
experimental  movements  by  water  from  the  West  Vir- 
ginia fields  to  the  Twin  Cities  on  the  Upper  Mississippi. 
The  highest  revenue,  4.3  mills  per  ton-mile,  is  re- 
ceived on  the  hauls  of  less  than  100  miles.  The  average 
revenue  for  hauls  not  in  excess  of  400  miles  is  2.5  mills 
per  ton-mile,  and  the  average  revenue  for  the  entire 
range  by  100-mile  blocks  is  2.3  mills  per  ton-mile.  The 
significant  fact  indicated  by  the  coal  scale  is  that,  when 
the  average  revenue  received  for  transporting  this  com- 
modity over  different  rivers  and  between  different 
points  of  origin  and  destination  is  measured,  the  ratio 
of  charges  reflect  the  same  general  level.  This  would 
indicate  that  the  ceiling  for  the  transportation  of  this 


_     COMPARATIVE  LEVELS  OF  AVERAGE  CONTRACT  RATES  CHARGED - 
FOR   TRANSPORTING   THE   8    DIFFERENT  COMMODITIES   SHOWN  BELOW 
ON   INLAND  WATERWAYS  OF  THE  MISSISSIPPI  RIVER  SYSTEM. 
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commodity  by  -water  is  more  or  less  established  on  all 
these  waterways  and  is  closely  related  to  the  cost  of 
performing  this  transportation  service. 

Petroleum  rates. — The  average  scale  of  rates  shown 
for  petroleum  represents  a  mean  average  assessed  by 
the  contract  carriers  over  all  navigable  waterways  of 
this  system.  Contract  carriers  and  common  carriers 
transport  about  50  percent  of  this  tonnage.  The  rates 
include  movements  over  9-foot  waterways,  from  9-foot 
to  6-foot  and  to  incomplete  waterways  of  variable 
depth.  The  maximum  revenue  per  ton-mile  occurs 
within  the  200-mile  block,  the  minimum  between  the 
1,100  and  1,600  blocks.  The  average  revenue  for  all 
hauls  was  2.85  mills  per  ton-mile. 

Iron  and  steel  articles — Rates. — Tlie  chart  shows  the 
average  rate  for  handling  iron  and  steel  articles  by 
contract  carriers  who  transport  about  23  percent  of 
this  tonnage  and  includes  movements  to  all  parts  of 
the  Mississippi  River  System  and  reflects  operations 
over  9-foot,  6-foot  and  incompleted  waterways.  The 
influence  of  competition  between  difi'erent  steel  pro- 
ducing areas  has  in  some  instances  affected  the  i"ates 
of  contract  carriers  to  the  extent  that  the  charges 
assessed  for  transporting  iron  and  steel  products  from 
the  Chicago  area  have  been  equalized  with  the  rates 
from  Pittsburgh,  Pa.,  to  certain  important  destinations 
on  tlie  lower  Mississippi  River  and  Gulf  of  Mexico. 
The  revenue  per  ton-mile  shown  on  the  chart  ranges 
from  a  high  of  6.7  mills  at  200  miles  to  a  minimum  of 
3.0  mills  at  1,600  miles.  The  larger  volume  of  this 
traffic  moves  within  the  600  to  1,800-mile  range  with 
an  average  of  3.2  mills. 

Grain  rates. — Contract  carriers  handle  about  52  per- 
cent of  the  grain  traffic  and  rates  vary  substantially 
on  different  draft  waterways.  The  average  rate  shown 
on  the  chart  relates  to  tonnage  on  the  9-foot  water- 
ways. The  average  revenue  per  ton-mile  is  approxi- 
mately 2.1  mills.  At  the  600-mile  point  it  is  also  2.1 
mills  and  at  the  100-mile  point  it  is  2.19  mills. 

Scrap  iron  and  steel  rates. — Prior  to  1938  very  little 
of  this  traffic  moved  over  inland  waterways,  while  in 
1939  about  600,000  tons  were  transported  on  the  Missis- 
sippi System  alone,  the  larger  part  being  handled  by 
contract  carriers.  Analysis  of  the  rate  chart  indicates 
that  the  rate  for  different  hauls  has  had  an  even  trend 
with  little  variation  other  than  a  slight  peaking  of  the 
scale  between  the  1,050  and  1,200-mile  distances.  The 
low  revenue  per  ton-mile  of  1.9  mills  is  reached  at  the 
1,800-mile  distance,  the  high  unit  revenue  of  4  mills  at 
200  miles,  with  an  average  of  2.36  mills  for  the  entire 
range  of  hauls. 

Sugar  rates. — The  average  rate  shown  on  the  chart 
includes  movements  over  both  6-  and  9-foot  water- 
ways.    The  average  revenue  level   for  the   range  of 
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hauls  shown  is  3.6  mills  per  ton-mile.  The  rate 
charged  for  transporting  this  commodity  is  somewhat 
higher  than  for  the  other  commodities  handled  in 
volume.  This  is  accounted  for  in  part  by  the  fact 
that  it  is  more  susceptible  to  damage,  moves  in  pack- 
ages, and  has  a  relatively  liigh  unit  value. 

Sulphur  rates. — It  is  estimated  that  about  35  percent 
of  this  tonnage  is  handled  by  contract  carriers  at  spe- 
cial rates.  The  rates  are  low  as  will  be  seen  by  re- 
ferring to  the  rate  chart.  This  scale  reflects  inland 
water  movements  for  short  distances  along  the  Gulf 
Inti'acoastal  Canal  as  well  as  upon  both  the  9-foot  and 
6-foot  inland  rivers.  The  peak  revenue  occurs  on  the 
shoi't  hauls.  Beyond  this  range  in  haul  the  revenue 
in  mills  per  ton-mile  is  faii-ly  constant  and  varies  little 
from  the  600-mile  haul  to  the  maximum  of  2,100  miles. 

Revenue  per  ton-mile  for  basic  commodities. — In  or- 
der that  the  average  revenue  for  the  transportation  of 
basic  commodities  in  mixed  tows  may  be  noted,  the 
mean  revenue  in  mills  per  ton-mile  has  been  computed. 
To  obtain  this  revenue  level,  a  mean  average  of  the 
revenue  produced  on  each  of  the  basic  commodities 
shown,  was  used.  It  was  found  that  an  average  of  4.7 
mills  is  received  at  50  miles,  2.94  mills  at  2,100  miles.  The 
average  of  revenue  for  the  entire  range  of  hauls  is  2.98 
mills.  From  the  cost  data  secured  from  representative 
barge  lines  it  is  evident  that  these  rates  individually 
and  collectively  represent  a  comfortable  margin  of  profit 
for  carriers,  as  well  as  a  substantial  margin  of  savings 
for  the  shipping  public. 

Atlantic  and  Gulf  coastal  rivers  and  intracoastal 
canals. — An  analysis  of  the  contract  carrier  rates  for 
traffic  transported  upon  the  Atlantic  coast  waterways 
was  confined  to  petroleum  transported  on  the  rivers 
and  inland  waterways  from  the  Virginia  Capes  south 
to  Florida,  and  the  average  rates  charged  for  trans- 
porting lumber,  ties,  fertilizer,  and  miscellaneous  com- 
modities. For  petroleum  the  average  rates  vary  from 
40  cents  per  ton  at  the  10-mile  distance  to  90  cents  a 
ton  at  the  150-mile  distance.  For  the  other  commodi- 
ties the  average  rates  vary  from  45  cents  per  ton  for 
a  5-mile  liaul  to  $1.40  per  ton  at  the  300-mile  point. 
As  regards  the  Gulf  coast  rivers,  the  onl}'  rates  of 
record  in  sufficient  number  to  jsennit  determination  of 
an  average  rate  were  those  for  petroleum  transported 
over  this  group  of  waterways.  The  average  rates  vary 
from  27  cents  p)er  ton  at  50  miles  to  85  cents  at  the  340- 
mile  distance. 

Pacific  coast  rivers. — The  a\erage  contract  rates  on 
basic  commodities  including  lumber,  petroleum,  wheat, 
iron,  and  steel  transported  on  the  Pacific  Coast  rivers 
vary  from  65  cents  per  not  ton  at  the  20-mile  point  to 
$1.45  per  net  ton  at  the  190-mile  distance. 
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Cost  of  Inland  Water  Carrier  Ser\ice 

At  this  stage  in  the  develojiment  of  modern  water 
carrier  service,  it  is  more  essential  to  know  what  can 
be  accomplished  toward  efficient,  economical  transpor- 
tation by  suitably  equipped  barge  lines  imder  intelli- 
gent management  than  to  attempt  to  form  definite 
conclusions  as  to  the  present  general  costs  of  operating 
the  service.  For  that  reason,  only  cost  figures  from 
efficient  carriers'  records  have  been  used  which  repre- 
sent the  extent  to  which  operating  expenses  can  be  con- 
trolled when  equipment  is  suited  to  kind  and  volume 
of  tonnage,  and  service  is  not  hampered  by  restrictions 
or  to  any  great  extent  by  diverted  traffic. 

The  cost  figures  for  private  carriers  and  for  contract 
carriers,  as  given  herein,  pertain  to  water-line  haid 
only.  They  include  costs  covering  capital  charges,  de- 
preciation, taxes,  other  insurance,  operation,  mainte- 
nance, and  all  other  expenses  incidental  to  operation. 
As  regards  common  carriers,  the  cost  per  ton-mile 
figures  for  the  Inland  "Waterways  Corporation  are 
based  on  the  operating  expenses  as  shown  in  the  Annual 
Reports  of  the  Inland  Waterways  Corporation  to  the 
Secretary  of  War  for  1936,  1937,  and  1938.  However, 
it  should  be  noted  that  these  costs  do  not  include  any 
capital  charges,  as  in  the  case  of  contract  carriers,  and 
this  fact  should  be  taken  into  consideration  in  making 
any  cost  comparison.  These  expenses,  as  reported,  in- 
clude terminal  maintenance  and  terminal  operating 
costs.  Consequently,  costs  per  ton-mile  are  shown 
both  including  and  excluding  the  terminal  costs  as 
given  in  the  annual  reports.  The  ton-mile  figures 
shown  are  taken  from  the  Annual  Reports  of  the  Chief 
of  Engineers,  United  States  Army.  The  tabulation  giv- 
ing costs  per  ton-mile  for  the  Mississippi  Valley  Barge 
Line  is  taken  from  I.  C.  C.  Docket  26712.  exhibit 
Xo.  201,  and  includes  terminal  costs. 

Mississippi  River  System 

A  more  comprehensive  analysis  of  transportation  on 
this  river  system  can  be  made  than  on  anj-  other  group 
of  navigable  waterways.  This  is  due  to  the  large  num- 
ber of  carriers  reporting,  and  to  the  general  similarity 
of  equipment  and  functions  of  reporting  carriers. 

Common  carrier  costs. — The  most  readily  obtainable 
data  on  the  cost  of  operating  common  carriers  can  be 
obtained  from  the  records  of  the  Inland  Waterways 
Corporation  which  operates  the  Federal  Barge  Lines 
under  the  general  direction  of  the  Secretary  of  Com- 
merce. The  following  tabulation  gives  the  reported 
unit  cost  of  operation  on  a  ton-mile  basis  for  this  com- 
pany on  the  f  pper  and  Lower  Mississippi  and  the 
Illinois  Waterways  for  the  years  1936  through  1938, 
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but  these  figures  are  not  directly  comparable  to  private 
operation. 


Calendar  year 


Ton -miles 
(thousands) 


Cost  of  operation  in 
mills  per  ton-mile 


Terminal 

cos*"  :-- 

clu  .    :  ■ 


Terminal 

;uieri  : 


1936 

- 1,523.000 

3 

4.T 

2.00 

1937 

..- 1         l.tel.OiXI 

3 

bi 

2.03 

1938.— 

'        2,224,000 

2, 

68 

1.59 

I  Terminal  costs  as  shown  in  the  annual  reports  of  the  Inland  Waterwavs  Cor- 
poration for  1936, 1937,  and  193S. 

Mississippi  Valley  harge  line. — The  Mississippi  Val- 
ley Barge  Line  costs  per  ton-mile  as  taken  from  I.  C.  C. 
Docket  26712,  exhibit  Xo.  201,  are  given  herewith  for 
the  years  1931  through  1937. 


Calendar  year 

Total  net 
ton-miles 

Cost  per 
ton-mile 

1931 

Thoutands 
160. 314 
29Z711 
32a  846 
426,879 
447,352 

432,  ns 

49a  138 

MilU 
3.638 

1932 

3.049 

1933 

3.175 

1934 

2.948 

1935 

2.631 

1936 - 

2.693 

1937 

2.4S7 

Average. 

367.279 

2.93 

Contract  carrier  costs. — The  composite  contract  car- 
rier costs  constructed  fi-om  the  weighted  averages  of 
the  unit  costs  of  transporting  coal  and  coke,  petroleiun 
and  petroleum  products,  iron  and  steel  articles,  grain, 
scrap  iron,  sugar,  and  sulphur  for  average  hauls  vary- 
ing from  90  to  600  miles  for  coal  and  coke,  and  up  to 
815  miles  for  iron  and  steel  articles,  show  average  unit 
costs  jjer  ton-mile  ranging  from  2.41  mills  at  the  100- 
mile  block  to  1.87  mills  at  850  miles.  The  average  cost 
for  the  entire  range  of  distance  is  1.977  mills  per  ton- 
mUe. 

Private  carrier  cost. — The  operation  of  privately 
owned  water  carrier  equipment  is  conducted  usually  as 
a  component  part  of  the  parent  company's  business 
operations  and  as  such  is  not  considered  a  proper  earn- 
ing venture  within  itself.  However,  some  of  the  larger 
companies  have  recognized  the  value  of  isolating  their 
total  water  cost  in  order  to  determine  to  what  extent 
the  use  of  their  own  equipment  is  preferable  to  that  of 
the  for-hire  operator.  Examples  of  private  carriers 
operations  that  include  all  the  elements  of  water  trans- 
portation costs  are  given  below. 


Coal  carriers 


Average  haul  (miles)  : 

50-100 

101-180 

200-260 


Coet  per 
ton-mile 
(milU) 

4.  2-2.  0 

2.  0-1.  o 

2.  0-2. 1 
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Petroleum  carriers  f  "*'  P.^'' 

ton-mile 
Average  haul  (miles)  :  (miliK) 

70-100 '  5.  7-6.  0 

138-250 '3.  5-5.0 

270-400 3.  8-3.  6 

500-600 2. 7-2.  5 

700-1,000 2.  0-2.  0 

'  Involves  partial  movement  over  shallower  draft  waterway. 

Gulf  Coast  Rivers  and  Canals 

Operations  on  these  inland  waterways  are  mostly  of  a 
private  nature,  although  a  few  common  and  contract  car- 
riers serve  certain  areas  bordering  on  these  waters. 
The  Inland  Waterways  Corporation  operates  a  common 
carrier  service  on  the  Warrior-Tombigbee  and  Intra- 
coastal  Waterways  between  Birmingport,  Mobile,  and 
New  Orleans.  The  co.st  of  this  service,  as  shown  here- 
with, was  derived  from  the  operating  expenses  as  given 
in  the  Annual  Keports  of  the  Inland  Waterways  Cor- 
poration to  the  Secretary  of  War  for  1936,  1937,  and 
1938.  The  ton-mile  figures  were  taken  from  the  An- 
nual Reports  of  the  Chief  of  Engineers,  United  States 
Army. 


Calendar  year 

Ton-miles 
(thousands) 

Cost  of  operation  in  mills 
per  ton-mile 

Terminal 

costs 
included  ' 

Terminal 

costs 
excluded  ' 

1936 

118,000 
l.i7.00n 
185. 000 

7.0 
6.6 
5.3 

3.4 

1937  .                       — 

3.2 

1938 

2.8 

'  Terminal  costs  as  shown  in  the  annual  reports  of  the  Inland  Waterways  Corpora- 
tion for  1936,  1937,  and  1938. 

Other  Waterway  Groups 

Great  variation  in  unit  transportation  costs  exists 
on  the  waterways  of  the  Atlantic  coast  region.  This  is 
largely  due  to  the  differences  in  types  of  equipment  used, 
in  waterways  traversed,  in  commodities  transported,  and 
in  the  length  of  haul.  In  many  sections  the  operations 
are  local  in  nature  and  little  data  are  available  that 
would  be  useful  for  comparative  analyses. 

There  is  wide  variation  in  costs  in  conducting  inland 
water  service  upon  the  Pacific  coast  rivers  and  they 
are  generally  much  higher  than  on  eastern  waterways. 
Improvements  now  under  way  on  the  Columbia  River 
are  expected  to  provide  more  economical  operating  con- 
ditions and  a  consequent  increase  in  water-borne  ton- 
nage with  a  corresponding  drop  in  unit  operating  costs. 

River  Terminals  and  Terminal  Operations 

The  required  spotting,  assembling,  overhauling,  and 
servicing  of  towboats  and  barges  at  way  ports  and 
terminals  have  been  included  in  the  computation  of 
the  line-haul  cost  of  furnishing  water  transportation. 
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The  necessary  handling  of  freight  on  and  off  vessels 
at  river  terminals  is  a  separate  operation  and  not  in- 
cluded in  line-haul  operations.  In  fact,  separate 
organizations  and  managements  are  frequently  set  up 
to  perform  the  terminal  operations  as  distinct  from 
line-haul  service. 

The  Federal  Government  does  not  provide  freight 
terminals  on  inland  waterways,  but  it  has  strongly  ad- 
vocated the  prevailing  system  whereby  river  terminals 
are  built,  acquired,  and  regulated  by  States  or  munici- 
palities. Terminals  are  also  provided  by  private,  com- 
mercial and  industrial  enterprises  for  their  own  use, 
and  others  are  owned  or  leased  by  the  barge  lines,  or  by 
their  subsidiaries.  The  Chief  of  Engineers,  United 
States  Army,  is  authorized  to  withhold  appropriated 
funds  from  waterway  improvement  unless  at  least  one 
public  terminal  be  constructed,  owned,  or  regulated  at 
each  water  port  and  held  open  to  the  use  of  all  on 
equal  terms. 

Frequently,  river  terminals  are  built  by  local  con- 
tributions and  leased  to  river  carriers  or  others  at 
nominal  rentahs.  In  the  case  of  municipal  undertak- 
ings of  this  nature  the  communities  evidently  consider 
themselves  amply  reimbursed  through  the  consequent 
attraction  and  stimulation  of  trade  and  industry  and 
the  growth  of  population.  It  should  be  emphasized, 
however,  that  expenditures  for  locally  owned  municipal 
terminals  are  made  for  benefits  which  are  of  a  local 
nature  and  funds  so  expended  are  the  result  of  local 
assessment;  therefore,  they  are  not  a  part  of  any 
Federal  waterway  project. 

Special  difficulties  which  characterize  most  water 
terminal  operations  have  been  offset  to  a  certain  extent 
by  the  economy  inherent  in  the  efficient  mechanical 
loading  and  unloading  of  water-borne  bulk  commodi- 
ties in  large  quantities.  Also,  the  duplication  of  ter- 
minal facilities  and  services  characteristic  of  overland 
transport  has  no  counterpart  in  waterway  transporta- 
tion. Storage  yards,  tank  farms,  gins,  elevators,  tip- 
ples, fixed  or  movable  cranes,  conveyors,  hoppers,  and 
facilities  for  transfer  between  barges  and  railroad, 
motor  carrier,  or  stock  pile  characterize  the  present 
day  inland  waterway  terminal.  Practically  all  of  the 
inland  waterway  terminals  equipped  for  handling  com- 
modities in  bulk  are  privately  owned  and  have  attained 
a  high  degree  of  efficiency  and  economy  in  operation. 

The  accompanying  tabulation  gives  a  few  random  ter- 
minal charges  prevailing  at  several  inland  waterway 
terminals.  While  they  may  be  considered  fairly  repre- 
sentative, they  would  not  serve  as  standard  rates  upon 
which  to  construct  scales  of  terminal  charges.  These 
rates  are  for  one-way  handling,  no  distinction  being 
made  between  loading  and  unloading  charges  in  the 
returns  upon  which  this  particular  tabulation  is  based. 
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Public  River  Terminal  Charges,  Oiic-Wan  HancLling 

Bulk  commodities :  Cents  per  ton 

Coal  and  coke lo  to  25 

Grain 15  to  25 

Sulpluir,  potash,  phosphate   (crude) 15  to  25 

Iron  and  steel  articles 50 

Bales,  bags,  barrels,  boxes,  and  cartons: 

Canned  goods,  cement,  coffee,  cotton  linters,  dried 
fruits,  fertilizers,  flour,  grain  and  feed,  hard- 
ware,   paint,    salt,    soaps    and    soap    powders, 

sugar,  syrup,  and  molasses 60 

Agricultural  implements 85tol00 

Sand  and  gravel 25  to  35 

Lumber 100 

Following  are  a  few  sample  per-ton  costs  of  handling 
commodities  in  bulk  at  private  terminals. 

Handling  Costs  at  Private  Terminals 

Bulk  Commodities  :  Cents  per  ton 

Coal  and  coke 4.5  to  15 

Grain 10  to  30 

Iron  and  steel 20  to  80 

Petroleum 25 

Sand  and  gravel 4  to  12 

Scrap  iron  and  steel 10  to  50 

Sulphur 10 

So  many  factors  are  involved  in  the  handling  of 
commodities  at  river  terminals  that  no  general  scale 
of  charges  or  costs  can  be  set  up.  It  should  be  empha- 
sized that  the  tables  of  rates  and  costs  at  inland 
waterway  terminals  are  furnished  only  as  samples. 
Where  appropriate  equipment  and  facilities  have  been 
provided  in  capacity  suited  to  the  volume  of  tonnage 
passing  through  the  terminal,  unit  handling  costs  are 
found  to  be  lower  than  in  any  other  type  of  service. 
There  are  many  examples  of  terminals  on  the  inland 
rivers  with  equipment  considerably  in  excess  of  present 
demands,  a  circumstance  which  is  conducive  to  high 
handling  costs.  Tliis  condition  will  be  remedied,  of 
course,  as  soon  as  water-borne  traffic  builds  up  to  the 
volume  anticipated.  The  danger  of  barge  terminal 
congestion  because  of  lack  of  space  and  facilities  is 
more  serious  than  overdevelopment,  because  of  the 
scarcity  of  riverside  property  not  already  adversely 
held. 

Technological  Changes 

in  Facilities  and  Equipment 

The  technique  of  modern  barge  transportation  is  a 
recent  development  and  is  currently  undergoing  rapid 
improvement.  The  traffic  congestion  of  the  war  period 
showed  that  dependable  waterways  of  adequate  dimen- 
sions could  not  be  built  after  the  emergency  had  arisen. 
One  of  the  duties  laid  by  Congress  u^Don  the  War  De- 
partment was  the  investigation  of  means  of  coordinating 
the  network  of  disconnected  channels  of  varving  di- 
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mensions  and  organizing  the  operation  of  the  miscel- 
laneous floating  equipment  obtained  from  other 
agencies  during  the  emergency.  The  completion  in 
1929  of  the  Ohio  Kiver  slack-water  project  to  form 
with  the  Mississippi  a  continuous  9-foot  waterway  from 
Pittsburgh  to  New  Orleans  and  the  initiation  of  other 
important  connections  of  standard  channel  and  lock 
dimensions  stimulated  marked  advances  in  carrier 
methods  and  equipment.  Industry  and  competing 
transportation  agencies  were  quick  to  respond  to  this 
impetus  and  subsequent  progress  in  the  development 
and  use  of  more  efficient  and  better  adapted  equipment 
and  operating  methods  has  been  general. 

Trends  in  channel  and  lock  dirnenslons. — Acceptance 
of  200-foot  minimum  width  and  9-foot  controlling- 
depth  represents  a  compromise  between  topographic 
and  hydraulic  limitations  and  the  demands  of  the  cargo 
carriers  for  ample  navigating  space.  Early  preference 
for  the  "standard  coal  barge,"  175  feet  long  with  26- 
foot  beam,  influenced  the  adoption  of  the  600  by  110-foot 
lock  chambers  on  the  Ohio.  Elsewhere,  however,  lock 
and  channel  dimensions  seem  to  have  dictated  the  sizes 
and  types  of  barges  and  towboats  and  their  formations. 
Table  3  gives  the  controlling  depths  and  lock  dimensions 
of  the  principal  canalized  links  of  the  inland  waterway 
system : 

Table  3. — Principal  Canalized  Inland  Waterway  Projects 


Name 


Allegheny  River. 

Monogahela  River 

Ohio  River 

Kanawha  River 

Tennessee  River -  - 

Do. 

niinois  River 

Upper  Mississippi  River 

Warrior-Tombigbee  Waterway 

Louisiana-Texas  Intracoastal  Wa- 
terway  

New  York  State  Barge  Canal 


Length 
in  miles 


72 
91 

981 
91 

648 


327 
663 

472 

565 
195 


Depth 
in  feet 


Number 
of  locks 


Lock  chamber 
dimensions 


Length 
(feet) 


360 
360 
COO 
360 
358 
600 
600 
600 
286 

425 
300 


Width 
(feet) 


56 
56 
110 
56 
60 
110 
110 
110 
52 

75 
45 


Prescribing  overhead  clearances  for  fixed  bridges 
represents  a  compromise  between  navigation  require- 
ments and  the  practical  obligation  to  minimize  inter- 
ruptions to  overland  traffic.  The  following  established 
vertical  clearances  illustrate  the  wide  variation  dictated 
by  local  conditions: 

Overhead  Clearances  of  Fixed  Bridges  „    ^ 

Feet 

Chicago  Drainage  Canal — _ 16.8 

Calumet-Sag    Channel : 10.  7 

Ohio    River 25.0 

Upper  Mississippi  River 42.0 

Lower  Mississippi  River 55.0  to  133.0 

The  adoption  of  devices  for  lowering  the  pilot  houses 
and  collapsing  the  stacks  of  towboats  for  passing  under 
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bridges  without  slackening  speed  has  contributed  to 
the  efficiency  of  barge  service  in  congested  areas. 

Improved  types  of  power  equipment. — Five  impor- 
tant recent  scientific  developments,  serve  to  produce 
lower  operating  costs  wherever  they  have  been  put  into 
use,  and  there  is  little  doubt  that  they  will  progressively 
supplant  the  older  types  of  power  and  floating  equip- 
ment either  in  their  present  or  in  some  more  refined  fu- 
ture form.     These  are : 

{a)  The  design,  through  model  tests,  of  streamlined 
hulls,  with  the  rake  eliminated  from  interior  com- 
ponents of  tows,  decreasing  water  resistance  and  in- 
creasing speed. 

(&)  The  use  of  electric  welding  in  place  of  riveted 
steel  construction,  producing  lighter  and  stronger  hulls 
with  greater  carrying  capacity. 

((?)  The  adaptation  of  twin-screw  propellers  with 
fore-and-aft  rudders  to  use  in  light  draft  channels,  re- 
sulting in  greater  power  and  maneuverability. 

{d)  The  Kort  nozzle,  designed  to  feed  unbroken 
columns  of  water  to  the  jDropellers,  increasing  efficiency 
and  rudder  effect. 

(e)  The  Diesel  engine,  which  occupies  less  space  than 
equivalent  steam  power,  uses  less  fuel  and  requires  a 
smaller  crew. 

Standardization  of  harges. — The  600  by  110-foot  locks 
of  the  Ohio,  Illinois,  and  Upper  Mississippi  Rivers  are 
generally  accepted  as  adequate  for  the  type  and  volume 
of  commerce  seeking  these  waterways.  It  follows  that 
the  logical  trend  toward  standardization  of  barges 
calls  for  the  adoption  of  such  dimensions  that  when 
assembled  in  tow  formation  they  fill  the  lock  chambers 
with  a  minimum  waste  of  available  space  therein.  The 
195  by  35  by  11-foot  barge  designed  to  carry  1,200  to 
1,400  tons,  which  statistics  show  to  be  increasing  in 
number,  seems  to  fulfill  most  of  the  above  requisites. 
It  is  not  practical,  however,  for  use  on  streams  pro- 
vided with  360  by  56-foot  locks.  The  older  and  still 
more  popular  size  which  is  adapted  to  both  types  of 
lock  is  the  175  by  26  by  11-foot  barge  designed  to  carry 
800  to  1,000  tons  cargo. 

A  type  of  moulded  self-propelled  craft  in  general 
use  on  the  Atlantic  Intracoastal  Waterway  and  the 
New  York  State  Barge  Canal  has  advantages  of  speed, 
stability  in  rough  water,  and  independence  from  dock 
loading  and  unloading  facilities.  Its  disadvantages 
for  use  on  inland  rivers  are  limited  cargo  capacity  and 
relatively  excessive  lockage  requirements. 

Judging  future  trends  by  past  changes  and  the  con- 
ditions likely  to  affect  them,  it  seems  safe  to  predict  that 
although  various  larger  size  units  will  continue  and 
perhaps  increase  in  use  for  special  types  of  cargo  on 
certain  waterways,  the  greater  portion  of  inland  water- 
borne  tonnage  will  be  moved  by  the  two  above-men- 


tioned medium  size  barges.  Lock  dimensions  for  new 
works  and  replacements  may  be  expected  to  conform 
with  multiples  of  one  or  the  other  of  these  barge  sizes. 
Research  is  constantly  being  directed  toward  techno- 
logical advances  in  the  further  reduction  of  waterway 
transportation  costs. 

The  Great  Lakes 

No  treatise  on  inland  waterway  transportation  in  the 
United  States  would  be  complete  which  ignored  a  ref- 
erence to  the  Great  Lakes  system  of  inland  water 
transportation.  It  is  true  that  channel  widths  and 
depths  on  the  Great  Lakes  set  them  apart  from  either 
ocean  navigation  or  from  the  standard  9-foot  naviga- 
tion on  our  other  important  inland  waterways,  yet 
they  have  important  outlets  to  the  Gulf  of  Mexico  via 
the  Illinois-Mississippi  Waterway  and  via  the  St.  Law- 
rence River  and  the  New  York  State  Barge  Canal  to 
the  Atlantic  seaboard. 

As  nature  left  them  the  Great  Lakes  have  always 
been  suitable  for  navigation.  Connecting'  channels, 
however,  were  inadequate  for  through  navigation,  and 
the  few  natural  harbors  that  did  exist  were  of  little 
commercial  value.  It  was  not  until  adequate  con- 
necting channels  were  provided  for  through  navigation 
between  the  lakes  that  the  full  benefit  of  this  great 
inland  water  route  could  be  realized.  Sensing  the  po- 
tentialities of  interlake  commerce  the  State  of  Michi- 
gan, in  1855,  constructed  a  canal  at  Sault  Ste.  Marie — 
the  "Soo"  as  it  is  commonly  termed — at  which  point 
through  navigation  between  Lakes  Huron  and  Superior 
had  been  obstructed  by  the  falls  in  the  St.  Marys 
River.  Prior  to  this,  in  1829,  the  Welland  Canal  had 
been  constructed  by  Canada  to  provide  a  link  between 
Lake  Ontario  and  Lake  Erie. 

Rapid  expansion  of  commerce  on  the  Great  Lakes 
followed  soon  after  the  completion  of  these  connecting 
channels  and  a  few  years  after  the  Soo  was  opened 
for  navigation,  vessels  had  so  increased  in  number  and 
size  that  it  became  apparent  that  pi-ovision  for  sheltered 
anchorages  must  be  made.  The  gross  tonnage  of  ves- 
sels of  American  registry  operating  on  the  Great  Lakes 
increased  from  454,000  tons  in  1868  to  2,575,000  tons 
in  1935,  and  the  average  size  from  178  tons  per  vessel 
to  1,000  tons  and  over.  In  1935  there  were  550  vessels 
of  1,000  gross  tons  or  over  flying  the  flag  of  the  United 
States. 

To  meet  the  demand  for  better  harbors  the  Federal 
Government,  in  cooperation  with  the  municipalities 
and  vessel  operators,  assumed  responsibility  for  the 
work  of  improvement.  Continuous  progress  has  been 
made  and  the  Great  Lakes  system  now  has,  in  addition 
to  connecting  channels  of  25  feet  or  more  in  depth 
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downbound  and  21  feet  upbound,  adequate  harbors  to 
accommodate  the  hargest  lake  vessels. 

Although  maintenance  of  channels  and  harbors  is 
now  largely  the  responsibility  of  the  War  Department, 
several  other  Government  agencies  assist  in  providing 
aids  to  navigation  on  the  Great  Lakes.  Included 
among  these  are  the  Coast  Guard,  the  Weather  Bureau, 
and  the  Coast  and  Geodetic  Survey.  Similar  work  is 
performed  on  the  other  side  of  the  boundary  by  the 
Canadian  Government. 

Commerce  on  the  Great  Lakes  is  characterized  chiefly 
by  the  bulky  nature  of  the  commodities  carried  and  by 
long-haul  movements.  The  principal  items  of  freight 
are  grain,  iron  ore,  and  coal,  and  the  average  haul  about 
800  miles.  United  States  commerce  on  the  lakes  dur- 
ing 1939  amounted  to  135  million  tons.  During  the 
same  season  traffic  passing  through  the  St.  Marys 
Falls  Canal,  which  is  indicative  of  interlake  commerce, 
totaled  70  million  tons.  It  is  through  this  canal  that 
the  iron  ores  of  Lake  Superior  flow  down  to  the  steel 
mills  at  the  foot  of  Lake  Michigan  and  to  those  ad- 
jacent to  Lake  Erie.  The  greater  portion  of  the  wheat 
crop  of  Canada  and  the  northern  tier  of  States  also 
passes  through  the  Soo  en  route  to  the  Atlantic 
seaboard. 

Private  and  contract  carriage  predominate  on  the 
Great  Lakes.  Package  freight  has  not  been  heavy  and 
no  unusual  provision  has  been  made  for  terminal  or 
storage  facilities  for  this  traffic.  Bulk-freight  ter- 
minals, however,  and  particularlj'  their  equipment  for 
loading  and  unloading  iron  ore,  are  unsurpassed  any- 
where in  capacity  and  in  economy  and  efficiency  of 
operation. 

The  ability  to  handle  the  enormous  traffic  on  the 
Great  Lakes  is  due  largely  to  the  efficient  types  of 
vessels  used  in  the  trade.  These  vessels  are  self-pro- 
pelled units  ranging  from  1,000  tons  upward.     Among 
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the  special  types  are  self-unloaders,  automobile  carriers, 
tankers,  and  motorships  designed  for  use  also  on  the 
New  York  State  Barge  Canal.  Principal  character- 
istics of  the  more  recently  constructed  lake  vessels  are : 
Length,  600  feet;  beam,  60  feet;  speed,  12  miles  per 
hour;  gross  tonnage,  about  8,000;  capacity,  approxi- 
mately 11,000  tons  on  a  draft  of  19  feet. 

Considering  that  lake  fleets  are  able  to  operate  for 
only  8  months  in  the  year;  that  recurring  seasons  of 
slack  business  tie  up  many  vessels ;  and  that  two-thirds 
of  westbound  Lake  Superior  vessels  are  light  because 
of  lack  of  westbound  cargo,  the  cost  of  transportation 
is  remarkably  low.  Expressed  in  mills,  the  following 
line-haul  rates  on  the  principal  dry  cargo  movements 
on  the  lakes  present  a  fair  idea  of  this  low  cost  of 
transportation :  mn  per 

ton-tnile 
Grain 0.  7  to  1 

Iron  ore .8 

Coal   .5 

The  rates  on  grain  are  subject  to  constant  fluctuation, 
whereas  iron  ore  and  coal  rates  are  normally  stable. 
For  example,  during  the  past  three  seasons  the  rate 
on  grain  from  Duluth-Superior  to  Bufi'alo  ranged  be- 
tween 67  cents  and  $1  per  ton  for  the  986-mile  haul. 
On  the  other  hand,  the  rate  on  iron  ore  between  the 
same  ports  has  been  70  cents  per  gross-ton  for  many 
years  prior  to  1937.  Beginning  with  1937,  the  rate 
advanced  to  80  cents.  The  lowest  rate  on  the  lakes  is 
that  applying  on  coal,  which  some  of  the  vessels  take 
as  return  cargo.  The  coal  rate,  like  that  on  ore,  is 
stable,  having  been  45  cents  per  net  ton  from  Lake 
Erie  to  principal  Lake  Superior  ports  for  many  seasons. 

The  efficiency  of  the  Great  Lakes  system  of  trans- 
portation has  been  achieved  primarily  through  the 
cooperative  efforts  of  the  Federal  Government,  munici- 
palities, railroads,  industries,  and  vessel  operators. 
Although  adequate  harbors,  connecting  channels,  termi- 


Table  4. — The   Great   Lakes   System 


Drainage 
of  lalie 
surface 

Drainage 
area  in- 
cluding 
lake  sur- 
face 

Mean  lev- 
el above 

mean  tide 

at  New 

York 

Drop  in 

elevation 

from  next 

lake 

above 

Size 

Outlet 

Lake 

Length 

Breadth 

Maximum 

measured 

depth 

River 

Length 

Project  depth 

Superior _..... 

Sq.  miles 

31,820 

22, 400 

23,010 

460 

9,940 

7,540 

Sq.  miles 

80, 900 

69,  040 
72,  420 

6,420 
34,680 
34, 630 

Feet 

602. 25 

580.  76 
580.  76 

575.  30 
572.  33 
246.00 

Feet 

Miles 

383 

321 
223 

18.5 
240 
180 

Miles 

160 

IIS 
101 

Feet 

1,290 

923 
750 

25 
210 
774 

St.  Marys _.. 

jst.  Clair -.. 

Miles 
63 

Feet 
(Upbound  21. 
<  Downbound  25, 

21.49 
21.49 

5.46 

2.97 

326.  33 

40 

(Locks  24.3.' 
fUpbound  21. 

tHownbound  25. 

fUpbound  21. 

(Downbound  25. 

/25-27.! 

18  locks,  30  feet. 

/St.  Lawrence  canals,  22 

t    locks,  14  feet  draft. 

St.  Clair 

31 

Erie 

67 
53 

127.6 

Ontario 

St.  Lawrence 

183  to  Montreal... 

1  Davis  Lock  and  Fourth  Lock  have  a  depth  of  24.3  feet  on  upper  sill.    Poe  Lock  has  depth  of  21.8  feet.    In  addition  to  the  3  locks  normally  in  use  on  the  United  States  side, 
there  is  1  lock  on  the  Canadian  side  having  a  depth  on  sills  of  17  feet. 
!  Welland  Ship  Canal  overcomes  Niagara  Falls. 

Source:  "Transportation  on  the  Great  Lakes,"  Corps  of  Engineers,  U.  S.  Army,  &nd  Annual  Report,  19S9,  Chief  of  Engineers,  U.  S.  Army. 
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nal  and  clock  facilities  have  continuously  been  main- 
tained to  keep  pace  with  increasing  traffic  there  has 
never  been  any  overexpansion  of  facilities  nor  has 
there  been  any  wasteful  expenditure  of  funds  beyond 
the  necessary  requirements  of  commerce.  The  efficiency 
of  the  system  has  been  the  result  of  sound  judgment  and 
the  application  of  good  foresight  in  planning  for  the 
needs  of  commerce  in  the  future. 

Competition  of  Water  Carriers 
With  Other  Forms  of  Transportation 

The  era  of  liveliest  expansion  of  rail  transportation 
occupied  the  half-century  from  1830  to  1880,  but  the 
period  of  modern  highway,  waterway,  and  pipe-line 
expansion  did  iK)t  get  under  way  until  about  30  years 
ago.  As  these  new-type  utilities  entered  the  field  with 
the  advantages  of  new  types  of  equipment  and  new 
services,  the  older  operators  were  spurred  into  the 
grimmest  competition  for  every  ton  of  freight  available 
to  these  alternate  forms  of  transportation.  Opposing 
views  as  to  the  wisdom  of  this  policy  fi'om  the  stand- 
point of  both  carriers  and  public  present  phases  of  the 
transportation  problem  most  difficult  to  reconcile. 

The  competitive  situation  was  vividly  described  by 
the  chairman  of  the  Interstate  Commerce  Commission 
in  his  address  at  Chicago,  April  26, 1938 : 

The  railroads  undertake  to  compete  for  traffic  which  some 
other  Ivind  of  caiTier  can  handle  much  more  efficiently  and 
economically,  and  the  other  carriers  do  the  same  under  reverse 
conditions.  At  the  same  time  the  railroads  keep  up  a  warfare 
with  each  other,  and  so  do  the  motor  carriers  and  the  water 
carriers.  The  result  is  that  they  all  handle  much  traffic  with 
little  or  no  profit,  or  at  an  actual  loss.  Carriage  for  a  supposed 
margin  over  so-called  "out-of-pocket-cost"  is  becoming  the  rule 
instead  of  the  exception,  and  it  will  only  work  as  an  exception. 

Undoubtedly  the  problem  is  complicated  by  the  fact 
that  water  carriers  are  enabled  to  operate  at  lower 
cost  and  to  maintain  lower  rates  than  if  they  had  to 
meet  the  costs  of  channels  and  locks  out  of  their  rev- 
enues. However,  on  the  out-of-pocket-cost  principle 
invoked  by  competitors  these  improvement  costs  dis- 
appear altogether,  for  many  millions  of  tons  could  be 
added  to  present  waterway  cargoes  without  increasing 
the  improvement  or  maintenance  costs  at  all.  What- 
ever the  final  objective  of  the  overland  carriers  may  be 
in  instituting  competitive  rates  at  or  less  than  cost, 
the  most  confusing  result  is  that  a  very  substantial 
volume  of  barge-adapted  tonnage  is  kept  off  the  water- 
ways by  the  uneconomic  rates  established  by  competi- 
tors, and  distorted  cost  statistics  result.  The  fact  that 
the  merits  of  the  case  can  never  be  conclusively  estab- 
lished to  the  satisfaction  of  all  competing  agencies 
unless  the  rates  of  all  carriers  are  fixed  at  levels  cover- 
ing full  costs  does  not  justify  placing  artificial  handi- 
caps on  barge-line  service.     The  justification  of  naviga- 


tion improvements  at  public  expense  must  rest  upon 
a  demonstration  of  public  benefits  sufficient  to  offset 
the  cost. 

The  speed  and  power  of  modern  towboats,  the  in- 
creasing dependability  of  channels,  and  the  scientific 
design  of  special-purpose,  deck-house,  and  double- 
bottom  barges  tend  to  facilitate  in  greater  measure  the 
prompt,  safe,  economical  handling  of  high-class  com- 
modities such  as  coffee,  sugar,  soap,  rubber,  cotton,  sisal, 
canned  goods,  packaged  cereals,  crated  beverages,  dried 
fruit,  paper  products,  vehicles,  and  machinery.  There 
is  no  question,  however,  but  that  inland  waterway 
transportation  makes  its  greatest  contribution  to  na- 
tional welfare  in  moving  bulk  freight  at  low  cost,  and 
that  in  this  field  under  present  conditions  it  is  preemi- 
nent as  long  as  necessary  fuel  and  raw  materials  must 
be  assembled  at  points  of  use  from  sources  remote 
from  each  other.  Waterways  make  possible  the  opti- 
mum compromise  in  location  between  the  various 
sources  of  supply  and  the  markets.  This  service  has  a 
most  profound  and  vital  effect  upon  the  efficiency  of 
the  national  industrial  system. 

As  previously  indicated,  water  carrier  competition  is 
not  limited  to  communities  along  the  river  banks  but 
through  interchange  facilities  with  rail  and  motor  car- 
riers, extends  inland  from  river  ports.  In  the  case  of 
petroleum  products  the  radius  of  economical  truck  dis- 
tribution from  river  terminals  ranges  up  to  300  miles. 
Wheat  is  drawn  to  the  Mississippi  System  from  more 
than  200  miles  out  in  the  Grain  Belt.  Pipe  and  other 
manufactured  goods  from  the  Pittsburgh  and  Chicago 
mills  move  by  waterway  to  Memphis,  Vicksburg,  and 
Houston,  whence  overland  delivery  is  effected  into  the 
riverless  Southwest  500  or  600  miles.  Economical  joint 
barge-rail  and  rail-barge  rates  in  effect  make  available 
such  economies  as  are  afforded  by  inland  common  car- 
rier barge  service  over  a  large  part  of  the  continental 
United  States. 

The  most  important  elements  of  competition  between 
inland  water  carriers  and  other  forms  of  transporta- 
tion are  time,  distance,  accessibility,  convenience,  com- 
pleteness of  service  and  charges.  Water  carriers  are 
usually  at  a  disadvantage  with  respect  to  all  but  the 
last  item.  Unquestionably,  average  water  carrier  serv- 
ice is  slower,  subject  to  more  frequent  and  prolonged 
interruption  from  floods,  fog,  drought,  and  ice,  more 
circuitous,  and  more  dependent  on  supplementary  serv- 
ices for  initial  collection  and  final  delivery  of  freight 
than  are  overland  competitors.  Especially  on  sub- 
standard improvements,  water  carrier  operations  are 
likely  to  be  irregular,  inefficient,  and  expensive.  Wlien 
they  do  fit  the  demand,  however,  the  economies  are 
genuine  and  substantial.  Wliere  the  basic  industrial 
set-up  is  predicated  fundamentally  on  water  movement. 
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such  as  in  oil  distribution,  coal,  ore  and  sulphur  min- 
ing, grain  storage  and  milling,  steel,  cement,  and  paper 
manufacture,  the  convenience,  efficiency,  and  cost  differ- 
entials are  all  in  favor  of  water.  The  custom  of 
penalizing  vrater  transportation  with  heavy  arbitrary 
differentials  for  time,  circuity,  and  extra  terminal 
expense  in  appraising  its  comiJetitive  position  there- 
fore merits  close  scrutiny  in  the  above  types  of  service. 
Wliile  it  is  ti'ue  the  delivery  of  high  class  rail  freight 
has  been  greatly  stepped  up  to  meet  motor  truck  com- 
petition, barge-adapted  freight  will  not  stand  the  cost 
of  "red  ball"  fast  freight  service.  Prejudicial  distance 
comparisons  must  also  be  guarded  against,  as  rail  and 
truck  freight  also  travels  by  circuitous  routes. 

Investigation  by  the  War  Department  indicates  that 
inland  river  barge  lines  rarely  if  ever  establish  rates 
unprofitable  to  themselves  although  they  appear  to 
thrive  on  rates  unprofitable  to  their  competitors. 
There  is  neither  the  opi^ortunity  nor  the  desire  on  the 
part  of  the  great  mass  of  inland  water  carriers  to  use 
the  privilege  of  making  out-of-pocket-cost  rates.  It 
is  not  a  weapon  they  can  use  to  advantage.     Practically 


every  ton  of  barge-adapted  freight  can  be  hauled  by 
other  means  at  some  price.  Inland  waterway  carriers 
cannot,  therefore,  shift  the  revenue  burden  onto  some 
reservoir  of  tonnage  exclusively  their  own,  should  they 
wish  to  institute  below-cost  rates  on  some  particular 
block  of  competitive  traffic.  They  would  lose  their 
profit  on  one  while  losing  the  other  altogether.  Free- 
dom of  the  waterways  to  use  by  any  soundly  established 
legitimate  transportation  enterprise  exercises  a  whole- 
some deterrent  against  excessive  charges,  and  the  ne- 
cessity for  survival  prescribes  rates  that  include  an 
adequate  profit.  As  long  as  agencies  competing  with 
water  can  afford  to  maintain  uneconomic  rate  scales, 
large  volumes  of  barge-adapted  tonnage  are  prevented 
from  seeking  the  water  routes,  but  otherwise  the  effect 
of  competition  on  barge  line  rates  may  be  described 
as  negligible. 

The  effect  of  competition  on  the  rates  of  competitors 
is  profound.  The  cost  of  service  is  not  the  governing 
factor  in  fixing  the  rates  of  competitors  with  water 
transportation.  Only  in  the  aggregate  of  all  freight 
charges  do  the  railroads  attempt  to  maintain  a  margin 


ALL-RAIL  5TH  CLASS    RATES  FROM  NEW  ORLEANS, 
JANUARY   1,1937 


r  \ 


RATES  SHOWN   IN    CENTS   PER   100  LBS 
AFTER    CORPS  OF  ENGINEERS,  U  S    ARMY 


Prpparfd  in  offici'  of  the  National  Resources  Committee 


Figure  40 


Transportation  and  National  Policy 


445 


of  revenue  over  expenses.  This  is  bound  to  cause  in- 
equalities and  discrimination.  Unlike  motor  carriers, 
which  skim  the  cream  of  high  rated,  high  class  traffic, 
inland  water  carriers  aim  for  the  most  part  at  low 
class,  low  revenue  type  of  freight.  This  class  of  ton- 
nage, although  highly  profitable  in  the  aggregate  at 
normal  rates  because  of  its  volume,  does  not  by  any 
means  pay  its  pro-rata  share,  ton  for  ton,  of  total 
railroad  expenses.  A  heavy  volume  of  such  traffic  is 
always  found  traveling  by  rail  in  spite  of  water  rate 
differentials  because  of  speed,  completeness,  and  other 
inherent  superiorities  of  rail  service.  When  these 
normally  low  rail  rates  on  heavy,  bulky  goods  are 
depressed  below  the  narrow  margin  of  profit  for  com- 
petitive purposes  it  is  the  total  port-to-port  rail  traffic 
in  those  commodities,  not  merely  the  part  which  would 
otherwise  be  diverted  to  water,  that  causes  a  depletion 
in  revenues  the  railroads  can  ill  afford  to  lose. 

From  a  canvass  of  the  area  tributary  to  the  Warrior- 
Tombigbee  Waterway  in  1935  and  from  freight  tables 
submitted  to  the  War  Department  by  the  13  railroad 


companies  serving  that  area  it  was  computed  that  S7i/2 
percent  of  the  freight  economically  adapted  to  move- 
ment by  the  waterway  actually  continued  to  move  by 
rail  at  "water-compelled"  rates  and  only  12i/o  percent 
of  that  potential  tomiage  actually  sought  the  water 
route.  On  such  a  division  of  traffic  the  revenue  losses 
greatly  surpassed  that  on  the  water-borne  tonnage 
alone.  When  it  is  remembered  that  freight  held  on  the 
rails  by  depressed  rates  could  travel  as  provided  for 
by  waterway  at  a  profit  to  carrier  and  shipper  alike, 
the  economic  loss  to  the  public  as  well  as  to  the  carriers 
becomes  manifest.  The  claim  of  so-called  savings  to 
the  shippers  by  reason  of  the  dej^ressed  rates  has  no 
valid  economic  defense.  If  the  economic  justification 
of  the  waterway  was  properly  analyzed  in  the  first 
place,  there  is  a  sound  reason  why  freight  for  which  it 
was  pi-ovided  should  inake  use  of  it  in  preference  to 
a  costlier  means  of  transport. 

The  effect  of  river  carrier  competition  on  rail  freight 
rates  is  graphically  illustrated  on  the  two  accompanying 
rate  contour  maps.     Fig.  40  shows  the  reach  of  all- 
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rail  class  rates  from  New  Orleans  inland  on  commodities 
for  the  most  part  unadapted  to  water  and  not  moving  in 
barge-lot  volume.  Fig.  41  shows  the  reach  of  all-rail 
rates  on  green  coffee,  a  barge-adapted  commodity,  as  ad- 
justed to  meet  all-barge  and  barge-truck  competition 
from  New  Orleans  into  the  interior. 

The  most  disastrous  effect  of  the  current  system  of 
permitting  high  cost,  high  grade  carriers  to  compete, 
by  means  of  unremunerative  rates,  with  low  cost,  low 
grade  carriers  for  low  grade  traffic,  is  the  diversion 
from  waterways,  without  pi'ofit  to  anybody,  of  traffic 
which  they  could  serve  adequately  and  economically. 
In  thus  curtailing  water-borne  tonnage  it  produces 
misleading  unit  cost  statistics  ai^plied  to  the  provision 
of  channels  and  locks — statistics  which  are  used  with 
skill  and  effectiveness  by  opponents  of  the  national 
waterway  policy.  Viewed  realistically,  the  objective  of 
competitors  in  establishing  out-of-pocket-cost  rates  is 
not  merely  to  meet  water  competition.  Tlie  permanent 
maintenance  of  unprofitable  rates  would  drain  their  re- 
sources, rather  than  feed  their  revenues.  The  only 
objective  justifiable  from  the  viewpoint  of  private 
enterprise  would  be  the  final  bankruptcy  of  the  water 
carriers  and  the  elimination  of  their  competition  fol- 
lowed by  the  restoration  of  monopoly  and  a  reversion 
to  the  higher  scale  of  freight  charges.  The  renewal  of 
competition  would  be  effectively  discouraged  by  the 
threat  of  a  repetition  of  the  tactics  now  sanctioned. 
The  chairman  of  the  Interstate  Commerce  Commission 
in  his  testimony  before  the  House  Committee  on  Inter- 
state and  Foreign  Commerce  (H.  R.  2531,  1939),  said: 

The  minute  a  waterway  is  constructed  and  tbe  water  carriers 
begin  to  inaugurate  low  rates,  then  the  railroads  reduce  their 
rates.  The  public  gets  the  benefit  of  those  reductions  but  the 
waterway  does  not  get  the  benefit  of  that  tratHc ;  and  if  you 
included  all  the  traffic  on  all  the  reduced  rates  for  which 
waterways  were  responsible,  there  would  be  a  very  different 
showing. 

Assuming  the  validity  of  the  estimates  of  tonnage 
potentially  available  and  adapted  to  movement  by 
barge,  water-borne  tonnage  figures  will  swell  to  the 
predicted  volume  when  and  if  permitted  freely  to  seek 
the  water  routes,  uninfluenced  by  competitive  rate  de- 
pression until  it  can  once  become  established.  The  cost 
to  the  public  per  ton-mile  can  then  be  fairly  measured 
against  the  estimates  upon  which  the  improvements 
were  justified  and  authorized,  and  if  the  public  inter- 
est requires  it,  the  test  can  then  be  applied  to  determine 
whether  the  resulting  water-borne  commerce  can  carry 
its  share  of  the  improvement  cost.  It  can  hardly  be 
denied  that  it  is  at  least  partly  to  forestall  that  com- 
parison that  competitors  witli  the  inland  water  routes 
so  invariably  resort  to  the  temporary  sacrifice  of  their 
revenues  to  hold  the  contested  traffic. 


Justification  of  Waterway  Improvements 

Benefits  and  Disadvantages 

of  Inland  Water  Transportation 

The  preceding  paragraphs  have  stressed  the  evils 
growing  out  of  competition  among  the  different 
types  of  carrier.  Inland  water  transjoortation  fa- 
cilitates a  kind  of  competition  that  is  beneficial  to 
the  producing  and  consuming  public.  This  is  termed 
market  com2>etition,  though  a  broader  term  would  be 
more  appropriate.  Directly  and  through  its  connec- 
tions it  enables  different  commodities  such  as  oil  and 
coal  to  compete  with  each  other  in  a  common  market 
and  it  enables  each  producing  area  to  compete  in  dif- 
ferent markets.  The  factor  responsible  for  these  re- 
sults is  the  net  economic  saving  in  moving  the  freight 
by  waterway. 

Ignoring,  for  the  moment,  the  balance  between  con- 
sequential benefits  and  damages  and  the  more  abstract 
social  values,  the  net  economic  saving  made  possible 
by  the  provision  of  inland  water  transportation  rests 
on  the  difference  in  entire  cost  of  performing  the 
service  by  waterway  and  the  cost  of  performing  the 
identical  service  by  the  next  most  economical  available 
means.  There  is  reasonably  close  agreement  among 
transportation  authorities  as  to  the  average  unit  carrier 
costs  of  transporting  barge-adapted  commodities  by 
railroad,  motor  truck,  and  pipe  line  as  well  as  by  water- 
way. It  is  only  necessary  to  determine  the  ton-mileage 
to  which  the  cost  differentials  should  properly  apply, 
and  to  deduct  the  public  cost  of  providing  and  main- 
taining the  improvement  from  the  product  to  obtain 
the  net  economic  savings.  If  agreement  could  be  had 
on  the  volume  of  traffic  involved,  the  computation  of 
savings  would  be  a  fairly  simple  clerical  operation  for 
any  given  project. 

Limitations  of  water-carrier  service. — The  general 
statement,  so  frequently  heard,  that  inland  water  trans- 
portation costs  less  and  is  worth  less  than  other  means 
of  moving  freight,  is  subject  to  qualifications.  It  is 
necessary  to  recognize  that  services  which  can  be  per- 
formed by  water  carriers  alone  are  limited  and  cannot 
always  be  compared  with  rail-  or  motor-carrier  service 
on  an  equal  basis.  Barge  lines  cannot  reach  many 
points  accessible  to  their  competitors  except  through 
interchange  with  those  agencies.  Extra  transfer  and 
terminal  handling  costs  are  often  incurred  in  offsetting 
these  limitations  and  this  extra  expense  must  be  con- 
sidered in  a  comparison  of  service  costs.  Although 
terminal  conditions  are  not  alwaj-s  in  favor  of  the  over- 
land carriers,  the  limitations  in  convenience  are  most 
often  with  the  water  routes  and  these  disadvantages 
have  been  allowed  for  in  the  statistical  comparisons 
herein  made  by  adding  terminal  and  transfer  differ- 
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entials  actually  found  to  apply  to  the  cost  of  the 
movements. 

It  is  important  to  make  sure  that  the  estimated  cost 
differentials  thus  applied  fairly  represent  inherent  dif- 
ferences in  the  cost  of  the  service  under  analysis  and 
not  merely  some  general  theoretical  assumption.  In 
industrial  boat-line  operations  and  through  barge-lot 
freight  service  the  large-scale  specialized  mechanical 
handling  of  freight  at  barge  terminals  and  interchange 
ports  is  simpler  and  less  costly  than  the  average  inter- 
mediate yardings  and  classification  of  freight  cars  and 
the  servicing  of  motortrucks.  This  is  particularly 
true  of  water-front  interchange  at  ports  where  elaborate 
and  costly  interswitching  as  well  as  truck  haulage 
through  congested  streets  can  be  avoided  by  use  of 
water  service. 

A  condition  imder  which  inland  waterway  transpor- 
tation in  northern  latitudes  finds  itself  at  a  distinct 
disadvantage  is  the  closure  of  the  channels  by  ice  dur- 
ing the  winter  months.  This  entails  relinc[uishment  of 
commerce  that  must  move  throughout  the  year.  As 
considerable  difficulty  is  involved  in  its  recovery  and 
stand-by  service  of  some  other  type  must  be  provided, 
savings  on  commodity  movements  of  that  nature  on 
waterways  such  as  the  Upper  Mississippi  are  subject  to 
substantial  discount.  Too  much  emphasis,  however, 
can  be.  and  often  is,  placed  on  this  disability.  The 
great  preponderance  of  barge-adapted  tonnage  of  the 
class  of  ore.  grain,  coal,  and  oil  does  not  require  elab- 
orate stand-by  capacity  in  overland  transport  facilities 
because  it  is  readily  adjusted  to  seasonal  haulage  and 
can  be  stored  in  elevators,  tank  farms,  and  stock  piles 
for  carrying  over  the  closed  season. 

Indirect  infliience  of  waterways. — There  is  nothing 
fixed  or  static  about  the  total  volume  of  freight  to  be 
moved.  Tonnage  carried  by  one  form  of  transporta- 
tion is  not  necessarily  diverted  from  another  form.  It 
is  a  generally  accepted  premise  among  transportation 
authorities  that  low  rates  promote  the  development  of 
resources  and  stimulate  new  commerce  while  high  rates 
have  the  opposite  effect.  In  fact,  although  an  increase 
of  commerce  and  its  attendant  benefits  are  the  direct 
results  of  savings  in  transportation  rates,  increased  vol- 
ume makes  for  further  economies  and  rate  reductions 
can  be  pyramided  by  reason  of  progressive  decreases  in 
unit  cost  of  transportation  corresponding  to  each 
increment  of  tonnage. 

Economic  Analyses  of 
Proposed  Waterways 

A  basic  principle  to  be  applied  to  the  appraisal  of 
waterways  is  that  the  initial  cost  of  such  improvements 
is  an  investment  of  a  part  of  its  resources  by  the  public, 
and  that,  to  be  economically  justified,  the  waterway 


must  be  capable  of  realizing  in  transportation  savings 
and  other  benefits,  an  adecjuate  return  on  that  invest- 
ment widely  enough  distributed  to  be  generally  bene- 
ficial. An  adequate  return  must  cover  at  least  the 
actual  operating  and  maintenance  charges  and  reason- 
able assessments  for  interest,  depreciation  and 
obsolescence  of  navigation  works. 

This  basis  of  appraising  the  public  value  of  a  con- 
templated waterway  improvement  is  a  measure  of  its 
capacity,  as  revealed  by  sui'vey,  to  justify  itself  in 
actual  performance,  but  not,  of  course,  an  assurance 
that  it  will  do  so.  It  is  the  only  sound  method  of  de- 
termining the  comparative  merits  of  proposed  improve- 
ments under  the  prevailing  system  of  effecting  traffic 
distribution.  Some  waterways  have  exceeded  traffic 
estimates;  many  have  not  yet  approached  very  closely 
the  expected  volume.  The  much  discussed  competitive 
manipulation  of  rates  to  prevent  water-adapted  com- 
merce from  seeking  its  most  economical  means  of  trans- 
port is  widely  recognized  as  unnecessarily  harmful  and 
therefore  can  be  considered  temporary  in  its  effect.  It 
is  necessary,  of  course,  to  weigh  all  known  factors 
which  may,  in  the  light  of  experience,  be  expected  to 
affect  the  future  situation  in  the  attempt  to  determine 
whether  all  the  benefits  from  the  improvement,  direct 
and  indirect,  tangible  and  intangible,  actual  and  poten- 
tial, will  in  the  long  run  be  sufficient  to  offset  the  costs 
and  the  damages  and  to  repay  to  the  public  the  required 
investment  of  public  funds. 

Economic  Analyses  of 
Completed  Waterways 

In  addition  to  river  basin  surveys  for  multiple-pur- 
pose development  and  surveys  of  specific  proposed  im- 
provements, the  Corps  of  Engineers  has  more  or 
less  continuously  under  way  a  series  of  economic 
analyses  of  completed  navigation  projects.  The  pur- 
pose of  these  studies  is  to  determine  the  extent  to  which 
typical  improvements  have  attained  economic  justifi- 
cation in  order  to  provide  and  maintain  a  currently 
sound  basis  for  estimates  and  recommendations  required 
of  the  Department  with  respect  to  proposed  improve- 
ments. The  approach  to  these  analyses  differs  funda- 
mentally in  one  major  I'espect  from  the  statistical 
method  adopted  in  recent  briefs  by  opponents  of  water- 
ways. This  latter  method  takes  a  cross-section  of  cur- 
rent statistics  pertaining  to  a  project  at  any  time 
without  regard  to  the  stage  of  its  completion.  Aimual 
charges  computed  on  accumulated  expenditui'es  for 
unfinished  as  well  as  finished  structures  are  sometunes 
superimposed  on  expenditures  for  original  sti'uctures 
already  abandoned  or  replaced  to  obtain  the  current 
improvement  costs.  Carrier  costs  are  added  and  unit 
costs  derived  by  dividing  the  combined  annual  charges 
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by  the  current  ton-mileage  of  freight  which  finds  its 
way  to  water  in  spite  of  tlie  determined  efforts  of  com- 
petitors to  head  it  off  at  any  cost.  The  resulting  unit 
costs  have  been  frequently  compared  with  competitively 
depressed  rates  used  as  though  they  represented  full 
costs  of  the  competing  agencies.  It  would  seem  super- 
fluous to  point  out  such  obvious  incongruities  were  not 
this  the  method  of  analysis  and  appraisal  employed  in 
current  technical  periodicals  and  in  textbooks  of  recog- 
nized academic  authorities  on  transportation  economics. 
For  example  an  appraisal  of  Federal  waterways 
made  by  the  "cross-section"  or  "trial-balance"  method 
as  of  the  year  1934  would  show  the  unit  cost  per  ton- 
mile  of  navigation  improvements  for  the  Illinois 
Waterway  as  10  times  the  cost  on  the  Ohio,  and  even 
more  fantastic  multiples  for  some  more  recent  projects 
still  farther  from  completion.  As  a  matter  of  fact  all 
these  major  links  of  the  standard  inland  system,  the 
Illinois,  the  Upper  Mississippi,  the  Tennessee,  the  War- 
rior, are  or  will  be  practically  identical  in  standard 
dimensions  of  channel  and  locks  with  ample  volumes  of 
potential  barge  traffic  adapted  and  available  to  tax  the 
capacity  of  each  project.  Fleet  operating  requirements 
and  technique  are  similar  and  the  cost  of  conducting 
transportation  the  same.  The  difference  in  1934  would 
lie  in  the  fact  that  the  Ohio  River  improvement  had 
been  completed  and  open  to  water-borne  commerce  for 
several  years,  while  the  Illinois  and  other  waterway 
improvements  were  in  the  midst  of  the  most  obstructed 
stage  of  construction  activity  and  not  open  to  continu- 
ous navigation.  As  predicted  in  preliminary  estimates 
for  the  Illinois  project,  commerce  has  increased  1,500 
percent  in  the  last  7  years  as  it  progressed  toward  com- 
pletion. During  the  construction  stage  navigation 
channels  are  impeded  by  cofferdams  and  construction 
plant  and  at  no  time  during  such  active  construction 
is  there  any  logical  relationship  between  existing  water- 
borne  traffic  and  the  amount  of  money  being  expended 
on  the  improvement.  The  expression  of  one  in  terms 
of  the  other  can  serve  but  to  mislead  the  unwary 
statistician. 

Economic  Analyses  of  the  Ohio  River 
9-foot  Canalization  Project 

The  existing  project  on  the  Ohio  River  provid- 
ing 9-foot  controlling  depth  throughout  its  981 
miles  of  channel,  with  lock  chambers  600  feet  long  by 
110  feet  wide,  was  recommended  by  a  special  survey 
board  of  Army  Engineers  in  1905.  The  project  was 
authorized  in  1910  and  comj^leted  in  1929.  Because  it 
has  been  completed  long  enough  for  its  traffic  to  become 
fairly  well  stabilized  and  not  because  it  is  unique  in  any 
particular  respect,  the  Ohio  River  improvement  is 
selected  for  analysis  as  a  typical  major  inland  water- 


way project.  Prior  to  1905  the  river  had  been  under 
open  channel  improvement,  alternating  with  a  few 
shallow  draft  slack-water  sections.  Analysis  of  avail- 
able records  indicates  that  the  somewhat  primitive 
type  of  improvement  had  amply  repaid  the  public 
money  expended  thereon.  By  1905,  however,  its  navi- 
gation facilities  had  become  almost  hopelessly  out- 
moded. Minimum  depths  in  several  sections  were 
reported  as  not  over  2  feet  and  the  waterway  was  prov- 
ing too  limited  and  hazardous  to  meet  the  growing 
demands  of  industry  for  adequate,  efficient,  continuous 
barge  service  on  the  volume  scale  required.  It  was 
evident  that  a  dependable  imjjrovement  of  the  open 
channel  type  was  not  feasible.  The  waterway  was  not 
only  becoming  incapable  of  providing  transportation 
savings  on  water-borne  tonnage,  it  was  on  the  point  of 
losing  its  tonnage  to  rail  trunk-line  extensions  newly 
laid  along  its  banks.  With  a  few  isolated  structural 
exceptions  the  Ohio  was  about  to  become  obsolete  as  a 
waterway  and  the  problem  was  whether  the  prospective 
benefits  of  a  new  9-foot  canalization  project  warranted 
a  recommendation  for  its  adoption.  Neither  the  public 
money  thus  far  sunk  in  its  improvement  nor  the  savings 
previously  earned  had  any  present  bearing  on  the  ques- 
tion confronting  the  War  Department.  The  expendi- 
tures and  the  commerce  prior  to  1905  are  therefore 
written  off,  and  the  analysis  begins  with  the  date  of 
the  decision  to  provide  the  existing  9-foot  project  with 
continuous  all-season  slack-water  pools  and  locks 
adequate  for  heavy  traffic. 

A  rigidly  logical  analysis  according  to  War  De- 
partment standards  would  bar  the  inclusion  of  savings 
during  the  earliest  years  of  the  construction  period 
until  the  first  series  of  navigation  structures  had  re- 
moved the  worst  hazards  and  had  begun  to  facilitate 
navigation.  As  an  offset  it  would  also  ignore  the  capi- 
tal expenditures  since  1929  as  not  constituting  essential 
features  of  the  project,  and  as  not  yet  having  had 
time  to  affect  contemporary  commerce.  Construction 
methods  adopted  to  encourage  such  contemporary  navi- 
gation as  could  be  accommodated  added  quite  heavily 
to  the  cost.  A  rigidly  mathematical  year-to-year  com- 
parison of  expenditures  and  savings  has  been  preferred 
in  the  accompanying  tabulations  and  graphs,  though 
subject  to  the  adjustments  just  described,  because  it 
shows  clearly  the  adverse  effect  of  heavy,  costly  con- 
struction on  contemporary  traffic,  and  indicates  the 
characteristic  lag  of  increments  in  tonnage  and  savings 
following  major  improvement  progi-ams. 

In  table  5  the  procedure  has  been  to  compare 
annual  charges  against  the  improvement  (consist- 
ing of  items  covering  annual  operation  and  mainte- 
nance, depreciation,  interest  during  construction  and 
interest  on  investment)  with  annual  savings  in  trans- 
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Table  5. — Economic  Analysis  of  the  Ohio  River  Canalization  Project 
[In  thousands  of  dollars] 


Year 


1905. 
1906. 
1907. 
1908. 
1909. 
1910. 
1911. 
1912. 
1913 
1914. 
1915. 
1916 
1917. 
1918. 
1919. 
1920. 
1921. 
1922. 
1923. 
1924. 
1925. 
1926. 
1927. 
1928. 
1929 
1930. 
1931 
1932. 
1933. 
1934. 
1935, 
1936. 
1937 
1938 
1939 
1940. 


Annual  capital  expense 


Works 
subject 
to  de- 
precia- 
tion 


$906 
1,102 
1,736 
1,225 
1,751 
1,147 
1,544 
1,992 
2,306 
4,267 
7,351 
4,982 
3,539 
3,129 
4,737 
5,151 
6,599 
4,460 
5,172 
5,748 
8,173 
8,465 
6,743 
9,619 
5,195 
1,236 
566 
979 
1,224 
1,475 
2,084 
1,660 
1,051 
1,442 
260 
99 


Other 
works 


$50 

72 

48 

90 

284 

134 

148 

290 

383 

261 

427 

178 

186 

25 

67 

29 

0 

0 

51 

373 

42 

0 

351 

410 

607 

3,053 

2,006 

-73 

-310 

291 

596 

0 

0 

0 

0 

341 


Total 
(col- 
umns 1 
plus 
2) 


$956 
1,174 
1,784 
1,315 
2,035 
1,281 
1,  692 
2,282 
2,689 
4,528 
7,778 
5,160 
3,725 
3,154 
4,804 
5,180 
6,599 
4,460 
6,223 
6,121 
8,215 
8,465 
7,094 
10, 029 
6,802 
4,289 
2,572 
906 
914 
1,766 
2,680 
1,660 
1,  051 
1,442 
260 
440 


Cumulated  capital  expense 


Works 
subject 
to  de- 
precia- 
tion 


$906 
2,008 
3,744 
4,969 
6,720 
7,867 
9,411 
11,  403 
13,  709 

17. 976 
25,  327 
30,  309 
33,  848 

36. 977 
41,714 
46, 865 
53,  464 
57,  924 
63, 096 
68, 844 
77,017 
85,  482 
92,  225 

101,  844 
107, 039 
108,  275 
108,  841 
109, 820 
111,044 
112,619 
114,  603 
116,  263 
117,314 
118,756 
119,016 
119, 115 


Other 
works 


$50 
122 
170 
260 
544 
678 
826 
1,116 
1,499 
1,760 
2,187 
2,365 
2,551 
2.676 
2.643 
2,672 
2,672 
2,672 
2,723 
3,096 
3,138 
3,138 
3,489 
3,899 
4,506 
7,559 
9.565 
9,492 
9,182 
9,473 
10,  069 
10,  069 
10, 069 
10,  069 
10,  069 
10, 410 


Total 
(col- 
umns 4 
plus  5) 


2,130 
3,914 
6,229 
7,264 
8,545 
10,  237 
12,619 
15,  208 
19,  736 
27,514 
32, 674 
36. 399 
39,  553 
44,  357 
49,  537 
66, 136 
60,  596 
65,819 
71,940 
80, 155 
88,620 
95, 714 
105,743 
111,545 
116,834 
118,406 
119,312 
120,  226 
121,992 
124,672 
126,  332 
127,383 
128. 825 
129,085 
129,  525 


Annual  charges 


Opera- 
tion 
and 

main- 
tenance 


$267 

203 

231 

236 

268 

257 

280 

382 

395 

386 

454 

646 

652 

829 

973 

1,049 

1,349 

1,410 

1,798 

1,788 

2,100 

2,151 

1,744 

2,132 

2,121 

2,620 

3,138 

4, 054 

4,806 

3,776 

1,773 

2,705 

4, 1-48 

4,141 

4,798 

4,764 


Depre- 
ciation, 
1  per- 
cent on 
column 
4' 


Interest, 
2  per- 
cent on 
columns 
3  plus  7 

9 


$24 
28 
40 
16 
46 
31 
39 
53 
62 
98 
165 
114 
86 
80 
116 
126 
159 
117 
140 
158 
206 
212 
177 
243 
158 
138 
114 
99 
114 
111 
89 
87 
104 
114 
105 
104 


Interest 

4  per 

cent  on 

column 

61 

10 


38 

85 

157 

209 

291 

342 

409 

501 

608 

789 

1,101 

1,307 

1,456 

1,582 

1,774 

1,981 

2,245 

2,424 

2,633 

2,878 

3,206 

3,545 

3,829 

4,230 

4,462 

4,  633 

4,736 

4,772 

4,809 

4,880 

4,987 

5,053 

5,095 

5,153 

5,163 


Total 
(col- 
umns 7 
to  10) 

11 


$291 

278 

376 

446 

573 

646 

740 

938 

1,072 

1,229 

1,588 

2,014 

2,248 

2,703 

3,041 

3,365 

3,958 

4,307 

4,941 

5,210 

6,872 

6,339 

6,321 

7,126 

7,627 

8,290 

8.968 

9,977 

10, 790 

9,806 

7,867 

8,925 

10,  468 

10,  523 
11,244 

11,  221 


Annual 

gross 
savings 


$3, 028 
3,049 
3,056 
2,390 
2,139 
2,443 
3,096 
1,919 
2,160 
1,690 
1,609 
1,222 
933 
1,146 
1,029 
2,441 
2,165 
2,014 
2,748 
3,405 
5,706 
6,644 
7,568 
8,677 
10, 277 
10, 092 
10, 029 
8,746 
10,  366 
12.359 
14,  321 
17,  670 
16,  375 
15, 933 
20,  420 
22,  395 


Profit 
or  loss 
(col- 
umn 12 
minus 
11) 


$2, 737 

2,771 

2,680 

1,944 

1,566 

1,797 

2,356 

981 

1,088 

461 

21 

-792 

-1,315 

-1,657 

-2,012 

-924 

-1,  793 

-2,293 

-2, 193 

-1,  805 

-166 

205 

1,247 

1,551 

2,750 

1,802 

1,061 

-1,231 

-434 

2,553 

6,454 

8,645 

6,907 

6,410 

9,176 

11, 174 


Interest 
4  per- 
cent on 
column 
161 


$0 

109 

226 

341 

432 

612 

605 

723 

791 

866 

919 

957 

964 

949 

925 

882 

880 

843 

785 

729 

686 

707 

743 

823 

918 

1,065 

1,179 

1,269 

1,270 

1,304 

1,468 

1,775 

2,191 

2,515 

2,832 

3,313 


Cumu- 
lated 
profit 
(includ- 
ing col- 
umn 14) 


$2, 737 
5,617 
8,522 
10,  807 
12,  805 
15,114 
18,  074 
19, 778 
21,657 
22, 984 
23,924 
24, 089 
23,  737 
23,129 
22. 042 
22,000 
21,087 
19,637 
18.  229 
17, 153 
17,673 
18,  585 
20, 675 
22, 949 
26,  617 
29, 484 
31.  724 

31.  762 

32.  598 
36, 455 
44,367 
54,  787 
62,885 
70.  810 
82. 818 
97,  305 


Percent 
annual 
return, 
column 
13-6 


286.3 

130.1 

68.6 

37.2 

21.6 

21.0 

23.0 

7.8 

7.2 

2.3 

.1 

-2.4 

-3.6 

-3.9 

-4.5 

-1.9 

-3.2 

-3.8 

-3.3 

-2.5 

-.2 

.2 

1.3 

1.6 

2.5 

1.6 

.9 

-1.0 

-.4 

2.1 

5.2 

6.8 

4.6 

4.2 

7.1 

8.6 


Percent 
cumu- 
lated 
return 
column 
15-6 


2S6.3 
263.7 
217.7 
206.  7 
176.3 
176.9 
176.6 
158.0 
142.4 
116.5 
86.9 
73.7 
65.2 
58.5 
49.7 
44.4 
37.6 
32.4 
27.7 
23.8 
22.0 
21.0 
21.5 
21.7 
23.9 
25.5 
26.8 
26.6 
27.1 
29.9 
36.6 
43.4 
49.4 
55.0 
65.2 
76.1 


'  For  previous  year. 

Source:  Statistical  records,  Office,  Chief  of  Engineers,  U.  S.  Army. 


portation  cost.  The  difference  is  taken  as  the  annual 
net  profit  or  loss  to  the  public  on  the  venture.  The  lat- 
ter item,  as  well  as  that  of  capftal  expense,  has  been 
accumulated  through  the  25  years  of  the  construction 
period  and  through  the  following  11  years.  At  the 
close  of  the  fiscal  year  1940,  the  tabulation  shows  that 
interest  on  the  capital  investment  at  4  percent,  and 
amortization  on  a  40-year  depreciation  basis,  as  well 
as  operating  and  maintenance  costs,  have  been  met  out 
of  savings  in  transportation  charges.  In  addition,  the 
project  has  to  its  credit  an  accumulated  surplus  in  net 
public  savings  of  $97,305,000.  These  savings  of  $97,- 
305,000  include  interest  at  4  percent,  the  same  rate  as 
that  applied  to  capital  investment,  figured  yearly  on 
the  accumulated  net  surplus  in  the  "profits"  column. 

The  capital  expenses,  starting  with  1905  and  accu- 
mulated yearly  through  1940,  are  show  in  columns  (4) , 
(5),  and  (6)  of  table  5.  Expenses  on  works  sub- 
ject to  depreciation  are  shown  in  column  (4)  and  the 
annual  charges  for  depreciation  against  these  amounts 
are  given  in  column  (8).  This  depreciation  factor 
of  1  percent  is  adopted  theoretically  to  recover  depreci- 
ation of  the  locks  and  dnms  in  40  years.     Column  (9) 


represents  the  item  of  interest  during  construction, 
assumed  at  2  percent  on  the  total  money  spent  during 
each  year.  Interest  on  investment,  column  (10)  is 
figured  at  4  percent.  Likewise,  interest  on  "cumu- 
lated profits,"  column  (14)  is  taken  at  4  percent.  Col- 
umn (12)  annual  gross  savings,  requires  detailed 
explanation. 

Gross  savings  were  determined  as  the  difference  be- 
tween the  over-all  cost  of  water  transportation  and  tlie 
all-rail  rate  between  points  of  origin  and  destination. 
The  basic  analyses  of  representative  years  were  made 
by  trained  satisticians  and  traffic  specialists  working 
in  the  field,  but  it  was  found  entirely  impracticable 
to  analyze  every  individual  freight  movement  through- 
out the  period  studied.  Typical  movements  of  each 
principal  commodity  between  key  points  in  the  repre- 
sentative groups  of  origins  and  destinations  were  ana- 
lyzed under  each  significant  change  in  the  competitive 
situation.  In  the  examples  of  joint  or  combination 
rail-water  movements,  the  local  rail  rates  to  and  from 
riverside  and  the  appropriate  extra  terminal  handling 
differentials  were  added  to  the  cost  of  the  water 
service  in  order  to  determine  the  over-all  cost  of  water 
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transportation  for  comparison  with  all-rail  rates, 
origin  to  destination.  The  savings  factor  per  ton  thus 
found  was  considered  to  have  been  earned  throughout 
the  entire  length  of  water  haul,  and  the  savings  factor 
per  ton-mile  derived  accordingly.  This  ton-mile  sav- 
ings factor  was  then  applied  to  the  recorded  ton-mile- 
age of  water  haul  of  the  particular  commodity  move- 
ment for  each  year  of  the  period  covered.  The  re- 
corded ton-milage  was  obtained  from  the  Annual 
Keports  of  the  Chief  of  Engineers,  United  States 
Army.  Each  commodity  was  similarly  studied,  and 
computations  made  on  an  annual  basis  of  all  the  sav- 
ings on  all  the  recorded  commodity  movements  for 
posting  in  column  (12)  of  the  table  as  gross  savings 
for  the  year.  The  cost  of  the  water  service  was  de- 
termined in  some  instances  by  empirical  formula,  but 
in  the  great  preponderance  of  tonnage  movements  the 
working  data  were  obtained  directly  from  carriers 
and  shippers  in  the  field. 

The  economic  analysis  of  the  Ohio  River  project 
through  the  year  1934  has  been  given  considerable  pub- 
licity. Since  that  year  the  volume  of  tonnage  on  the 
river,  as  shown  in  the  annual  reports  of  the  Chief  of 
Engineers,  U.  S.  Army,  has  increased  substantially, 
while  the  rates  of  overland  carriers  have  been  adjusted 
to  meet  this  competition.  Consequently  it  was  thought 
advisable  to  bring  this  study  up  to  date  by  the  same 
methods  used  in  the  original  study.  This  procedure 
necessarily  meant  that  consideration  and  due  weight 
would  be  carefully  given  to  any  new  factors  which 
have  entered  the  situation  since  1934  which  would 
affect  savings  in  any  way. 

Such  factors  included  instances  where  the  saving 
per  ton-mile  by  water  was  reduced  on  coal  tonnage 
due  to  increased  shipments  to  inland  cities,  necessitat- 
ing the  use  of  river-rail  terminals.  In  other  cases  sav- 
ings were  increased,  due  to  decreases  in  terminal  han- 
dling cliarges  on  account  of  greater  efficiency  of  un- 
loading equipment.  As  regards  iron  and  steel  tonnage, 
the  saving  per  ton-mile  showed  a  decline  during  the 
past  few  years  due  to  a  drastic  reduction  in  the  ap- 
plicable rail  rates  on  movements  from  Pittsburgh,  Pa., 
to  Memphis,  Tenn.,  and  New  Orleans,  La.  With  the 
expansion  of  oil  and  gasoline  commerce  on  the  Ohio 
River  much  of  it  has  to  move  through  tributary  water- 
ways or  on  open  channel  waterways  where  operating 
costs  are  higher  than  on  the  Ohio  River.  This  fact, 
together  with  the  increased  length  of  haul,  has  caused 
a  decrease  in  saving  per  ton-mile  since  1934.  All  of 
these  changes  and  any  other  pertinent  ones  wherever 
applicable  are  reflected  in  the  yearly  savings  as  shown 
in  the  analysis. 

In  addition  to  including  the  years  193.5  through  1940, 
the  economic  analysis  of  this  project  was  further  re- 
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vised.  This  revision  treated  the  "Cumulated  Profits" 
as  a  bank  savings  account  drawing  interest  contin- 
ually on  the  annual  balance,  and  each  succeeding  an- 
nual balance  has  been  augmented  by  the  accumulated 
interest  thereon  plus  the  annual  profit  or  loss.  It 
should  be  noted  that  the  same  percentage  values  for 
depreciation,  interest  during  construction,  interest  on 
investments,  and  interest  on  profit  have  been  used  in 
the  revised  table  as  were  used  in  the  previous  economic 
analysis  of  the  project. 

It  will  be  noted  that  the  period  of  heavy  construction 
extended  from  1910  to  1930  and  that  capital  expendi- 
tures reached  a  peak  in  1928.  The  table  shows, 
column  (12),  that  gross  savings  were  realized  each 
year  of  the  25-year  construction  period.  However, 
column  (13)  shows  that  during  the  13-year  period 
1914-26,  when  approximately  60  percent  of  the  capital 
expenditure  for  locks  and  dams  was  made,  net  savings 
were  shown  in  only  3  years.  Of  still  greater  signifi- 
cance, substantial  net  losses  were  recorded  for  10 
consecutive  years  during  this  period.  Generally  con- 
current with  this  period  of  heavy  expenditure  there 
occurred  the  low  level  movement  of  traffic,  shown  in 
the  following  tabulation  concerning  commerce  on  the 
Ohio  River  : 

„     .    ,    ,  ,  Short  tons 

Period  (average)  :  (thotisands) 

1905-09 10, 107 

1910-14 9, 107 

1915-19 5, 987 

1920-24 8, 026 

1925-29 19,  702 

1930-34 18,  003 

1935-39 23,  045 

Year  1940 29,550 

It  will  be  seen  that  there  was  substantially  decreased 
average  commerce  in  each  5-year  period  during  the  15 
years  1910-24,  compared  with  the  prior  5-year  average 
1905-09  and  with  the  subsequent  5-year  average  1925- 
29.  "Without  doubt  the  principal  causes  contributing 
to  this  subnormal  freight  movement  were  the  growing 
obsolescence  of  the  open  channel  improvement  and  the 
obstruction  to  navigation  offered  by  the  new  cofferdams 
and  other  construction  activities.  Sudden  fluctuations 
in  stage  were  created  and  navigation  retarded  and  re- 
stricted as  to  length  of  haul.  For  example,  upon  the 
opening  of  all  facilities  to  9-foot  navigation  in  1929, 
the  average  length  of  haul,  although  fluctuating, 
showed  an  unmistakable  tendency  to  lengthen  as  may  be 
seen  in  the  accompanying  tabulation : 

_     .    ,    ,  .  Length  of 

Period  (average)  :  haul  (miles) 

1925-29 62.  3 

1930-34 88.  8 

1935-39 117.1 

Year  1940 130.4 
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The  method  follo\yed  in  the  accomj^anying  tabula- 
tion indicates  the  rehited  fluctuations  of  exi^enditures 
and  savings,  and  thus  shows  that  proof  of  the  sound- 
ness of  a  waterway  improvement  project  must  be  de- 
ferred for  a  reasonable  promotion  period  after  con- 
struction has  been  completed.  It  also  indicates  the 
lack  of  economic  significance  of  a  quotient  obtained  by 
dividing  expenditures  in  the  midst  of  a  construction 
period  by  contemporary  traffic. 

Regulation  of  Inland  Water 
Transport 

Until  1941,  Federal  regulation  of  inland  waterways 
was  confined  to  measures  designed  to  promote  safety 
in  navigation  and  equitable  relations  between  the  water 
carriers,  their  employees,  and  their  overland  connec- 
tions. The  Transportation  Act  of  1940  extended  the 
regulatory  authority  already  vested  in  the  Interstate 
Commerce  Commission  over  rail,  highway,  and  pipe- 
line transportation  to  encompass  similar  control  over 
water  transportation.  The  demand  for  this  legislation 
apparently  originated,  not  with  the  shippers  or  the 
water  carriers  or  the  industrial  and  agricultural  groups, 
but  with  the  overland  carriers  who  were  experiencing 
difficulty  in  maintaining  effective  competition  with  the 
barge  lines  in  their  particular  field.  The  act  repre- 
sents a  swing  in  legislative  policy  from  protection  of 
the  public  against  monopoly,  for  which  regulation  is 
adequate,  to  protection  of  the  carriers  against  loss  of 
revenue  through  competition,  for  which  regulation 
alone  is  not  adequate.  Maintenance  of  an  efficient 
transpoi'tation  system  on  a  sound,  stable  financial  basis 
is  highly  desirable,  but  it  is  important  to  recognize 
the  limitations  of  regulation  as  a  means  of  accomplish- 
ing that  end.  Professor  Kent  Healy  has  aptly  j)ointed 
out  in  "The  Economics  of  Transportation  in  America" 
that  a  regulatory  body  cannot  arbitrarily  set  the  level 
of  transportation  charges  and  at  the  same  time  enforce 
the  purchase  of  enough  transportation  to  assure  an  ade- 
quate return  on  carrier  investment. 

Equal  regulation  of  all  forms  of  transportation  has 
an  equitable  sound,  but  no  amount  of  Federal  control 
can  fairly  equalize  essentially  dissimilar  services,  offset 
the  advantages  or  disadvantages  of  location,  or  com- 
pensate for  the  faulty  conception,  improvident  design, 
wasteful  management,  or  gradual  obsolescence  of  car- 
rier facilities.  Experimental  attempts  to  accomplish 
these  ends  through  regulation  may  work  irreparable 
injury  to  water  transportation.  In  setting  up  machin- 
ery to  effect  an  arbitrary  distribution  of  traffic  among 
the  several  kinds  of  carriers,  the  fact  is  likely  to  be 
overlooked  that  there  is  no  fixed  volume  of  commerce 
which  may  be  expected  to  move  regardless  of  fluci  na- 
tions in  the  price  of  transportation.     There  is  nothing 


static  in  the  relative  position  of  the  different  types  of 
carrier.  The  interests  of  a  kind  of  transportation 
handling  65  percent  of  the  Nation's  freight  loom  more 
portentous  than  those  of  a  kind  moving  but  5  percent, 
and  the  natural  tendency  is  to  sacrifice  the  welfare 
of  the  lesser  agency  when  interests  clash.  Evidence  has 
been  presented  in  this  chapter,  however,  that  water 
transportation  fills  a  definite  need  and  that  the  distri- 
bution of  the  traffic  might  be  less  disproportionate  if 
the  otlier  carriers  would  desist  from  carrying  tonnage 
at  revenue  levels  profitable  only  to  water  carriers. 

It  is  generally  conceded  that  the  national  transpor- 
tation plant  is  badly  in  need  of  coordination,  but  it  is 
equally  true  that  it  is  also  in  need  of  pruning.  It  is 
difficult  for  long-established  agencies  to  acknowledge 
that  the  abandonment  of  improfitable  routes  and  the 
relinquishment  of  unprofitable  tonnage  to  better- 
adapted  competitors  will,  in  the  long  run,  strengthen 
rather  than  weaken  the  transportation  system.  In  a 
suj^erficial  apjjraisal  of  relative  indispensability,  ex- 
isting adequacy  of  transportation  facilities  in  the  nar- 
row sense  of  physical  capacity  to  move  freiglit  is  prone 
to  overshadow  prospective  economic  efficiency  and  prog- 
ress is  thus  retarded.  In  measuring  comparative  econ- 
omy and  efficiency  for  regulatory  purposes,  however, 
justice  must  be  accoi-ded  the  claim  of  overland  carriers, 
the  railroads  in  particular,  that  charges  for  barge-line 
service  do  not  cover  the  cost  of  providing  the  channels. 
A  fair  method  of  adjusting  that  situation  without  sacri- 
ficing the  public  interest  is  recognized  as  an  extremely 
difficult  problem.  Assuming  that  the  principal  inland 
waterway  projects  have  been  properly  investigated,  de- 
signed, and  constructed,  they  represent  a  valuable 
public  asset  affording  means  of  rendering  needed  trans- 
portation service  with  substantial  savings.  Experi- 
ence has  shown  that  a  period  of  several  years  is  re- 
quired after  the  completion  of  each  project  for  business 
and  industry  to  adjust  themselves  to  take  advantage  of 
new  routes.  Waterway  carriers  need  time  to  develop 
the  special  facilities  and  technique  that  render  their 
services  particularly  valuable.  A  certain  amount  of 
initial  encouragement,  protection,  and  freedom  from 
burdensome  restrictions  is  clearly  required  by  pioneer 
river  operators  to  offset  the  obstacles  placed  in  the  way 
of  their  establishment.  During  this  period,  competing 
agencies  apparently  deem  it  vital  to  their  own  interests 
to  combat  by  every  means  at  their  command  the  normal 
growth  of  water-borne  commerce.  They  demand  of 
the  regulatory  agencies  that  water-carrier  rates  be  re- 
quired to  cover  a  i)ro-rata  share  of  the  cost  of  channel 
improvements  while  themselves  maintaining  rates  based 
on  the  out-of-pocket  cost  of  "added  traffic."  On  that 
basis  it  is  clear  that  water  carriers  could  dispense  not 
only  with  their  fixed  charges  and  operating  overhead  in 
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establishing  competitive  rates  but  with  channel  costs 
as  well  because  practically  unlimited  tonnage  could  be 
added  without  incurring  any  extra  out-of-pocket  ex- 
pense to  the  Government  for  waterway  maintenance  or 
operation.  Competing  agencies  must  restore  their  own 
rates  to  fully  compensatory  levels  yielding  a  fair  profit 
on  sound  investment,  and  thus  permit  commerce  freely 
to  seek  its  own  distribution,  for  their  demands  for 
water  carrier  regulation  to  merit  compliance. 

It  is  often  mistakenly  assumed  that  economy  and 
efficiency  in  service  are  possible  only  to  the  larger  and 
jnore  regular  transportation  organizations.  As  the 
function  of  inland- waterway  carriers  is  almost  infin- 
itely diverse  it  performs  numerous  highly  specialized 
services,  and  some  of  the  most  efficient  transportation 
is  attained  by  the  many  small  independent  agencies 
operating  on  inland  rivers.  These  small  units  are  in- 
dividually unable  to  maintain  staffs  of  legal  and  traffic 
experts  to  defend  their  interests  through  protracted 
hearings  or  harassing  litigation.  It  will  be  necessary 
to  administer  Federal  control  with  a  light  hand  to 
safeguard  private  initiative  and  enterprise  and  preserve 
for  the  public  the  inherent  advantages  of  these  niunerous 
small  but  efficient  units. 

Inland  Waterways  and  National  Defense 

Less  than  a  generation  ago  conditions  became  so 
chaotic  in  the  transportation  field  under  pressure  of 
an  emergency  that  the  preparation  and  prosecution  of 
vital  military  measures  were  dangerously  hampered 
because  transportation  facilities,  previously  regarded  as 
adequate,  bogged  down.  Undoubtedly  we  are  profiting 
by  the  lessons  of  1917  and  1918,  but  several  types  of 
carriers  now  occupj'  the  field  and  responsible  public 
officials  are  concerned  lest  the  present  transportation 
problem  be  dealt  with  in  the  light  of  the  past  as 
though  it  were  again  exclusively  the  problem  of  one 
agency.  There  is  an  inescapable  and  readily  under- 
standable tendency  on  the  part  of  private  transporta- 
tion interests  to  be  overly  conservative  in  undertaking 
the  financial  burden  of  permanent  expansion  of  facili- 
ties, especially  roadway  and  other  fixed  property,  in 
order  to  meet  defense  needs  which  may  be  only  tem- 
porary. It  is  vitally  necessary  under  these  circum- 
stances for  the  Government  to  make  its  own  independ- 
ent estimate  of  the  adequacy  of  the  existing 
transportation  system  and,  if  need  be,  to  assume  the 
burden  of  providing  additional  and  alternate  facilities 
to  meet  anticipated  needs. 

An  accurate  estimate  of  the  military  value  of  an 
individual  waterway  project  is  impossible.  In  time  of 
war  or  threat  of  war  the  transportaion  load  will  cer- 
tainly be  sharply  increased  and  experience  has  taught 
that  this  increase  will  come  not  only  in  tonnage  but 


National  Resources  Planning  Board 

even  more  in  average  length  of  the  hauls.  Not  only 
must  peacetime  functions  be  continued  and  accelerated 
but  facilities  must  be  capable  of  rapid  readjustment  to 
handle  tremendous  loads  of  emergency  tonnage  on 
short  notice  between  imaccustomed  termini  with 
efficiency  and  dispatch.  The  tonnage  burden  normally 
handled  by  coastwise  and  intercoastal  vessels,  for 
example,  has  already  been  thrown  upon  our  inland 
transport  system.  The  niceties  of  economic  balance 
must  give  way  to  the  consideration  of  the  most  critical 
situations  which  might  arise. 

No  nation  ever  suffered  or  will  ever  suffer  in  time 
of  war  from  too  much  transportation  under  its  control. 
However  rudely  the  ideologies  of  the  aggressor  nations 
may  clash  with  our  national  concepts  the  most  intensive 
study  of  the  mechanics  of  their  successful  operations 
and  their  adaptation  to  our  defense  is  a  military  neces- 
sity of  first  magnitude.  Waterways  of  continental 
Europe  handled  25  i:)ercent  of  the  total  internal  freight 
in  peacetime.  With  the  more  or  less  constant  threat 
of  war  hanging  over  that  continent  for  centuries,  un- 
economic practices  and  pressure  from  other  types  of 
carrier  have  not  been  permitted  to  retard  or  stiflle 
their  development.  It  has  apparently  been  a  continu- 
ing source  of  astonishment  to  visiting  British  econo- 
mists that  our  many  long,  deep,  potentially  navigable 
rivers  have  not  been  brought  to  higher  state  of  develop- 
ment and  use.  This  situation  has  been  attributed  in 
their  writing  to  a  false  appraisal  of  the  true  economy 
of  inland  water  transport  and  to  the  effective  opposi- 
tion from  competing  transportation  agencies,  as  well 
as  to  a  possibly  fancied  surplus  of  freight  carrier 
facilities  of  other  types. 

Widespread  public  recognition  of  the  impoi'tant  role 
of  inland  water  transportation  has  certainly  been  a 
basic  principle  of  European  national  economy  and  de- 
fense and  its  general  acceptance  has  resulted  in  growth 
of  an  extensive  system  of  interconnected  rivers  and 
canals.  The  latest  tabulation  obtainable  before  the 
outbreak  of  hostilities  gave  approximate  mileages  of 
inland  waterways  of  the  principal  European  countries 
as  follows: 

Miles 

Germany 9, 000 

France 7,  500 

Great  Britain 4,000 

Russia 56, 000 

Netherlands 3,  000 

Belgium 1,  000 

As  these  figures  include  waterways  of  varying 
widths,  depths,  and  stages  of  completion  and  later  in- 
formation indicates  sweeping  modifications  of  the 
relative  standings,  the  table  is  not  of  great  present 
significance.  The  German  program  of  1938-39  re- 
quired   the    rapid    completion    of    the    Rhine-Main- 


Transportation  and  National  Policy 


453 


Danube  project  providing  a  continuous  inland  water 
route  for  vessels  up  to  1,500-tons  capacity  all  the  way 
across  Europe  from  the  North  Sea  to  the  Black  Sea. 
Determined  to  keep  open  this  vital  life-line,  the  Nazi 
Government  repeatedly  ignored  the  risk  of  involvement 
with  Russia  in  its  successive  steps  to  gain  complete  con- 
trol of  the  lower  Danube.  Recent  reports  imply  that 
many  other  projects  must  have  been  rushed  to  com- 
pletion, possibly  with  impressed  labor,  in  line  with  the 
Nazi  Government's  plan  to  unite  in  one  vast  network 
all  waterways  in  conquered  territory  to  form  a  com- 
pletely unified  inland  transportation  system.  Months 
before  the  invasion  of  Poland,  Germany  was  using  her 
own  waterways  to  decentralize  vital  industries  and  move 
their  equipment  away  from  vulnerable  frontiers  to 
strategic  interior  localities.  The  entire  canal  system  of 
Central  Europe  is  undoubtedly  being  used  to  take  over 
the  movement  of  heavj-,  bulky,  nonperishable  freight 
to  relieve  the  railroads  and  highways  for  the  quick 
transport  of  military  and  industrial  personnel  and 
supplies.  Without  such  an  efficiently  organized  trans- 
portation system  it  would  have  been  impossible  to  keep 
the  powerful  mechanized  units  of  the  Nazi  armies  sup- 
jjlied  with  ammunition  and  food  during  the  critical 
stages  of  the  recent  campaigns. 

Until  the  mystery  which  veils  events  connected  with 
the  invasion  and  collapse  of  Holland,  Belgium,  and 
France  has  been  cleared,  it  is  impossible  to  appraise 
the  effectiveness  or  the  degree  of  justification  for  the 
artificial  canal  systems  of  those  countries.  They  are 
obviously  now  being  put  to  effective  use  by  the  Ger- 
man armies  of  occupation,  and  they  have  been  selected, 
reportedlj'  without  signal  success,  as  tai'gets  of  vital 
military  and  economic  importance  by  the  Royal  Air 
Force  of  Great  Britain. 

A  well-developed  water  transportation  system  would 
have  been  a  most  welcome  and  valuable  adjunct  to  this 
country  in  the  last  war.  While  it  is  true  that  land 
transport  facilities  are  now  much  more  extensive,  ef- 
ficient, and  elastic  than  they  then  were,  the  tempo  and 
requirements  of  modern  warfare  have  been  stepped  up 
in  even  more  remarkable  degree.  Transportation  in 
this  country  during  the  last  war  was  carried  on  free 
from  the  exigencies,  difficulties,  and  disruptions  which 
it  would  have  to  undergo  if  centers  of  active  operations 
were  actually  shifting  rapidly  about  on  our  own  soil 
and  exposed  to  modern  aerial  bombing  attacks.  Such 
a  possibility  is  no  longer  an  academic  hypothesis  but 
must  be  included  in  the  consideration  of  current  trans- 
portation problems. 

The  great  central  region  between  the  Appalachian 
and  the  Rocky  Mountains  has  aptly  been  termed  the 
"Citadel  of  Defense"  of  the  United  States.  It  is  the 
area  least  vulnerable  to  attack;   it  woukl  be  tlie  last 
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section  to  which  hostile  forces  could  penetrate.  Here 
where  the  vital  activities  of  the  Nation  might  have 
to  be  concentrated,  the  present  tonnage  of  the  existing 
waterway  system  could  be  tripled  or  quadrupled  with 
comparatively  small  outlay  and  loss  of  time.  A  sub- 
stantial number  of  freight  cars  and  trucks  could  thus 
be  released  in  a  short  time  for  more  pressing  military 
service  in  any  required  zone.  (A  minor  benefit  would 
be  that  on  return  to  a  peacetime  basis  the  investment 
tied  up  in  equipment  which  would  presumably  have  to 
be  retired  from  active  service  would  be  less  in  case  of 
water  carriers  on  a  capacity  basis  than  in  the  case  of 
overland  carriers.)  The  comparative  rapidity  and 
economy  with  which  waterway  transportation  can  be 
expanded  in  an  emergenc}'  is  thus  one  of  its  most  im- 
portant elements  of  defense  value.  It  hardly  needs 
to  be  emphasized  in  this  connection,  however,  that  the 
waterway  system  upon  which  the  expansion  of  facilities 
must  take  place  should  be  provided  as  far  ahead  of 
the  emergency  as  human  judgment  can  foresee. 

Rationale  of  Inland  Water  Transport 

The  Inland  Waterway  System 

The  foregoing  survey  has  shown  that  the  natural 
waterways  of  the  country  were  the  first  avenues 
of  commerce  and  national  development;  that  their 
improvement  for  navigation  was  early  recognized 
and  adopted  as  an  appropriate  function  of  the 
central  government;  that  their  free  use  by  the 
public  has  been  a  traditional  principle  of  national 
policy  since  the  beginning.  The  records  show  that 
some  28,000  miles  of  inland  waterways  have  been  im- 
proved to  varying  extent  by  the  Federal  Government 
and  that  freight  transportation  on  these  waterways 
for  the  calendar  year  1939  totaled  20  billion  ton-miles. 
Although  statistically  correct,  these  figures  are  not  par- 
ticularly significant  because  they  embrace  types  of  im- 
provement ranging  from  elaborate  canalization  projects 
through  every  grade  of  importance  to  isolated  seasonal 
snagging  operations  that,  while  serving  or  having 
served  the  purposes  for  which  they  were  provided,  can- 
not projoerly  be  considered  factors  in  national  trans- 
portation. Most  of  the  money  is  spent,  most  of  the 
tonnage  is  carried,  and  most  of  the  competition  arises 
on  some  6,000  miles  of  standard  interconnected  water- 
way of  dimensions  adequate  to  facilitate  the  operation 
of  efficient  modern  towboats  and  barges  in  economical 
fleets  between  important  inland  and  coastal  counnercial 
centers.  It  is  to  this  effective  inland  waterway  sj^stem 
that  the  foregoing  discussion  has  been  largely  confined. 

Progressive  development. — Progressive  standardiza- 
tion of  facilities  and  development  of  appropriate  spe- 
cialized motive  power,  hull  design,  cargo  space,  loading 
and  unloading  machinerv  have  enabled  inland  water- 
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^ya.y  transjDortation  to  adapt  itself  successfully  to  the 
Ijarticular  Trork  it  has  to  perform.  Seasonal  restric- 
tions on  the  northernmost  channels  are  offset  in  large 
measure  by  the  movement  of  fuel  and  raw  material  dur- 
ing the  open  season  and  their  subsequent  storage  against 
anticipated  needs.  Operating  bases  are  shifted  ac- 
cording to  seasonal  demand.  Intensive  study  is  being 
given  to  the  j^roblem  of  overcoming  unfavorable  load 
factors.  The  limited  reach  of  navigable  channels  is 
being  progressively  broadened  by  combining  with  other 
services  to  extend  the  collection  and  distribution  of 
freight  throughout  the  interior  of  the  country.  The 
waterway  system  is  still  in  the  making.  When  its 
main  stems  and  branches  have  been  completed  and 
opened  to  the  interchange  of  traffic  in  standard  equip- 
ment long  enough  for  accessorial  services  to  have  gravi- 
tated to  waterside,  and  when  the  vexatious  uncertain- 
ties of  the  competitive  situation  have  been  settled,  the 
full  advantages  of  this  means  of  transportation  in  pro- 
moting progress  and  security  may  be  expected  to 
become  increasingly  evident. 

The  eovipetitive  situation. — The  inland  waterway 
system  did  not  just  grow;  it  has  developed  in  response 
to  the  insistent  demand  of  domestic  commerce  for 
means  of  moving  heavy  freight  in  large  volume  at 
low  cost.  An  increasing  number  of  the  country's  in- 
dustries are  being  built  up  with  water  transi^ortation 
as  a  basic  factor.  The  pressure  of  this  demand  has 
grown  steadily  heavier  while  the  effects  of  the  depres- 
sion were  curtailing  the  normal  business  of  competing 
types  of  carrier,  thus  bringing  to  an  acute  stage  the 
problem  of  maintaining  or  scrapping  the  weakest  and 
least  economical  of  the  surplus  transportation  agencies. 
The  situation  has  been  aggravated  rather  than  cured 
by  the  establishment  of  depi'essed  rates  on  competitive 
business  which  has  depleted  the  revenues  of  the  high 
cost  and  low  cost  carriers  alike,  created  an  artificial 
distribution  of  traffic,  and  thus  further  complicated 
the  pi'oblem  of  adjusting  the  transportation  machine. 

Valuation  of  bcncfts. — Scarcity  of  reliable  cost  data 
and  failure  propei-ly  to  interpret  statistics  and  cleaidy 
to  recognize  the  full  implications  of  prevailing  com- 
petitive practices  continue  to  retard  the  sound  ap- 
praisal of  iidand  waterways  in  many  quarters.  It  will 
generally  be  found  illogical  and  misleading  to  compute 
unit  costs  of  navigation  improvements  in  terms  of  ton- 
mileage  artificially  depleted  by  competitive  tactics  that 
are  clearly  uneconomic.  It  is  equally'  unsound  to 
saddle  existing  water-borne  tonnage  with  the  cost  of 
obsolete  and  sufierseded  navigation  works  no  longer  used 
or  useful.  The  cost  of  uncompleted  structures  which 
cannot  j'et  have  aided  present  navigation  has  no  jjlace 
among  the  annual  charges  set  up  to  test  present  water- 
way traffic.     Assuming  that  each  project  has  been  thor- 


oughly investigated  and  proi^erly  designed,  the  only 
sound  basis  found  for  measuring  the  value  of  water- 
ways is  the  effective  cost  of  the  currently  useful  navi- 
gation facilities  in  terms  of  their  capacity  for  efficient 
economical  service  to  traffic  disclosed  by  survey  to  be 
available.  It  will  be  generally  conceded  that  the  de- 
velopment of  more  efficient  and  economical  transporta- 
tion routes  must  not  be  obstructed  to  save  existing 
agencies  from  loss  of  business,  else  pi'ogress  would  be 
harmfully  retarded.  In  determining  whether  one 
means  of  transportation  is  actually  more  efficient  or 
economical  than  another,  clearly  all  the  direct  costs 
which  are  incurred  in  making  each  available  must  be 
taken  into  consideration.  In  the  case  of  waterwaj^s 
the  essential  question  is  whether,  assuming  no  reduc- 
tion in  normal  rates  of  competitors,  they  make  avail- 
able alternate  means  of  transportation  which  furnish 
the  service  more  efficiently  or  economically,  considering 
all  elements  of  cost,  than  the  next  most  favorable  means. 
That  sound  basis  of  comparison  cannot  be  discarded  in 
favor  of  a  manifestly  unsound  basis  merelj'  because 
the  sound  one  is  difficult  of  determination  and  the  un- 
sound one  easy.  The  material  already  presented  as  to 
the  economic  showing  of  major  2:)rojects  completed  and 
nearing  completion  is  believed  to  constitute  adequate 
proof  that  the  inland  waterway  sj'stem  is  satisfactorily 
meeting  the  test  and  fulfilling  the  needs  of  national 
industry  and  agriculture. 

Expendititre  of  Federal  funds  for  navigation  im- 
provements.— It  is  not  within  the  province  of  this 
chapter  to  debate  the  abstract  principle  of  public  aid. 
Suffice  it  to  say  that  there  is  nothing  new  or  radical 
in  the  policy,  nor  do  the  keenest  competitors  of  inland 
Mater  transportation  challenge  its  application  to  deep- 
draft  river,  lake,  and  coastwise  channels  which  serve 
to  connect  and  extend  overland  carrier  services.  Con- 
gress evidently  finds  ample  justification  and  precedent 
for  the  assumption  by  the  taxpayer  of  all  or  part  of 
the  cost  of  these  and  many  similar  activities.  Savings 
in  transportation  costs  by  waterway  do  not  stop  with 
the  shipper  but  are  distributed  through  the  user  of  the 
facilities  to  the  consuming  j^ublic.  As  Dr.  D.  Philip 
Locklin  repeatedly  emphasizes  in  his  '"Economics  of 
Transportation,"  the  short-time  results  may  be  quite  dif- 
ferent but  the  long-time  effects  invariably  work  out  as 
described.  However,  the  principle  adds  perplexing 
inequalities  to  the  already  complicated  matter  of  traffic 
distribution  for  which  tlie  gradual  abandonment  of  the 
"added  traffic"  theory  of  fixing  rates  seems  to  offer  the 
onl}'  promising  solution.  Once  the  traffic  found  poten- 
tiallj'  adapted  to  waterway's  has  been  permitted  free 
development,  overland  agencies  cannot  successfullj- 
compete  for  it  on  a  cost  basis,  no  matter  what  statistical 
gymnastics  are  resorted  to. 
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Regulation  and  the  future  of  watericays. — With  reg- 
ulation of  inland  waterway  transportation  placed  un- 
der the  same  Federal  agency  that  regulates  railway  and 
highway  transportation,  a  gradual  and  orderly  discon- 
tiiuiance  of  present-day  uneconomic  and  destructive 
practices  is  expected.  Barge-adapted  tomiage  now 
moving  overland  at  noncompensatorj'  rates  is  of  no 
profit  to  high-cost  land  carriers  and  the  effects  of  its 
final  diversion  to  waterways  would  not  prove  dis- 
astrous. It  would  be  indefensible  to  shackle  water 
carriers  with  purel^y  artificial  and  unnecessary  expense 
burdens  merely  to  place  the  weaker  and  less  efficient 
carriers  in  a  more  favorable  competitive  position.  If 
there  is,  indeed,  a  surplus  of  transiiortation.  it  is  to  be 
found  among  the  weak  and  inadequate  overlapping  and 
duplicating  services  that  have  outlived  their  usefulness 
or  were  unsoundly  conceived  and  designed  in  the  first 
place.  In  the  normal  course  of  adjustment  it  will 
logically  be  these  weak,  costlj',  wastefully  uneconomic 
lines  that  are  selected  for  abandonment,  be  they  rail- 
roads, highways,  or  waterways,  and  those  remaining 
will  be  far  healthier  as  a  result  of  such  economic 
surgery. 


A  substantial  volume  of  barge-adapted  freight  will 
always  be  found  traveling  by  rail  or  truck  in  spite  of 
rate  differentials  on  account  of  superior  service  and 
accessibility.  With  the  rates  of  each  type  of  carrier 
fixed  at  its  own  compensatory  level,  both  barge  lines 
and  overland  carriers  will  profit  by  the  fi'eight  which 
seeks  their  services,  and  the  shipping  public  will  have, 
and  is  entitled  to,  the  choice  of  the  agencj-  which  best 
suits  its  particular  needs.  With  continued  managerial 
foresight,  a  cooperative  attitude  on  the  part  of  com- 
petitors and  constructive  Federal  direction  and  control, 
inland  waterway  carriers,  by  performing  the  service 
for  which  they  are  best  fitted,  are  expected  to  add 
materially  to  the  efficiency  of  industry  in  the  critical 
months  and  years  ahead.  Other  types  of  carrier  will 
reap  a  full  share  of  the  benefits.  Regulation  that  pre- 
serves for  the  public  the  inherent  advantages  of  each 
form  of  transportation  will  promote  the  physical  em- 
ployment of  waterways  to  their  maximinn  potential 
capacity  for  useful  service.  It  is  on  that  basis,  with 
a  view  to  Nation-wide  prosperity  and  security,  that  the 
maintenance  and  expansion  of  inland  waterway  facil- 
ities are  being  planned  and  carried  out. 


PART     II  — SECTION    V 
PETROLEUM    PIPE-LINE    TRANSPORTATION 

By  G.  Lloyd  Wilson  ' 


Petroleum  Production  in  the  United  States 

The  significance  of  pipe-line  transportation  of  petro- 
leum to  the  oil  industry  and  to  other  instrumentalities 
of  transportation  and  the  peculiar  importance  of  this 
industry  in  the  United  States  cannot  be  fully  explained 
without  first  describing  the  nature,  amount,  and  loca- 
tion of  petroleum  production  and  the  refining  and  dis- 
tribution of  crude  oil  and  its  products. 

The  average  annual  crude  petroleum  production  in 
the  United  States  for  the  six  decades  preceding  1940  is 
shown  in  table  1. 

In  19i0  production  reached  an  all-time  high  of 
1,351,847,000  barrels.  Petroleum  is  produced  in  com- 
mercially important  quantities  in  21  States,  three  of 
which  account  for  68.7  percent  of  the  total.  See 
table  2. 

There  were  approximately  372,469  producing  oil 
wells  in  the  United  States  in  1939.  The  distribution 
of  these  wells  by  States  and  the  average  daily  pro- 
duction per  well  in  1938-39  is  shown  in  table  3. 

Crude  petroleum  is  first  led  from  the  producing 
wells  to  field  storage.  From  there  a  system  of  gather- 
ing lines  transports  it  by  the  main  trunk  lines,  by  rail, 
or  by  pipe  line  and  tanker,  to  refineries  or  to  tidewater 

TAH1.E  1. — Average  Annual  Production  of  Petroleum,  by  Decades, 
18S0  to  1,0,3!) 

Average  annual  pioduction 
Decade  •  *  thousands  of  barrels) 

1880-89 27,295 

1890-99 53,  517 

1900-09 122,832 

1910-19 281,863 

1920-29 726,  353 

1930-39 1,  020,  153 

Source  :    U.  S.  Bureau  of  Mines,  Minerals  Year-Uuuk,  various  years. 

Table  2. — Percent  Distribution  of  Petroleum  Prochtction, 

by  States,  1030 

State :  Percent 

Texas 38.  2 

California 17.  7 

Oklahoma 12.7 

Illinois 7. 5 

Louisiana 7.4 

Kansas 4.  8 

New  Mexico 3.0 

Others 8.  7 

Source  ;  U.  S.  Bureau  of  Mines,  Minerals  Ycar-Bool:,  1940. 


for  export.  Approximately  1,204  million  barrels  of 
domestic  petroleum  and  33.5  million  barrels  of  foreign 
oil  were  run  to  stills  from  wells  or  storage  tanks  in 
1939. 

At  the  refineries  the  crude  petroleum  is  subjected  to 
one  of  the  14  different  ty^jes  of  refining  processes. 
There  are  eight  districts  having  an  aggregate  daily 
refining  capacity  of  100,000  barrels  or  more  and  52 
other  centers  whose  caf)acity  is  between  10,000  and  100,- 
000  bairels  daily.  Areas  in  which  there  are  refineries 
having  an  aggregate  capacity  of  100,000  barrels  or 
more  per  days  are: 


3 


5.  New  York,  Newark 
Bay,  N.  J.,  district. 

6.  Philadelphia,  Pa.,  port 
district. 

7.  Port  Arthur  -  Beau- 
mont -  Texas  City, 
Tex.,  district. 

8.  San    Francisco,    Calif., 

bay  district. 

Areas  having  refineries  with  an  aggregate  daily  ca- 
pacity ranging  between  10,000  and  100,000  barrels  are : 
9.  Arkansas  City,  Kans.       13.  Baltimore,  Md. 


1.  Baton  Rouge,  La.,  dis- 

trict. 

2.  Chicago,  III.,  port  dis- 

trict. 
Houston,  Tex.,  port  dis- 
trict. 
4.  Los     Angeles,     Calif., 
basin  district. 


10.  Ashland,  Ohio,  to  Cat- 

lettsburg,  Ky. 

11.  Augusta,  Kans. 

12.  Bakersfield,    Leber, 

Calif. 


14.  Big  Springs-Colorado, 

Tex. 

15.  Billings-Laurel,  Mont. 

16.  Blackwell,  Okla. 

17.  Borger,  Tex. 


'  Consultant,  National  Resources  Planning  Board.  The  autlior  has 
I)een  assisted  in  preparation  of  tile  material  for  tliis  report  by  Doris 
L.  Wliitnftck. 
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Table  3. 

—Crude  Oil  Production 

by  States,  1039 

state 

Number  of 

active  wells, 

1939 

Average  daily 
production 
(barrels  per 
well),  1939 

United  States  total                                                  --  - 

372,469 

9.24 

Arkansas 

3,020 

14, 188 

201 

16,  614 

1,379 

23,  707 

14,320 

6,324 

2,758 

1,923 

2,990 

14,  250 

29,  710 

5,5,654 

78,  725 

90,  736 

13,  200 

3,770 

19,38 

43.32 

19.10 

Illinois                                                                      

15.  15 

Indiana 

2.85 

C.84 

1.08 

49.32 

23.  60 

10.81 

34.62 

.98 

Ohio                                          -  -  

.29 

7.65 

.60 

Texas                                            

14.65 

.73 

15.46 

Source:  Oil  and  Gas  Journal.  January  25,  1940,  Petroleum  Publishing  Co.,  Tulsa, 
Okla. 
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18.  Boston,  Mass.,  district. 

East  Braintree  and 

Everett. 
Buffalo  -  Tonawanda, 

N.  Y. 
Casper,  Wyo. 
Cincinnati    -    Hoovei-, 

Ohio,  and  Latonia. 

Ky. 
Cleveland,  Ohio. 

23.  Coffeyville.  Kans. 

24.  Corpus   Christi-Ingle- 

side,  Tex. 
Cushing,  Okla. 
Detroit  -  Trenton, 

Mich. 
Drumright,  Okla. 
Eldorado,  Kans. 
Eldorado  -  Union 

County,  Ark. 
30.  El  Paso,"  Tex. 


19, 

20 
21, 


22, 


25, 
26, 

27, 
28, 
29 


31.  Enid,  Okla. 

32.  Fort  AVorth,  Tex. 

33.  Franklin  -  Rquseville, 

Oil  City,  Pa. 

34.  Graybull,    Big    Horn 

County,  Wyo. 

35.  Heath,  Ohio. 

36.  Kansas    City,    Mo. 

Kansas  City- Argen- 
tine, Kans. 

37.  Lawrenceville,  111. 

38.  Lima,  Ohio. 

39.  Lockport,  111. 

40.  Longview  -   Glade- 

water,  Tex. 

41.  Louisville,  Ky. 

42.  McPherson,  Kans. 

43.  Neodesha,  Kans. 

44.  New  Orleans,  La. 

45.  Okmulgee,  Okla. 

46.  Pittsbursrh.  Pa. 


47.  Ponca  City,  Okla.  54. 

48.  Providence,  R.  I.  55. 

49.  Robinson,  111.  56. 

50.  San  Antonio,  Tex.  57. 

51.  Shreveport,  La.  58. 

52.  Sugar  Creek,  Mo.  59. 

53.  Toledo,  Ohio.  60. 

The  approximate  location  of 
refining  centers  listed  above  is 

Distribution  of  Petroleum 


Tyler-Henderson,  Tex. 
Wellsville,  N.  Y. 
West  Dallas,  Tex. 
West  Tulsa,  Okla. 
Wichita,  Kans. 
Wichita  Falls,  Tex. 
Wood  River.  111. 

the  major  and  minor 
shown  in  figure  42. 


Four  types  of  carriers  compete  for  crude  petroleum 
traffic — pipe  lines,  tankers  and  barges,  railroads,  and 
motor  trucks.  Routes  embracing  several  of  these  types 
of  transportation  are  not  uncommon.  During  the 
hearings  before  the  Temporary  National  Economic 
Committee,  it  was  stated  that  in  each  year  between 
1934  and  1937,  about  71  percent  of  the  crude  oil  re- 
ceived at  refineries  was  delivered  by  pipe  line,  26  per- 
cent by  tanker  or  barge,  and  3  percent  by  tank  cars  and 


MAJOR  AND  MINOR  PETROLEUM  REFINING  DISTRICTS 


LEGEND 

REFINERIES    WITH   DAILY  CAPACITY 
OF  100,000  BARRELS    OR  OVER 

REFINERIES   WITH  DAILY  CAPACITY 
OF  10,000  TO  100  000  BARRELS 

LOCATION  OF  REFINERIES  IS  SHOWN 
ON  PAGES  15  AND  16 


REGIONS 

1  MIDCONTINENT 

2  CALIFORNIA 

3  GULF  COAST 

4  APPALACHIAN 

5  ROCKY   MTS. 

6  LIMA-INDIANA 

7  ILLINOIS- INDIANA 


trepan^  m  oHicc  of  the  Nation.il  Resources  Committee 


Figure  42 
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trucks.-  A  very  heavy  movement  of  both  crude  oil  and 
gasoline  by  tanker  from  Gulf  of  Mexico  ports  to  At- 
lantic Coast  refineries  was  reported.  This  oil  is  orig- 
inated in  producing  fields  in  Texas.  Oklahoma,  and 
Louisiana.  The  volume  of  crude  petroleum  originated 
by  pipe  lines,  railroads,  and  water  carriers  during 
1926, 1931,  1935,  and  1939  is  sliowii  in  table  4. 

Table  4. — Ci-ude  Petroleum  Originated  by  Pipe  Line,  Railroad, 
and  Water  Carrier,  1926, 1931, 1935,  and  1939 

[Thousands  of  barrels] 


Year 

Pipe  lines  • 

Railroads  & 

Water  car- 
riers e 

1926                     --- 

397, 320 
489, 135 
722, 995 
802,  82S 

■     69,  no 
47,929 
22,490 
3S,  153 

304, 196 

1931                                       .    

218,468 

1935        ■ - 

244,961 

1939                                            

302.  735 

Source:  «  Slatislics  of  Oil  Pipe  Lines,  various  years.  Interstate  Commerce  Commis- 
sion. 

>  Freight  Commodity  Stalisties,  Class  1  Steam  Raihiays  in  the  United  States,  Inter- 
state Commerce  Commission,  for  various  years  ending  December  31. 
'  Annual  Report  of  the  Chief  of  Engineers,  U.  S.  Army,  part  2,  various  years. 

A  large  portion  of  the  crude  oil  moving  in  interstate 
commerce  is  transported  by  pipe  line.  The  number  of 
barrels  transported  rose  steadily  until  1931,  suffered  a 
decline  in  1931-32,  but  recovered  in  1933  and  reached 
its  all-time  peak  in  1934.  Since  then,  the  volume  has 
fluctuated ;  and  in  1939  amounted  to  212  percent  of  that 
for  1920;  but  was  only  94  percent  of  the  peak  year. 
The  crude  oil  traffic  of  pipe  lines  reporting  to  the 

Table  5. — Crude   Oil  Trafflo  of  Pipe  Lines  Reporting   to   the 
Interstate  Commerce  Commission,  1931  to  1939 


Year 

Barrels 
originated 

Received 

from 

connecting 

lines 

Total 
trans- 
ported 

Ratio  of  oil 
originated 
to  oil 
trans- 
ported 

Average 
haul 

Thousands 
489, 135 
722,996 
802,828 

Thousands 

of  barrels 

(«) 

281, 970 
330, 139 

Thousands 
of  barrels 
1, 127,  796 
1,004,965 
1,132,967 

Percent 
43 
72 
71 

Miles 

1935 --- 

295.7 

1939                --- 

330.3 

"  Not  available. 

Source:  Statistics  of  Oil  Pipe  Lines,  various  years.  Interstate  Commerce  Com- 
mission and  Federal  Coordinator  of  Transportation,  Section  of  Transportation 
Service. 

Table  6. — Movement  of  Domestio  Refined  Petroleum  Products 
Originated  by  Pipe  Line,  Railroad,  and  Water  Carrier,  1926, 
1931,  1935,  1939 

[Thousands  of  barrels] 


Y'ear 

Pipe  line  « 

Railroad  » 

Water 
carrier  " 

1926                                       

353,086 
401, 260 
255,727 
355,  717 

450,  697 

1931               

15,658 
43,  593 
70, 152 

439,  322 

1935                                    .  .  

666, 965 

1939          -      .  - 

722,829 

Source:  "  Statistics  of  Oil  Pipe  Lines,  Interstate  Commerce  Commission. 

'  Freight  Commodity  Statistics,  Interstate  Commerce  Commission,  various  years. 

'  Annual  Report  of  the  Chief  of  Engineers,  V.  S.  Army,  part  2,  various  years. 


Interstate  Commerce  Commission  is  shown  in  table 
5  for  the  years  1931. 1935,  and  1939. 

Complete  data  regarding  the  movement  of  refined 
petroleum  products  bj-  various  types  of  carriers  are 
not  compiled  hj  any  one  agencj',  nor  can  the  fragmen- 
tary data  from  different  sources  be  pieced  together  to 
form  a  composite  picture.  In  some  tabulations  refined 
petroleum  traffic  is  combined  with  crude  petroleum 
traffic.  The  combined  water,  rail,  and  pipe-line  move- 
ment of  refined  petroleum  products  is  presented  in  table 
6 ;  motor-carrier  shipments  are  not  available. 

Pipe  lines  are  the  only  carriers  which  have  enjoyed 
a  steady  increase  in  volume  of  refined  petroleum  trans- 
ported. In  1926,  they  had  a  very  insignificant  amount 
of  traffic,  but  hj  1939,  they  were  originating  70,152,309 
barrels  or  6  percent  of  the  total  amount  carried  by 
water,  rail,  and  pipe.  Table  7  shows  the  refined  oil 
traffic  of  pipe  lines  reporting  to  the  Interstate  Com- 
merce Commission,  1935  to  1939. 

Table  7. — Refined  Oil  Traffic  by  Pipe  Lines  Reporting  to  the 
Interstate  Commerce  Commission,  1935  to  1939 


Y'ear 

Barrels 
transported 

Number  of 
barrels 

originated 
on  line 

Number  of 

barrels 
received 
from  con- 
necting 
lines 

Barrel-miles 
transported 

Average 
haul 

1935    

Thousands 
53,875 
62,  489 
80,  509 
88,568 
95,  060 

Thousands 
43, 593 
51,547 
62,  978 
65, 117 
70, 152 

Thousands 
10, 282 
10,941 
17,  530 
23,451 
24, 908 

Thousands 
'"17,196.273 
'18,441,905 
22, 346,  832 
23,687,157 
24,  429,  632 

Milet 
395 

1936 

358 

1937 - 

365 

1938 ---- 

364 

1939    

348 

<»  Data  not  available  for  3  companies. 
'  Data  not  available  for  1  company. 

Source:  Interstate  Commerce  Commission,  Statistics  of  Oil  Pipe  Line  Companies, 
1939. 

Growth  of  Petroleum  Pipe  Lines 

The  pipe-line  system  in  1939  consisted  of  approxi- 
mately 61,000  miles  of  crude  oil  trunk  lines,  6,750  miles 
of  gasoline  lines,  and  55.000  miles  of  gathering  lines.' 
The  crude  oil  trunk  lines  transport  petroleum  from  all 
gathering  tank  farms  to  the  refineries  or  ports;  gaso- 
line trunk  lines  extend  from  refineries  or  ports  to  dis- 
tributing points;  and  gathering  lines  bring  petroleum 
from  the  wells  to  tank  farms,  concentrating  and  storage 
points,  trunk  pipe  lines,  or  to  railroad  loading  racks. 

The  location  of  gathering  lines  is  determined  by  the 
location  of  oil  wells,  but  the  trunk  lines  are  dependent 
also  upon  the  location  of  refineries  and  markets.  Trunk 
pipe  lines  frequently  transport  crude  petroleum  to  tide- 
water or  railroad  terminals  but  the  majority  terminate 
at  refineries.  Some  refineries,  including  those  in  New 
England,  are  not  connected  with  trunk  pipe  lines,  but 
the  majority  of  the  large  plants  have  at  least  one  such 


=  "Investigation  of  the  Concentration  of  Economic  Power,"  Petroleum 
Inilustry,  part  14-a,  76th  Cong.,  2d  sess.,  Sept.  25,  1939,  p.  7719. 


'  Estimate  of  American  Petroleum  In.stitiite. 
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connection.  The  mileage  of  all  pipe  lines  as  estimated 
by  the  American  Petroleum  Institute  for  selected  years 
1926  to  1939  is  shown  in  table  S. 

Table  8. — Petroleum  Pipe-line  MiJeage,  for  Selected  Years, 
1926-1939 


Year 

Crude  oil 
trunk 
lines 

Crude  oil 

gathering 

lines 

Gasoline 
pipe 
lines 

Total 
mileage 

1926.... 

44,470 
58,020 
57,820 

6i,ono 

45,700 
53, 640 
52, 760 
55.  000 

90. 170 

1931 

3,274 
4,458 
6,750 

114, 934 
115,  760 
122,  750 

1936 

1939 

Source:  American  Petroleum  Institute,    Petrokum  Fads  and  Figures,  7th  ed., 
1941. 

The  growth  of  the  network  of  pipe  lines  has  been 
very  rapid  since  1920.  Prior  to  this  time  the  principal 
movement  of  crude  petroleum  from  the  midcontinent 
district  to  the  Atlantic  seaboard  was  by  pipe  lines. 
After  1920,  as  a  result  of  the  development  of  trans- 
portation by  water  from  California  and  from  Gulf 
of  Mexico  ports  to  eastern  refineries,  the  direct  pipe- 
line movement  of  crude  from  the  midcontinent  field 
to  the  Atlantic  seaboard  declined  to  a  comparatively 


small  figure.  A  number  of  pipe  lines  in  the  east  were 
abandoned  or  adapted  to  transport  petroleum  from 
the  east  coast  Avestward,  several  were  converted  into 
natural-gas  pipe  lines  and  one  was  made  over  to  carry 
refined  products.  Although  pipe-line  movement  from 
the  midcontinent  district  to  the  seaboard  diminished, 
expansion  of  i-efining  facilities  in  the  Central  States 
necessitated  the  construction  of  several  new  pipe  lines 
and  the  looping  of  most  of  the  others  in  order  to 
increase  their  carrying  capacity. 

Eoutes  of  the  principal  crude  and  refined  petroleum 
pipe  lines  in  the  United  States  ai-e  reproduced  in 
figures  43  and  44.  A  sketch  map  of  a  typical  gather- 
ing-line system  is  shown  in  figure  45. 

At  the  close  of  1939  there  were  63  pipe-line  carriers 
reporting  to  the  Interstate  Commerce  Commission. 
These  companies  operated  53,641  miles  or  87  percent 
of  all  crude  oil  trunk  lines,  39,573  miles  or  74  percent 
of  all  crude  oil  gathering  lines,  and  5,467  miles  or  75 
percent  of  all  trunk  lines  for  transporting  refined 
petroleum  products. 

Gathering   lines  are   often   laid    witli   the   idea   that 
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they  are  to  be  moved  as  soon  as  the  Hush  output  of 
the  field  declines;  trunk  pipe  lines,  on  the  other  hand, 
are  more  permanent  installations.  Because  of  their 
less  permanent  nature,  gathering  lines  are  frequently 
placed  on  the  surface  of  the  ground  and  are  rarely 
treated  with  a  preservative  coating.  In  some  cases, 
gathering  lines  have  been  taken  up  and  relaid  in  new 
locations  several  times  within  a  5-year  period,  hence 
the  increase  of  7,940  miles  in  the  total  mileage  of  gath- 
ering lines  between  1926  and  1931  shown  in  table  8 
does  not  reflect  accurately  the  mileage  of  gathering 
lines  actually  laid  during  that  period. 

The  different  pipe  lines  vary  greatly  in  physical 
characteristics,  particularly  with  respect  to  the  size  of 
pipe.  In  table  9  the  1936  mileage  of  crude  oil  lines  is 
classified  by  pipe  sizes.  On  trunk  lines  sizes  between 
6  and  12  inches  seem  to  predominate.  Small  pipe 
(under  6  inches)  and  large  pipe  (over  12  inches)  are 
generally  used  onlj-  to  meet  special  operating  condi- 
tions. The  most  common  size  of  pipe  used  in  gathering 
lines  is  2  inches  in  diameter.  There  were,  however, 
10,370  miles  of  large-diameter  gathering  lines,  approxi- 
mately 20  percent  of  the  total  gathering  system  mileage. 


A  considerable  portion  of  this  large-sized  pipe  is  in 
service  in  California  and  in  west  Texas  where  the 
wells  have  a  high  average  yield. 

Great  progress  has  been  made  during  recent  j-ears 
in  petroleum  pipe-line  construction,  chiefly  by  the  use 
of  larger  diameter  and  stronger  pipe,  by  the  substitu- 
tion of  the  welded  joint  for  the  screw  joint,  and  by 
use  of  better  methods  for  preventing  corrosion.  The 
use  of  larger  pipe  line  in  trunk-line  construction  has 

Table  9. — Crude  Oil  Pipe-Line  Mileage,  iy  Sizes,  June  30,  1936 


Size,  inside  diameter 

Miles  of 

trunk  pipe 

line 

Miles  of 

gathering 

line 

Total 

mileage  of 

trunk  and 

gathering 

line 

X\l  sizes         ..... 

67,820 

52, 760 

110, 580 

2  inches          . .  .  .  . 

19,620 
9,220 

19,620 
9,220 

3  inches 

1.270 
3,990 
10,460 

■1  inches 

13,550 
7,680 
2,690 

17  540 

More  than  6  inches.  . 

■^'ew 

27, 060 

9,450 

5,  510 

80 

27,060 
9,450 

10  inches 

Source:  Compiled  from  S^irvey  of  Crude  Oil  in  Storage,  19S^-S7,  V.  S.  Bureau  of 
Mine?,  September  1938. 
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been  motivated  by  a  desire  to  reduce  operating  costs 
even  when  it  is  necessarj-  to  increase  the  initial  in- 
vestment in  order  to  do  so.  Laying  of  stronger  pipe, 
particularly  seamless,  has  resulted  from  the  desire  to 
increase  delivery  capacitj'  without  enlarging  the  diam- 
eter of  the  pipe — in  other  words  to  permit  increases 
in  operating  pressure.  In  addition  to  improvements 
m  the  pipe  itself,  there  has  been  steady  teclmological 
advance  in  the  methods  of  laying  ijipe.  The  most  im- 
portant development  of  this  kind  is  the  use  of  welding 
for  connecting  the  joints.  Screw  lines  have  also  been 
reconditioned  by  welding  the  couplings.  The  corrosion 
problem  is  serious  and  the  chief  method  employed  in 
preventing  it  is  to  coat  the  pipe.  The  mileage  of  oil 
trunk  line  protected  by  a  coating  of  i/ie  inch  or 
greater,  amounted  to  41  percent  of  the  total.  The 
cathodic  protective  treatment  has  emerged  from  the 
experimental  state  and  is  now  being  widely  used.  An- 
other change  in  pipe-line  construction  and  operation 
has  been  the  reconditioning  of  old  equipment  and  the 
installation  of  additional  new  pumping  facilities  in 
order  to  increase  the  carrying  capacity  of  the  lines. 


As  a  result  the  carrying  capacities  of  a  number  of  older 
pipe  lines  have  been  increased  40  percent  or  more. 
There  has  also  been  a  tendency  to  reduce  the  time  the 
pipe  lines  are  shut  down  due  to  failure  of  pumping 
equipment,  breaks  in  the  lines,  or  other  causes.  Im- 
proved design  of  the  lines,  better  training  of  personnel, 
and  improved  equipment,  have  made  this  possible. 

Pipe-Line  Storage  Capacity 

There  are  several  tjqjes  of  storage  facilities  for 
peti-oleum.  Working  storage  facilities  are  those  re- 
quired for  the  efficient  operation  of  the  lines.  Other 
facilities  are  required  at  the  points  of  origin  for  stor- 
age of  petroleum  awaiting  movement  or  sale,  or  at 
destination  while  it  awaits  refining  or  further  move- 
ment. These  facilities  are  located  in  the  oil  fields;  at 
the  junction  points  between  gathering  lines  and  trunk 
lines  or  between  two  or  more  trunk  lines;  at  ports 
where  the  oil  is  transshipped  from  trunk  lines  to  steam- 
ships; at  points  where  the  oil  is  transferred  from  pipe 
lines  to  railroads;  and  at  the  refining  centers.  Crude 
petroleum  storage  facilities  as  of  June  30,  1936,  con- 
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sisted  of  15,094  tanks  with  :i  capacity  of  approxi- 
mately 583  million  barrels  distributed  as  follows :  3,390 
tanks  with  a  capacity  of  56  million  barrels  at  pipe-line 
stations:  8,621  storage  tanks  with  a  capacity  of  423 
million  barrels  at  tank  farms;  and  3,083  tanks  with  a 
capacity  of  104  million  barrels  at  refineries.  Net 
stocks  "at  that  time  inchided  278,997,000  barrels  in 
tanks  and  21.553,000  barrels  of  pipe-line  fill. 

Pipe  Lines  as  Common  Carriers 

Prior  to  1906  regulation  of  petroleum  pipe  lines  was 
left  entirely  to  individual  States.  The  first  Federal 
statute  upon  the  subject  was  the  Hepburn  Act  of  1906 
which  amended  section  1  of  the  Act  to  Regulate  Com- 
merce. This  legislation  provided  that  the  act  should 
apply  to  any  corporation,  person,  or  persons  engaged 
in  tlie  transportation  of  oil  or  any  commodity  (except 
water  and  natural  or  artificial  gas)  "by  means  of  pipe 
line  or  partly  by  pipe  line  aiul  partly  by  railroad,  or 
partly  by  pipe  line  and  partly  by  water  *  *  *  from 
one  State,  territory,  or  district  of  tlie  United  States 
or  to  any  foreign  country." 

The  status  of  petroleum  pipe  lines  under  the  Inter- 
state Commerce  Act  first  came  before  the  Interstate 
Commerce  Commission  in  1912  in  In  the  Matter  of 
Pipe  Lines.*  In  this  proceeding  several  petroleum 
pipe-line  companies  contended  that  their  lines  were 
built  over  privately  acquired  rights-of-way  and  that 
the  oil  transported  was  the  property  of  the  proprietary 
companies.  For  these  reasons  the  companies  contended 
that  they  were  not  common  carriers  and,  therefore,  not 
subject  to  the  Act.  It  developed  that  most  of  these 
pipe-line  companies  required  the  independent  petroleum 
producers  to  sell  the  oil  to  the  pipe-line  companies 
prior  to  its  transportation.  The  Commission  construed 
the  Hepburn  Act  to  place  under  its  jurisdiction  any 
pipe-line  companies  transporting  petroleum  in  inter- 
state connnerce  whether  or  not  they  had  held  themselves 
to  be  common  carriers  of  petroleum  in  interstate  com- 
merce prior  to  the  passage  of  the  Hepburn  Act.  The 
Commission  also  found  that  the  transfer  of  a  portion 
of  the  property  of  what  was  actually  a  common-carrier 
pipe  line  to  a  private  corporation  without  any  corre- 
sponding change  in  the  actual  activities  of  the  pipe 
line  did  not  render  the  pipe  line  inunune  from  the 
provisions  of  the  Act  nor  relieve  it  from  its  obligations 
as  a  common  carrier.  Accordingly,  the  Commission 
ordered  all  of  the  interstate  pipe-line  companies  to 
file  tariffs  of  rates  and  charges  in  compliance  with  the 
provisions  of  section  6  of  the  Interstate  Commerce 
Act. 

The  lawfulness  of  this  requirement  was  upheld  by 


the  United  States  Supreme  Court  as  a  result  of  pro- 
ceedings instituted  by  the  pipe-line  companies  to  set 
aside  the  order  of  the  Commission. =  In  the  Uncle  Sam 
Oil  Co.  case,  the  Supreme  Court  found  that  a  petroleum 
pipe  line  used  for  the  sole  purpose  of  transporting 
petroleum  of  an  oil  company  from  its  own  wells  in  one 
State  to  its  own  refinery  in  another  State  was  not  en- 
gaged in  the  transportation  of  petroleum  in  interstate 
commerce  as  a  common  carrier,  but  in  the  operation  of 
a  plant  facility. 

The  Transportation  Act  of  1920  further  amended  the 
Interstate  Commerce  Act  in  section  1  (3)  to  provide 
that  the  term  "common  carrier"  as  used  in  the  Inter- 
state Commerce  Act  should  include  all  pipe-line  com- 
panies engaged  in  interstate  commerce.  The  act  as 
it  now  stands  stipulates  "that  the  provisions  of  the  act 
shall  apply  to  common  carriers  engaged  in  *  *  * 
the  transportation  of  oil  or  other  commodities,  except 
water  and  except  natural  or  artificial  gas,  by  pipe 
line,  or  partly  by  pipe  line  and  partly  by  railroad  or 
by  water." " 

The  question  of  the  constitutionality  of  state  statutes 
fixing  the  common-carrier  status  of  petroleum  pipe 
lines  came  before  the  Federal  courts  on  several  occa- 
sions.' In  a  leading  case,  Producers''  Transportation 
Companij  v.  Railroad  Commission  of  California,  the 
United  States  Supreme  Court  upheld  the  constitution- 
ality of  the  California  statute  which  provides  that 
every  private  corporation  or  individual  operating  "any 
pipe  line  or  any  jiart  of  any  pipe  line  *  *  *  for 
the  transportation  of  crude  oil  *  *  *,  directly  or 
indirectly,  to  or  for  the  public,  for  hire  *  *  *  and 
which  said  pipe  line  *  *  *  is  constructed  or  main- 
tained upon,  along,  over,  or  under  any  public  highway, 
and  in  favor  of  whom  the  right  of  eminent  domain 
exists,"  shall  be  considered  to  be  a  common  carrier, 
and  subject  as  such,  to  the  jurisdiction  of  the  California 
Railroad  Commission.  The  Court  held  also  that  a  com- 
mon carrier  may  not  prevent  or  postpone  the  exercise 
of  the  power  of  a  State  to  regulate  the  carrier's  rates 
or  practices  by  making  contracts  for  future  transporta- 
tion.* The  Court  stated,  however,  "It  is,  of  course,  true 
that  if  the  pipe  line  was  constructed  solely  to  carry  oil 
for  their  producers  under  strictly  private  contracts  and 
never  was  devoted  by  its  owner  to  public  use,  that 
is,  to  carry  for  the  public,  the  State  could  not  by  mere 
legislative  fiat  or  by  regulation  or  other  permission 


''J4   I.  ('.  C.    (1912). 


=  The  Pipe  Line  Cases,  234  U.  S.  548  (1014). 

"Interstate  Commerce  Act.  section  1(1)  (b). 

'See  HaU  v.  Cumberland  Pipe  lAne  Co.,  193  Ky.  728  (1922)  ;  Standaid 
Oil  Co.  of  Louisiana  v.  Public  Service  Commission,  154  La.  557  (1923)  : 
and  Producers'  Trnnsiiortation  Co.  v.  Railroad  Commission  of  CaUfurnia, 
et  al..  251  U.  S.  228  (1920). 

'Producers'  Transportation  Comiiuny  V.  Railroad  Commission  of  Cali- 
fornia, ct  al.,  251  U.  S.  228  (1920). 
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convert  it  into  a  public  utility  or  make  its  owner  a 
common  carrier."  ° 

In  an  imiDortant  decision  in  1922,"  the  United  States 
Supreme  Court  held  that  where  a  foreign  corporation 
constructed  a  pipe  line  in  Oklahoma  it  could  not  com- 
plain of  an  Oklahoma  statute  requiring  all  corjDora- 
tions  transporting  crude  petroleum  through  pipe  lines 
to  be  deemed  common  carriers  at  common  law. 

In  a  decision  of  the  Supreme  Court  of  'Oklahoma  " 
the  court  held  that  a  pipe-line  company  engaged  in  the 
transportation  of  crude  oil  for  hire,  although  a  private 
contract  carrier  prior  to  the  passage  of  a  State  law 
declaring  such  companies  to  be  common  carriers,  be- 
came a  common  carrier  upon  the  passage  of  the  State 
law  declaring  it  to  be  such. 

In  1941  the  Southeastern  Pipe  Line  Company  con- 
structed a  pipe  line  for  the  transportation  of  refined 
products  from  Port  St.  Joe,  Fla.,  to  Bainbridge,  Ga., 
and  the  line  is  projected  to  extend  to  Atlanta,  Ga.,  and 
Chattanooga,  Tenn.  At  several  places  it  must  pass 
under  or  across  several  railroad  rights-of-way.  The 
pipe-line  company  or  its  construction  company  applied 
to  each  railroad  for  permission  to  cross  the  rights-of- 
way  of  the  respective  carriers.  It  also  sought  to  ac- 
quire other  private  property  by  condemnation  The 
permission  in  all  instances  was  refused.  The  pipe-line 
companj'  claimed  the  power  of  eminent  domain  which 
was  denied  by  the  Supreme  Court  of  the  State  of 
Georgia.  In  Bottn  v.  Southeastern  Pipe  Line  Co.^  the 
Supreme  Court  of  Georgia  held  that  the  power  of 
erhinent  domain  had  not  been  conferi-ed  upon  pine  lines 
by  the  Code  of  Georgia '-  nor  by  the  Act  of  March  27. 
1937,"  but  that  these  laws  relate  only  to  the  method  of 
exercising  the  power  where  it  otherwise  exists.  In 
January  1940.  after  permission  to  cross  the  right-of- 
way  of  the  Georgia,  Florida  &  Alabama  Ry.  had  been 
denied,  the  contractor  employed  by  the  Southeastern 
Pipe  Line  Company  entered  upon  and  drove  the  pipe 
lines  under  the  railway  right-of-way  in  Bainbridge. 
Ga.  Contempt  proceedings  were  instituted  in  the  Dis- 
trict Court  of  the  United  States  for  the  Southern 
District  of  Florida  against  the  pipe-line  company  for 
violation  of  the  injunction.  The  District  Court  ad- 
judged the  pipe-line  company  guilty  of  contempt  of 
court.  Appeal  Mas  taken  by  the  pipe-line  company  in 
the  United  States  Cii-cuit  Court  of  Appeals,  Fifth  Cir- 
cuit," and  the  Circuit  Court  affirmed  the  judgment. 


u.  s.   12."; 


»251  U.  S.  228,  230  (1920). 

^^  Pierce    Oil    Corporatism    v.    Phoenix    Ur/lninfj    Co.,    259 
(1922). 

"In  re  Champlin  Refining  Co.  129  Okla..  lOCi  (1927). 

"^Coile  of  Georgia  of  lOXi.  sictions  :!6-20J. 

"  Georgia  Lc'Kisl.aluri',  I'Xi',  4"2. 

"No.  9-109,  Soiitlieastern  I'ipc  Line  Co.  ct  al.  v.  Powell  and  Anderson 
Reeeirerx.  A.  C.  L.  R.  R.  Co.,  111!  V.  2&  4;U  (1940). 


In  September  1941,  the  pipe-line  company  was  given 
the  power  of  eminent  domain  under  authority  of  the 
Cole  Pipe  Line  Act  of  that  year. 

In  June,  1934,  the  Interstate  Commerce  Commis- 
sion by  its  own  motion  entered  upon  an  investigation 
of  the  lawfulness  of  charges  for  the  interstate 
transportation  of  crude  petroleum  by  pipe  line. 
Thirty-seven  interstate  pipe-line  carriers  were  made  re- 
spondents. On  April  3,  1936,  a  proposed  report  was 
issued,  recommending  that  the  Interstate  Commerce 
Commission  should  find  unreasonable  any  minimum 
tender  requirements  in  excess  of  10,000  barrels  of  crude 
oil  for  a  single  shipment.  In  a  later  proposed  report 
it  was  suggested  that  the  rates,  rules,  regulations,  and 
practices  of  the  respondent  pipe-line  companies  ap- 
plicable to  the  transportation  of  crude  petroleum  by 
pipe  line  be  found  not  unlawful  and  that  the  proceed- 
ings be  discontinued.  In  the  Commission's  decision 
and  order  handed  down  December  23,  1940,  the  rates, 
charges  and  regulations  as  to  minimum  tenders  of  cer- 
tain of  the  respondent  carriers  were  found  to  be  ex- 
cessive and  unreasonable  and  the  respondents  were 
required  to  show  cause  why  an  order  prescribing  reduc- 
tions in  rates  and  minimum-tender  requirements  should 
not  be  entered.^^ 

The  Federal  District  Court  for  the  Western  District 
of  Pennsylvania  has  held  that  the  fact  that  interstate 
transportation  carried  on  by  a  pipe-line  company  in- 
volved only  oil  which  the  pipe-line  company  itself 
owned  does  not  oj^erate  to  exclude  the  pipe  line  from 
provisions  of  the  Interstate  Commerce  Act  as  amended 
by  the  Hepburn  Act  since  that  Act  was  not  restricted 
to  pipe-line  companies  which  were  common  carriers  in 
the  technical  sense  but  included  all  pipe-line  companies 
engaged  in  interstate  transportation  of  oil  except  those 
carrying  oil  from  their  own  wells  to  their  own 
refineries  for  their  own  use.^'* 

On  September  30,  1940,  the  United  States  instituted 
proceedings  against  the  American  Petroleum  Institute, 
the  principal  refining  companies,  and  petroleum  pipe 
lines  engaged  in  interstate  commerce  alleging  violation 
of  the  Sherman  Anti-Trust  Act  through  alleged  restric- 
tion of  production  of  crude  petroleum  and  products, 
fixing  of  prices,  and  controlling  pipe-line  transportation 
of  crude  oil  and  refined  products.^' 

Pipe-Line  Patronage 

Unlike  other  forms  of  transportation,  ijetroleum 
trunk  lines  serve  very  few  shippers.     Most  of  the  oil 

^■■Reduced  Pipe  Line  Rates  and  aathiiing  Charges,  243  I.  C.  C.  115 
(1940). 

■»   Valroline  Oil  Co.  v.  ['.  S.  24  Foil.  Supp.  35.5  (1939). 

*'  U.  8.  V.  American  Petroleum  Institute.  Civil  .Action  No.  8524,  Di.s- 
trict  Court  of  the  United  States  for  the  District  of  Columbia,  complaint 
Hied  September  30,  1940. 
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is  carried  for  companies  affiliated  directly  or  indirectlj' 
with  the  pipe-line  companies.  A  much  larger  propor- 
tion of  the  traffic  of  gathering  lines,  however,  is  trans- 
ported for  independent  producers.  The  use  of  pipe 
lines  by  petroleum  producers  not  having  a  community 
of  interest  with  the  pipe-line  companies  was  surveyed 
in  1933  by  Dr.  W.  M.  W.  Splawn.^^  Table  10  shows  the 
relationship  of  oil  transported  for  those  having  no 
interest  in  the  pipe-line  companies  to  the  total  oil  trans- 
ported in  trunk  and  gathering-line  service  for  the  year 
1931.  Answers  to  T.  N.  E.  C.  questionnaires  indicate 
that  there  are  several  arrangements  under  which  oil  is 
carried  for  the  account  of  companies  other  than  the  one 
owning  the  pipe  lines.  Under  one  arrangement,  the 
oil  transported  by  the  pipe-line  company  is  owned  by 
and  is  delivered  to  the  refining  company  for  its  own 
use.  In  a  second  case,  the  oil  may  be  owned  by  the 
pipe-line  company  or  its  subsidiaries  while  in  the  proc- 
ess of  transportation,  but  is  sold  at  the  terminals. 
Third,  the  petroleum  may  be  received  from  comiecting 
lines  affiliated  with  the  refiner  who  owns  the  petroleum. 
Fourth,  oil  is  sometimes  transported  by  connecting  lines 
under  joint  rate  and  tlirough  rate  arrangements. 
Fifth,  oil  may  be  transported  under  exchange  agree- 
ment with  other  petroleum  companies  whereby  a  com- 
pany takes  certain  oil  at  one  point  and  delivers  like 
quantities  elsewhere  as  an  accommodation,  thereby 
avoiding  unnecessary  duplication  of  pipe  lines.  Prob- 
ably more  than  90  percent  of  the  crude  oil  transported 
through  the  pipe  lines  is  owned  by  the  transporting 

Table  10. — Ratio  of  Petroleum  or  Gasoline  Transported  for 
Customers  Having  no  Interest  in  the  Pipe  Lines,  to  the  Total 
Quantity  of  Petroleum  Transported  in  1931 


Number  of  cases 


Percentage  of  outside  petroleum  or  gasoline  transported 


Group  1  pipe  lines:  " 
None 

Less  than  1  percent 

1  to  5  percent 

5.1  to  10  percent 
10.1  to  25  percent 
25.1  to  50  percent 
Over  50  percent. 
No  data 

Group  2  pipe  lines:  <• 

None 

I  to  5  percent 
10.1  to  25  percent 
25.1  to  50  percent 
Over  50  percent 
No  data 

Group  3  pipe  line^:  " 

None 

25.1  to  50  percent 
Over  50  percent 


<■  Group  1  companies  are  subsidiaries  of  large  or  medium  size  integrated  units  of  the 
petroleum  industry;  group  2  companies  are  subsidiaries  of  partially  integrated  or 
smaller  integrated  units;  and  group  3  are  the  independent  lines. 

Source:  Report  on  Pipe  Lines,  U.  R.  No.  2192,  part  I,  72d  Congress,  2d  Sess.,  1933. 
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company.  In  cases  where  oil  is  transported  for  other 
companies,  the  service  is  apt  to  be  irregular,  of  short 
duration,  and  confined  to  a  relatively  small  number 
of  other  companies. 

The  only  pipe  line  of  which  the  present  writer  knows 
that  was  built  solely  for  carrier  purposes  by  interests 
other  than  those  connected  with  the  production  or 
refining  of  oil,  was  unsuccessful  in  attracting  traffic 
and  was  abandoned." 

Minimum  Tender  Requirements 

Petroleum  gathering  lines  generally  do  not  require 
those  who  use  their  facilities  to  offer  any  fixed  mini- 
mum quantity  of  oil  for  transportation.  On  the  other 
hand,  the  crude  petroleum  trunk  lines  and  the  refined 
oil  or  gasoline  pipe  lines  customarily  set  a  minimum 
quantity  that  may  be  tendered  as  a  single  run.  Mini- 
mum tender  requirements  of  petroleum  pipe  lines  are 
analogous  to,  but  much  larger  than,  carload  or  truck- 
load  minima  because  operating  efficiency  is  greatly  en- 
hanced by  the  shipment  of  relatively  large  quantities 
of  oil  in  single  lots. 

Trunk-line  minimum  tender  requirements  have  con- 
tributed materially  to  the  concentration  of  oil  and 
pipe-line  operation  in  a  relatively  few  companies  as 
well  as  to  the  widespread  integration  of  the  pipe  line, 
producing,  and  refining  phases  of  the  petroleum  in- 
dustry.^" Minimum  tender  requirements  of  interstate 
crude-oil  pipe  lines  reporting  to  the  Interstate  Com- 
merce Commission  in  1940  ranged  from  1,000  to  100,000 
barrels,  10,000  and  100,000  barrels  being  the  most  com- 
mon minima.  Refined-oil  minimum  tenders  generally 
range  from  25,000  to  100,000  barrels.  Many  of  these 
provide  for  split  delivery.  Companies  may  have  dif- 
ferent requirements  for  dift'erent  portions  of  line  or 
for  local  as  compared  with  joint  movements  or  no 
minimum  at  all.  In  order  to  aid  small  shippers,  the 
regular  minimum  tender  requirements  of  some  pipe- 
line companies  are  modified  so  that  smaller  lots  will 
be  received  from  individual  consignors  to  be  sent  to 
one  consignee  and  destination,  with  the  provision  that 
the  individual  consignments  will  be  held  until  the  same 
kind  and  quality  of  oil  is  received  from  other  shippers 
for  transportation  to  the  same  destination. 

An  ideal  minimum  tender  would  be  small  enough  to 
enable  the  average  shipper  to  use  the  pipe  lines  and 
at  the  same  time,  provide  a  quantity  of  oil  sufficient  to 
permit  shipments  under  practicable  working  condi- 
tions through  pipe  lines  of  different  sizes  and  capaci- 
ties.    In  1922,  the  Interstate  Commerce  Commission 


^*  The   .special    counsel    of  the   Committee   on   Interstate   and    Foreign 
rommprc(»  of  the  House  of  Representative.^. 


'"  This   company,  the   Crusader  Pipe-Line   Company  of  Arkansas,   was 
organized  in  1925.     It  never  transported  any  oil. 
=»    See  Report  on  Pipe  Lines,  op.  cit.,  p.  LXVI. 
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held  that  a  rule  requiring  shipments  to  be  tendered  in 
lots  of  not  less  than  100,000  barrels  was  unreasonable 
to  the  extent  that  it  required  tenders  in  excess  of 
10,000  barrels.-^  Recently,  a  similar  recommendation 
was  made  in  the  first  proposed  report  of  the  examiner 
in  I.  C.  C.  Docket  No.  26,570,  based  upon  the  record  in 
this  case  which  clearly  indicated  that  there  was  no 
uniformity  in  the  respondents'  minimum  tender  require- 
ments. Because  of  variations  in  the  sizes  of  the  pipe 
lines,  in  the  sizes  of  the  batches  of  oil  required  to 
operate  lines  of  different  sizes  efficiently  and  to  prevent 
mixing  of  the  different  grades  of  oil,  the  number  of 
companies  participating  in  the  hauls,  the  storage  ca- 
pacity of  the  lines  and  their  patrons,  and  the  require- 
ments of  shippers,  the  examiner  in  his  second  proposed 
report  recommended  that  it  did  not  seem  desirable  for 
the  Commission  to  fix  a  minimum  tender  that  would  be 
applicable  to  all  the  interstate  crude  pipe-lines  respond- 
ent in  tthis  case.--  In  its  decision  and  order  in  Re- 
duced  Pipe-Line  Rates  and  Gathering  Charges,  the 
Interstate  Commerce  Coimnission  required  the  respond- 
ent carriers  to  show  cause  whj'  the  tender  requirements 
to  be  filed  at  a  reasonable  maximum  and  observed  bj' 
each  respondent  without  requiring  a  uniform  tender 
rule  for  all  should  not  be  fixed  at  a  maximum  limit  of 
10,000  barrels.^^ 

Pipe-Line  Tariffs 

Petroleum  pipe-line  tariffs  are  much  sinqiler  than 
railroad  freight  tariffs,  upon  which  they  are  modeled. 
The  pipe  lines  engaged  in  interstate  commerce  are  sub- 
ject to  the  provisions  of  section  6  of  the  Interstate 
Commerce  Act  requiring  common  carriers  to  publish, 
post,  and  file  with  the  Interstate  Commerce  Commis- 
sion their  tariff  schedules  of  rates  and  charges  in  the 
form  prescribed  by  the  Commission  as  a  prerequisite 
to  engaging  in  business.-*  Similar,  but  not  identical, 
regulations  of  a  number  of  States  require  the  pipe- 
line companies  to  publish,  keep  open  to  public  inspec- 
tion, and  file  tariffs  applicable  in  connection  with  intra- 
state commerce  with  the  respective  State  commissions. 

The  rules  and  regulations  of  pipe-line  companies  are 
not  uniform,  so  that  generalization  is  difficult,  but  the 
regulations  commonly  included  in  tariffs  ai'e  herewith 
described  by  groups  as  to  content  and  general  nature. 

1.  Oil  offered  for  transport  must  be  marketable  or 
merchantable,  properly  settled,  and  contain  no  more 
than  a  stipulated  percentage  of  sediment,  water,  or 
other  impurities. 


■'  Bi-undrcd  Brothers  v.  Prairie  Pipe  Line  Co.,  ct  al.   08  I.  C.  C.  -»58 
(1922). 
-  Examiner's  proposed  report  in  I.  C.  C.  Docket  No.  26.570,  sheet  29. 
=^243  I.  C.  C.  115.  136  (1940). 
=* Interstate  Commerce  .\et,  sections  6(1).   (2),  (3),  (4).  (0).  and  (7). 


2.  The  carrier  reserves  the  right  to  gage  and  test  the 
oil  for  quantity  and  quality  prior  to  its  receipt  for 
transiDortation,  and  to  inspect,  examine,  and  test  it  in 
consignee's  tanks  after  delivery. 

3.  Pipe-line  companies  reserve  the  right  to  refuse 
to  transport  oil  involved  in  litigation  or  subject  to  liens 
for  charges,  and  the  carrier  may  require  the  shipper 
to  furnish  indenmity  bond  to  protect  the  carrier  against 
loss  arising  from  these  causes. 

4.  The  shipper  must  furnish  the  pipe-line  carrier  sat- 
isfactory evidence  that  the  consignee  of  the  oil  is  able 
to  accept  delivery  promptly. 

5.  The  carrier  reserves  lien  upon  the  goods  for  all 
unpaid  charges  and  the  oil  may  be  sold  at  public 
auction  after  tender  of  delivery  to  satisfy  lien  for 
charges.  The  carrier  may  require  the  charges  to  be 
paid  in  advance  or  to  be  guaranteed  by  the  shipper, 
consignee,  or  owner. 

6.  Extra  charges  are  made  for  special  and  terminal 
services,  including  gathering  services,  storage,  demur- 
rage, transfer,  blending  in  transit,  and  loading  the  oil 
into  tank  cars  or  vessels. 

7.  Storage  incident  to  the  transportation  of  the  oil 
is  furnished  without  charge  for  a  limited  period,  usu- 
ally 5  days,  after  tender  of  delivery  has  been  made. 
Thereafter,  storage  is  provided  at  rates  published  in 
the  tariff. 

8.  In  connection  with  the  transportation  of  crude 
petroleum  it  is  provided  that  lots  tendered  for  ship- 
ment to  established  delivery  points  may  be  stored  in 
facilities  furnished  by  the  shippers  at  places  inter- 
mediate to  destination. 

9.  Eegulations  pertaining  to  the  liability  of  the  pipe 
line  and  claims  against  it  pi-ovide  that  in  the  absence 
of  neglect  on  the  part  of  the  carrier,  its  liability  is 
limited  to  exclude  responsibility  for  loss,  damage,  or 
delay  caused  by  an  act  of  God,  fire,  flood,  riot,  insur- 
rection, rebellion,  war,  act  of  the  public  enemy,  quar- 
antine, authority  of  law,  or  act  or  default  of  the  shipper 
or  owner.  Losses  from  these  causes  are  api)<)rtioned 
pro  rata  among  the  owners  of  the  oil  in  the  carrier's 
lines.  A  special  type  of  transportation  service  some- 
times provided  by  pipe-line  companies  is  the  movement 
of  petroleum  short  distances  between  the  storage  tanks 
of  industries  or  between  industrial  storage  tanks  and 
tanks  at  junctions  of  connecting  pipe  lines.  Special 
charges  are  made  for  this  transfer  service. 

Gathering-line  tariffs  provide  rates,  rules,  and  reg- 
ulations applicable  to  the  gathering  of  the  petroleum 
at  the  wells  and  the  movement  to  and  storage  at  the 
concentration  points. 

Similar  to  the  crude  oil  pipe-line  tariffs  are  those 
published  to  govern  the  transportation  of  gasoline. 
The  pipe  line  may  require  from  the  proposed  shipper 
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separate  jnpeage  contracts  in  accord  with  arrangements 
before  any  duty  of  transportation  arises  on  the  part 
of  the  pipe-line  company.  Gasoline  is  received  for 
transportation  at  such  time  as  gasoline  of  similar  qual- 
ity and  specifications  is  currently  being  transported 
from  the  receiving  point.  Deliveries  of  oil  are  made 
wholly  or  in  part  at  any  terminal  on  the  lines  of  the 
company  or  its  connecting  pipe  lines  as  stated  in  the 
local  or  joint  tariff  issues  of  the  pipe-line  carriers  who 
are  parties  to  the  joint  arrangements.  Gasoline  of  the 
required  specifications  is  accepted  for  transportation 
in  shipments  of  not  less  than  50,000  barrels  from  one 
consigner  to  one  consignee.  A  number  of  refined  oil 
pipe  lines  require  as  a  minimum,  tender  lots  of  not  less 
than  75,000  barrels.  The  pipe-line  carriers  are  not  re- 
quired to  transport  gasoline  except  with  reasonable 
diligence  considering  the  quality  of  gasoline  to  be 
transported,  the  distance  of  transportation,  and  other 
material  elements. 

The  services  of  blending-in-transit  of  gasoline  or 
motor  fuel  compounds  is  performed  by  the  refined  oil 
pipe-line  companies  at  their  terminal  without  charge 
except  that  the  materials  or  their  cost  must  be  fur- 
nished by  the  shippers.  Refined  oil  pipe  lines  publish 
proportional  rates,  lower  than  their  local  rates,  which 
can  be  used  onlj^  in  connection  with  rates  on  gasoline 
published  by  railroads  to  establish  combination  through 
rates  by  pipe  line  and  railroad.  Provision  is  made 
for  the  absorption  by  the  refined  oil  pipe  lines  of  the 
switching  charges  of  rail  carriers  between  the  pipe 
lines'  loading  racks  and  delivery  points  in  the  switch- 
ing limits  of  the  terminals.  Rates  and  charges  named 
in  the  tariff  cover  services  performed  by  the  pipe-line 
companies  in  loading  tank  cars  and  in  the  billing  of 
the  shipments  of  gasoline. 

Pipe-Line  Rates 

A  study  of  196  typical  pipe-line  rates  applicable  in 
1932  indicates  that  the  rates  for  trunk  pipe-line  trans- 
portation of  crude  petroleum  from  corresponding 
points  of  origin  to  the  same  jDoints  of  destination  were 
about  45  percent  of  railroad  rates.  The  pipe-line  rates 
ranged  from  12  percent  to  111.4  percent  of  the  corre- 
sponding raih'oad  rates.  The  average  revenue  for  these 
movements  by  pipe  line  was  found  to  be  approximately 
48.9  cents  per  barrel ;  the  average  revenue  for  the  cor- 
responding movements  by  railroad  was  86.7  cents  per 
barrel.  The  average  pipe-line  rate  was  0.7167  mill  per 
barrel-mile ;  the  average  bj'  railroad  was  1.603  mills  per 
barrel-mile. 

A  comparison  of  878  crude  oil  rates  by  pipe  line  and 
railroad  between  corresponding  points  of  origin  and 
destination,  made  in  1034  by  R.  Van  A.  Mills,  showed 


variations  in  the  relationship  of  pipe-line  to  railroad 
rates  with  pipe-line  rates  ranging  from  6  to  105  per- 
cent of  corresponding  railroad  rates ;  the  most  common 
range  was  from  30-50  percent  and  41  percent  was 
the  average  relationship.-^  The  inference  to  be  drawn 
from  these  samples  is  that  with  a  few  exceptions  little 
or  no  attempt  has  been  made  by  railroads  to  meet  pipe- 
line rates  on  crude  petroleum. 

The  trend  in  i-ailroad  rates  on  petroleum  products 
has  generalh'  been  upward  since  1916  while  rates  upon 
crude  petroleum  have  decreased.  These  decreases  re- 
sulted from  changes  in  individual  rates  and  not  from 
general  decreases.  Pipe-line  rates,  on  the  other  hand, 
were  increased  generally  in  1920,  and  were  decreased 
upon  several  occasions  since  1922.  Few  changes  of 
major  consequence  were  made  during  1932  or  1933 
but  in  the  late  spring  and  summer  of  1934,  a  number 
of  petroleum  pipe-line  companies  filed  tariffs  with  the 
Interstate  Commerce  Commission  providing  for  sub- 
stantial rate  decreases.  In  June,  1934.  the  Interstate 
Commerce  Commission  ordered  on  its  own  motion  an 
investigation  into  the  lawfulness  of  the  reduced  trunk 
pipe-line  rates  and  gathering  charges  provided  for  in 
these  tariffs.  During  the  hearings  testimony  intro- 
duced b}'  the  carriers  tended  to  show  that  the  average 
reduction  in  rates  made  by  the  carriers  was  about  35 
percent  from  those  in  effect  in  1933. 

A  study  of  137  rates  on  crude  petroleum  via  pipe 
lines  and  railroads  from  typical  Mid-Continent,  East 
and  East  Central  Texas,  West  Texas,  Texas  Gulf,  and 
Appalachian  fields  to  ports,  refining  centers,  and  junc- 
tion points  in  Southwestern,  "Western  Trunk  line,  Cen- 
tral Freight  Association,  and  Eastern  territories 
undertaken  by  the  author  in  August,  1940.  showed  that 
the  pipe-line  rates  on  crude  petroleum  iov  these  repre- 
sentative movements  were  approximately  34.77  per- 
cent of  the  prevailing  railroad  freight  rates  between 
corresponding  points  of  origin  and  destination. 

The  situation  with  respect  to  rates  on  gasoline  and 
refined  oils  by  pipe  line  and  railroad  differs  materially 
from  that  in  crude  oil  transportation  rates.  Policies 
of  pipe-line  companies  var}'  greatly  in  making  rates 
on  refined  petroleum.  Certain  of  the  largest  pipe-line 
companies  serving  the  Mid-Continent  Field  and 
Middle-Western  distributing  centers  formerly  made 
rates  on  gasoline  approximately  equal  to  the  railroad 
tank  car  rates  between  the  same  points  of  origin  and 
destination,  and  constructed  proportional  rates  vari- 
ously lower  than  the  rates  from  the  principal  points  of 
origin  to  the  major  terminals  to  be  used  when  the 
gasoline  moved  by  rail  from  pipe-line  terminals  to 


-'•'  Mills.   R.  Van  A.,   The  PUic  Lines'  Place  in  the  Oil  Inrliistnj,  New 
York,  1935,  pp.  112-130. 
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points  of  distribution  or  consumption.  These  propor- 
tional rates  are  made  in  such  a  way  tliat  the  combina- 
tion of  the  proportional  pipe-line  rates  from  points  of 
origin  to  the  pipe-line  terminals  plus  the  rail  rates 
from  the  pipe-line  terminals  to  the  final  destination  are 
less  than  the  direct  all-rail  rates  from  the  points  of 
origin  to  the  final  destinations. 

Gasoline  rates  from  the  Southwest  to  the  Midwest 
were  found  ahnost  equal  via  pipe  lines  and  railroads  av- 
eraging 1.161  cents  and  1.169  cents,  respectively,  per  ton- 
mile  on  an  average  haul  of  about  566  miles.  From  the 
Eastern  seaboard  over  an  average  distance  of  215  miles 
pipe-line  rates  were  0.882  cent  as  compared  with  rail 
rates  of  2.215  cents.  A  study  of  81  representative 
pipe-line  and  raih'oad  gasoline  rates  in  effect  Septem- 
ber 1, 1910,  including  rates  for  movements  in  the  South- 
west, Midwest,  and  Eastern  sections  of  the  United 
States,  show  that  the  average  pipe-line  rate  was  63.17 
percent  of  the  railroad  rate.  Table  11  presents  a  brief 
summary  of  average  relationships  of  pipe-line  and  rail- 
road rates  on  crude  petroleum  and  gasoline.  This  frag- 
mentary information  indicates  that  the  level  of  pipe- 
line rates  on  crude  oil  relative  to  rail  rates  has  been 
decreasing  in  recent  years.  It  indicates  also  that  the 
gasoline-rate  structures  vary  greatly  in  different  sec- 
tions of  the  country. 


Table  11.- 


-Average  Relationship  of  Pipe-Ltne  to  Railroad  Rates 
on  Crude  Petroleum  and  Gasoline 


Eatio  of  pipe-line  to  rail  rates 

Year 

Crude  pe- 
troleum 

Gasoline 

Reference 

1932 

Percent 
44.7 

42.1 
41.0 

35.7 
34.8 

Percent 

1934. 

(Southwest  to  Midwest,  100  _  _ 
\  East  to  Midwest,  40 

portation.  Section  of  Trans- 
portation Service,  Decem- 
ber 1932. 

aid,  August  1934. 

1934 

1938 

East  to  Midwest  43 

E.  v.  A.  MUIs,  The  Pipe 
Lines'  Place  in  the  Oil  In- 
dustry, 1935. 

243  I.  C.  C.115,  124,    (1940). 

1940 

/Average— 63.17 

\East  to  Midwest  42.5 

IG.    Lloyd    Wilson,    August 
/    1940. 

Recently  there  has  been  much  discussion  of  the 
possibilities  of  establishing  multiple-car  rates  upon  gas- 
oline and  other  refined  petroleum  products  substantially 
below  the  prevailing  carload  rates.  Several  remedies 
have  been  suggested  to  permit  the  so-called  independent 
producer  to  reach  his  markets  in  face  of  competition 
with  producers  who  have  their  own  pipe  lines  or  tank 
steamers  or  who  can  otier  oil  in  large  lots  to  pipe  lines. 
One  remedy  calls  for  the  removal  of  gasoline  and  crude 
oil  lines  from  control  by  refining  companies  so  that  the 
lines  will  be  common  carriers  in  fact  as  well  as  in 
law.     A  second  alternative  proposes  the  creation  of  a 


government  control  authority  to  enforce  common- 
carrier  practices.  Ownership  would  thereby  remain  as 
it  is,  but  the  law  would  be  more  rigidly  enforced.  It 
is  urged  that  the  "commodities  clause"  be  applied  to 
pipe  lines,  so  they  be  prohibited  from  transporting  oil 
owned  or  produced  hy  them.  Another  plan  suggests 
that  "pipe-line  costs  of  transportation"  be  accepted  "as 
an  accurate  measure  of  the  value  of  transportation 
services  performed  by  rails"  and  that  rail  rates  be 
reduced  "to  competitive  levels."  ^^ 

Investment,  Revenues,  and  Costs 

The  63  pipe-line  companies  under  the  jurisdiction  of 
the  Interstate  Commerce  Commission  reported  an  in- 
vestment of  about  $830,000,000  and  a  net  investment 
after  depreciation  of  $384,313,115.  Operating  revenues 
for  these  companies  in  1939  amounted  to  $168,000,000 
for  trunk  lines  and  $14,000,000  for  gathering  lines. 
Revenues  came  almost  wholly  from  transportation 
charges,  those  from  storage  and  rent  being  relatively 
small.  Total  net  income  of  all  these  companies  was 
nearly  $81,000,000.  Six  companies  showed  a  deficit 
in  pipe-line  operating  income  and  five  showed  a  deficit 
in  net  income.  Total  operating  expenses  amounted  to 
$97,000,000,  divided  as  shown  in  table  12.  The  average 
operating  i-atio  was  57.73  percent  for  gathering  lines 
and  42.60  percent  for  trunk  lines. 

Table  12. — Operating  Expenses  of  Pipe  Lines  Reporting  to  the 
Interstate  Commerce  Commission,  1939 

[Thousands) 


Trunk 
lines 

Gathering 
lines 

Total 

Total                                            

$71,001 

$25,529 

.?97, 130 

36, 598 

25,130 

4,775 

5,098 

10, 191 
10,707 
2,530 
2,001 

46, 789 

Transportation                                   

35,837 

7,405 

other  operating  expenses      --             .  . 

7,099 

«  Maintenance  expenses  include  depreciation  where  charged  but  do  not  include 
taxes. 

Source:  I.  C.  C.  Statistics  of  Oil  Pipe  Lines  Compatiies,  statement  No.  4044,  1939. 

An  analj'sis  of  operating  expenses  of  the  55  crude- 
oil  trunk  lines  reporting  to  the  Interstate  Commerce 
Commission  in  1939  shows  that  the  cost  of  trunk-line 
operation  ranged  from  0.009  cent  to  0.882  cent  per 
barrel-mile,  an  average  of  0.023  cent  per  barrel-mile. 
Combined  costs  of  gathering-line  and  trunk-line  opera- 
tion for  petroleum  transported  by  the  trunk  lines 
ranged  from  0.017  cent  to  1.264  cents  per  barrel-mile, 
an  average  of  0.033  cent  per  barrel-mile.  Operating 
expenses  of  refined  oil  lines  indicate  that  for  the  year 
ending  December  31,  1939,  cost  of  trunk-line  operation 


-"  Sluitford,  John  E.,  statement  prepared  for  the  Temporary  Economic 
Committee,  Exhibit  No.  1184,  hearings  before  T.  N.  E.  C.  part  15, 
Petroleum  Indtistru,  section  II,  October  193S1,  p.  5544. 
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T.\BLE  1.3. — Average  Cost  Per  Barrel-Mile  for  Gasoline  Transported  by  Major  Oil  Companies,  1929-38 

[Cents  per  barrel-mile] 


Company 

1929 

1930 

1931 

1932 

1933 

1934 

1935 

1936 

1937 

1938 

0.  2140 

0.  2580 

0.2600 

0.3680 
4.0855 

0. 4420 

.4121 
.1027 
(») 
.1300 

0.3870 

.6953 
.0903 
(•) 
.1400 

0.2870 

.4378 
.0687 
.2626 
.1400 

0. 1290 

.2746 
.0617 
.2440 
.1000 

0. 1230 

.2446 
.0645 
.1872 
.1000 
.1020 
.0706 
.0721 
.0624 
.0508 

0.4590 

Pure  Oil  Co.  (The) 
U  s  Pipe  Line  Co 

.2429 

Detroit  Southern  &  Toledo  Northern 

.0813 

Standard  Oil  Co.  (Ind.) - 

« 

.0900 

(•) 
.0600 

(•) 
.1100 

.1995 

Union  Oil  Co.  of  Calif                        .- 

.1300 

Standard  Oil  Co.  (Ohio) 

.1020 

Sun  Oil  Co 

.1470 
.1874 
.0498 
.0959 

.0883 
.1161 
.0729 
.0908 

.0880 

.0951 
.0969 
.0654 
.0863 

.0680 

.0830 
.0944 
.0660 
.0706 

.0730 

.0891 
.0952 
.0617 
.0667 

.0520 

.0794 
.0738 
.0694 
.0535 

.0470 
.0450 

.  0693 

Atlantin  Rpfininp  Cn 

.0675 

.0592 

Standard  Oil  Co.  (N.  J.) 

.1859 

.0521 

Cities  Service  Co. 

.\rkans3s  Fuel  Oil  Co 

.0440 

.0460 

•Not  reported. 

Source:  Temporary  National  Economic  Committee,  Petroleum  Industry,  1939,  part  14-.\.  p,  7796,  table  21. 


ranged  from  a  low  of  0.027  cent  per  barrel-mile  to  0.175 
cent  per  barrel-mile,  averaging  0.041  cent  per  barrel- 
mile. 

The  two  principal  items  of  pipe-line  cost  are  labor 
and  depreciation.  After  these  come  taxes  and  fixed 
and  general  overhead  expenses.  In  recent  yeais  pro- 
portions of  total  costs  represented  by  taxes,  fixed  and 
general  overhead  expenses,  and  labor  have  increased 
Whereas  dejireciation  has  decreased  relatively .^^  Costs 
per  barrel-mile  vary  widely  between  companies  and  in 
different  years  due  principally  to  variations  in  load 
factor,  length  of  haul,  wages,  taxes,  and  depreciation. 
It  is  also  generally  true  that  trunk  lines  have  lower 
unit  costs  than  gathering  lines,  and  that  costs  are 
higher  for  shipping  refined  oil  than  for  crude.  A  study 
of  the  costs  (including  a  6  percent  return  on  net  in- 
vestment plus  cash,  materials,  and  supplies)  of  10  rep- 
resentative pipe-line  companies  showed  the  following 
cost  per  barrel-mile  in  1939 : 


Refined  oil  lines  {cents} 

1.  0. 1045S 

2.  0. 13524 

3.  0. 16298 

4.  0.  08254 

5.  0.  05936 


Crude  oil  lines  (cents) 

1.  0.0996 

2.  0.0671 

3.  0.0445 

4.  0.  0458 

5.  0.  1849 


The  great  variations  in  these  figures  may  be  accounted 
for  almost  entirely  by  the  different  load  factors 
affecting  these  lines. 

The  Temporary  National  Economic  Committee  com- 
piled average  cost  figures  for  12  major  refined  oil 
lines  from  1929-38.  These  costs,  shown  in  table  13, 
range  between  0.046  cent  per  barrel-mile  to  0.459  cent. 

A  general  estimate  of  costs  of  transporting  oil  by 
railroad,  tanker,  and  tank  truck  was  made  by  Fayette 
B.  Dow  in  the  hearings  before  the  Temporary  Na- 
tional Economic  Committee : "' 


-' RedKCCd  Pipe  Line  Rntrx  and  Gathering  Charges.  24.1  I.  C.  C.  115 
(1940). 

=ST.  N.  E.  C.  hearings,  Petruleiim  Indiistril.  part  15,  1930.  pp.  8591- 
8592. 


Tlie  Transportation  facilities  *  *  *  came  into  use  mainly 
for  one  reason :  that  each  new  method  was  cheaper  than  Its 
predecessor.  How  much  cheaper  is  a  question  that  cannot  be 
answered  either  comprehensively  or  with  entire  accuracy  even 
as  to  selected  movements.  Statistical  reports  are  incomplete, 
and  even  if  complete  would  have  only  temporary  validity  be- 
cause the  transportation  evolution  *  *  *  is  in  full  swing 
and  last  year's  vehicles  of  transportation  or  tlieir  costs  may 
not  be  representative  next  year. 

AU  tliat  one  can  do  in  this  situation  is  to  give  figures  that 
are  fragmentary,  but  which  definitely  indicate  certain  trends. 
These  trends  in  petroleum  transportation  are  readily  explained 
by  the  wide  differences  that  are  indicated  in  costs.  The  economy 
of  bulk  movement  of  both  crude  and  refined  oils  has  led  to 
new  kinds  of  equipment  and  new  u.ses  of  old  means  of  trans- 
portation. 

Because  tank  truclcs  are  still  predominantly  used  for  local 
deliveries,  the  ton-mile  cost  of  these  short  trips  is  so  high  that 
an  average  does  not  show  the  economy  of  tank  truck  movement. 
Wliile  tank  trucl<s  were  first  used  to  replace  tank  wagons 
drawn  by  horses,  on  local  deliveries,  in  recent  years  the  move- 
ment of  petroleum  by  tank  trucks  has  substantially  outgrown 
the  local  delivery  status.  Improved  highways  and  the  construc- 
tion of  tank  trucks  with  larger  capacities  have  substantially 
increased  the  length  of  haul. 

Tank  truck  costs  vary  so  much  as  to  render  any  comparison 
useless  which  does  not  take  into  account  the  length  of  the 
haul,  the  number  of  stops  and  the  conditions  of  the  route 
traveled. 

The  variations  in  costs  and  in  charges  are  not  limited  to  the 
field  of  motor  transportation.  The  operation  expenses  of  crude 
oil  pipe  lines  aptly  illustrate  the  influence  of  two  factors — 
the  percent  of  maximum  capacity  used  and  the  length  of 
haul  which  caused  wide  variations  in  a  pipe-line's  expense.  An 
analysis  of  pipe-line  company  replies  to  the  questionnaire  of  the 
Interstate  Commerce  Commission,  in  Docket  No.  26,570, 
Reduced  Pipe-Line  Rates  and  Gathering  Charges  *  *  *  will 
indicate  that  pipe-line  expenses  per  unit-mile  vary  inversely  with 
both  of  these  factors.  Other  factors  also  influence  the  exjtense 
of  operating  each  of  the  agencies  employed  by  the  petroleum  in- 
dustry in  moving  its  products.  ^ 

Estimated  costs  of  transporting  oil  by  railroad  pipe 
line,  tanker,  and  tank  truck  are  shown  in  table  14. 

The  pipe-line  systems  of  the  country  are  well  estab- 
lished as  the  leading  inland  carrier  for  crude  oil  and 
are  continually  expanding  their  traffic  in  refined  prod- 
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Table   14. — Aviiruximate  Average  Costs  of  Transportation  hij 
I'ipe  Line,  Railroad,  Tanker,  and  Truck 

Railroad 8.3    mills  per  ton-mile.' 

Pipe  line 3.2     mills  per  ton-mile.' 

Tanker 1.25  mills  per  ton-mile.' 

.7     mills  per  ton-mile  (crude  oil) 
and   0.8   mills    per   ton-mile 
(gasoline)." 
3.0    cents  per   ton-mile    (hauls   of 
100  miles  or  more).' 

Tank  trucks 5.0    cents     per     ton-mile      (short 

hauls). 
1.5    to    2    cents    per    ton-mile    on 
average  hauls  of  150  to  400 
miles.* 

1  Pogue,  Josppli  E.,  Economics  of  the  Petroleum  Industry,  1939,  citing 
Lisle,  Tanker  Technique,  r.OO-mm,  1939,  p.  9. 

-Oil  Price  Handbook,  yational  Petroleum  Xews,  Cleveland,  1938. 

"  Study  of  t.iuktruck  operations,  Washington  State  Department  of 
Public  Works.  1938. 

■■Annual  reports  of  tbree  companies  to  I.  C.  C.  (1939),  cited  by 
Fayette  B.  Dow,  Esq.,  in  Hearings  Before  Temporary  Economic  Commit- 
tee, Petroleum  Industry,  part  15,  pp.  8591-2,  1940. 


ucts.  Their  costs  of  operation  are  so  far  below  those 
of  rail  and  motor  carriers  that  these  carriers  will  be 
relegated  increasingly  to  the  short  haul,  small  lot,  and 
temporary  business.  On  the  other  hand,  tankers  and 
barges  operate  at  much  lower  costs  than  pipe  lines,  and 
it  is  doubtful  whether  the  large  volume  of  traffic  to  the 
Atlantic  seaboard  will  ever  move  other  than  by  water 
except  in  a  war  emergency.  In  this  connection,  how- 
ever, it  should  be  remembered  that  most  water  cargoes 
are  originated  inland  and  move  by  pipe  to  the  ports 
for  transshipment. 

In  the  immediate  future,  new  pipe-line  construction 
will  probablj'  be  hampered  by  the  inability  to  obtain 
steel,  which  is  needed  for  other  defense  uses.  The  in- 
creased demand  for  petroleum  will  have  to  be  supplied 
by  more  complete  utilization  of  existing  facilities  sup- 
plemented by  tank  cars  and  possibly  vessels.  However, 
after  the  emergency  it  seems  certain  that  the  refineries 
will  resume  their  programs  of  pipe-line  expansion. 
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PART    II  — SECTION     VI 
RAILWAY    TRANSPORT 

By  J.  W.  Barriger  III  ' 


Function  of  Transportation 

The  productive  processes  of  a  Nation  are  termed  its 
"economy."  It  is  not  a  chance  word;  there  is  signifi- 
cance in  tlie  term.  It  was  wisely  and  consciously 
chosen  for  tlie  reason  that  it  jjuts  the  emphasis  on 
doing  work,  i.  e.,  growing  or  mining  or  making  a 
product  or  providing  a  service,  with  the  greatest  pos- 
sihle  economy.  The  measure  of  economy  is  the  lela- 
tionship  between  the  material  and  labor  actually  util- 
ized, compared  with  the  material  and  labor  which 
should  be  adecpiate  for  the  purpose  under  the  most 
efficient  producing  conditions  and  best  supervision.  A 
nation  has  a  successful  economy  when  each  component 
part  of  its  total  work  is  done  with  the  minimum  quan- 
tities of  material  and  labor  wliich  effective  planning, 
etjuipment,  and  supervision  will  permit,  thus  produc- 
ing a  maxinuim  quantity  of  goods  and  services  and 
establishing  the  highest  possible  standard  of  living  for 
its  citizens.  A  negligible  number  of  people  in  this  or 
any  other  country  have  all  of  the  material  things  and 
intangible  services  which  they  need  or  desire.  No 
Nation  has  had  the  capacity  to  make  enough  for  every- 
body's wants.  It  is  essential  to  produce  goods  and 
services  economically  because  doing  so  leaves  labor  and 
material  available  for  other  work  which  will  help 
satisfy  innumerable  unfilled  wants.  There  never  was 
a  time  in  the  history  of  the  world  when  the  necessity 
of  both  an  "economy.'"  and  economy,  the  desirability 
of  them,  and  the  logic  of  them  were  more  clearly  self- 
evident  than  light  now. 

The  goal  of  economy  is  to  lower  cost  of  production 
and  expand  markets.  These  in  turn  reabsorb  the  em- 
ployees who  may  have  been  temporarily  adversely 
affected  by  more  economical  production  which  has 
enabled  a  unit  ci[uantity  of  the  same  work  to.  be  done 
by  a  smaller  luunber  of  men.  The  route  to  social  ad- 
vancement and  higher  standards  of  living  is  through 
economy  of  production,  which  reduces  expense,  raises 
wages,  widens  markets,  creates  capital,  and  increases 
emjiloyment.  In  order  to  provide  for  the  enlaiged 
markets,  additional  productive  capacity  nnist  be  built. 
This  requires  capital.  The  earning  jxiwer  of  industry 
provides  part  of  this  capital  in  the  form  of  surplus 
earnings  which  can  be  reinvested.     Outside  capital  is 


■■  As.«oci:ite  Director,  Division  of  I!ai)";iy  Transport.  OfficP  <if  Defense 
Transportation.  Formerly  Chief  E.^aniiner.  Kailroad  Division,  Recon- 
strnttion  Finance  Corporation. 
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made  available  through  the  credit  which  the  industry 
derives  from  its  earning  power.  These  two  sources 
provide  capital  in  the  form  of  money  needed  for  ex- 
pansion and  improvement,  which  in  turn  create  other 
employment  both  to  construct  and  operate  new  plant 
capacity.  In  a  health}',  well-ordered  economy  of  free 
enterprise  this  is  a  never-ending  process  which  builds 
the  high  road  to  prosperity  and  improved  standards 
of  living  along  which  the  United  States  has  continually 
traveled  except  for  brief  but  trying  interruptions. 

The  single  purpose  for  which  railroads  exist  is  to 
produce  a  high  quality  of  transportation  at  a  low  cost. 
This  goal  should  never  be  sought  thruugli  substandard 
wage  scales  or  working  conditions  which  are  unfair  or 
injurious  to  employees,  but  within  the  limits  of  fair 
wages  and  working  conditions.  The  greater  the  effec- 
tiveness with  wiiich  management,  aided  by  capital, 
utilizes  laboi'.  the  lower  the  transportation  cost  will  be 
and  the  higher  the  service  standards.  Continual  ad- 
vance in  the  efficiency  of  utilization  of  labor  and  capital 
must  also  be  shown  to  prove  that  railroad  management 
is  satisfactoril}'  discharging  its  dutj'  to  the  public. 

Specialization  or  the  "division  of  labor,"  is  the  basis 
of  increased  productivity  in  every  form  of  enterprise 
whether  agriculture,  mining,  forestry,  manufacturing. 
or  transportation.  This  has  led  to  concentration  of 
production  in  limited  areas  where  particular  geograpli- 
ical,  social,  climatic,  or  other  factors  afford  special 
advantages  for  growing,  mining,  or  making  any  par- 
ticular commodity  or  article,  or  performing  any  serv- 
ice. Cheap  and  dependable  transportation  is  essential 
to  specialization,  because  this  type  of  service  makes  it 
unnecessary  for  any  area  to  be  self-contained  and  as- 
sures a  cost  of  living  reasonably  uniform  through- 
oiit  the  nation.  In  the  early  years  of  the  history  of  the 
United  States  every  community  had  to  be  as  nearly 
self-sufficient  as  possible  but  as  transportation  im- 
proved, each  area  could  begin  to  center  its  economic 
activity  upon  glowing  or  making  only  those  things  for 
the  production  of  which  it  possessed  special  advantages. 
Districts  began  to  specialize  in  agi-iculture,  forestry, 
mining,  manufacturing,  or  performing  commercial  or 
other  services.  Each  could  then  produce  their  respec- 
tive commodities,  articles,  or  services  at  such  relatively 
low  costs  and  sell  them  to  the  outside  world  in  such 
large  quantities  that  the  income  derived  therefrom 
would  enable  these  communities  to  puichase  all  of  those 
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many  things  which  thev  lacktri  ^j^r^:-!;!!  advantages  to 
grow  or  make.  Whenever  the  Tarions  parts  of  a  na- 
tion and  the  many  coontries  of  the  world  limit  their 
ec<momic  activities  to  whatever  each  possesses  special 
advantages  to  do  and  then  trade  their  respective  prod- 
acts  or  services  with  others  for  the  (mes  which  the 
latter  can  make  best,  a  higher  standard  of  living  is 
obtainable  than  is  possible  under  any  plan  of  local 
or  even  natiraial  self-sufficiency.  The  resulting  divi- 
sion of  labor  and  centralizaticm  of  indtistry  has  re- 
quired economical  transportation  which  in  its  turn  is  a 
highly  specialized  activity. 

Low  cost  movement  of  gootls  is  a  principal  factor 
imderlying  this  coimiry's  standards  of  living  which 
are  founded  upon  great  development  of  agriculttnre  and 
industry  throughout  a  nation  of  continental  proportions 
trading  freely  between  all  parts  of  itself  and  with  all 
the  world  (at  least  in  times  of  peace.)  Cheap  transpor- 
tation, afforded  by  a  high  degree  of  specialization,  per- 
mits certain  areas  of  limited  territorial  extent,  in  this 
and  every  other  nation,  to  become  great  producers  of 
one  or  more  of  the  many  individual  ccwomodities 
and  types  of  manufactured  goods.  As  a  nation  grows 
and  develops  it  spends  more  and  more  money  for  trans- 
portation, both  in  amoimt  and  in  relation  to  the  total 
volume  of  business  done.  Cheap  transportation  leads 
to  great  increases  in  the  aggregate  expenditure  for 
such  service,  through  permitting  specialization  which 
affords  savings  in  the  tmit  cost  of  production  and  dis- 
tribution of  all  articles  of  commerce,  more  than  off- 
setting the  expense  of  longer  haids.  The  more  the 
unit  cost  of  transportati<Hi  can  be  reduced,  the  greater 
the  distance  that  commodities  and  products  can  be 
moved  in  order  to  obtain  the  economies  which  result 
from  concentration  of  production.  It  follows  that 
when  production  is  being  diffused  or  decentralized  in 
order  to  reduce  transportation  c-osts  of  assembling  raw 
materials  or  di^iibuting  finished  products,  a  regret- 
table process  that  has  recently  been  going  on  in  this 
coimtry,  there  is  positive  proof  that  the  handicaps 
which  will  be  outlined  herein  have  prevented  the  rail- 
roads from  adequately  performing  their  function  in 
the  national  economy.  Were  railroads  operatine  on 
a  consolidated  mass  production  basis,  the  added  prt- 
duction  costs  of  decentralized  operation  of  industry 
woidd  be  much  greater  than  the  transpcHtatirai  savings 
which  could  be  realized  from  usiDg  less  of  the  latter 
service. 

Growth  of  American  Railways 

Railways,  through  private  enterprise,  developed  this 
continent  with  phenomenal  rapidity  and  in  so  doins 
transformed  the  United  States  from  a  weak  Nation 
into  one  of  the  great  powers  of  the  world.     The  con- 


struction of  this  cotmtry's  railway  system  was  a  glo- 
rious national  achievement  and  constituf'^  -r-  "  t'i^ 
finest  chapters  in  American  hi^ory. 

The  major  problem  confronting  the  early  nuinja-i 
builders  was  to  cmnplete  their  tasks  as  quickly  and  as 
thoroughly  as  possible  with  the  available  tools  and 
experience.  Projecting  railroads  into  a  wilderness 
was  a  highly  speculative  venture  and,  since  capital 
was  limited,  it  sought  gains  which  led  to  some  fiiian- 
eial  abuses.  Moreover,  the  growth  and  development 
of  the  individual  companies  were  not  always  achieved 
through  the  most  prudent  of  corporate  processes. 
Whatever  mistakes  may  have  been  made  during  those 
earlier  years  were  largely  paid  for  by  the  losses  of 
original  investors.  As  the  industry  became  more  sta- 
bilized and  its  major  fimction  became  the  operaiitm 
and  development  of  existing  lines  rather  than  the  con- 
struction of  new  Mies,  financial  policy  steadily  be- 
came more  cimservative  and  mc^  of  the  errors  which 
had  been  incorporated  in  early  capital  structures  were 
gradually  liqtiidated  through  foreclosure  and  reorgani- 
zatioo  or  by  plowing  the  undistributed  earnings  of 
growing  cranpanies  l»ck  into  the  properties. 

To  spread  population,  agriculture,  forestry,  mining, 
and  manufacturing  over  a  great  continental  nation 
such  as  the  United  States,  it  has  been  essential  to 
overctHne  to  the  fullest  possible  extent  the  obstacles 
which  distance,  motmtains.  deserts,  and  obstructinff 
bodies  of  water  interpose  against  imerstaie  conmierce. 
That  is,  of  course,  the  very  purpose  for  which  the 
railway  network  has  been  developed.  However,  pro- 
viding the  physical  facilities  was  only  the  begiiming; 
a  rate  structure  had  to  be  developed  to  foster  the  base 
ptirpose  of  transportation  in  the  United  States  wnich 
was  to  develop  a  nation  of  ctaitinental  proportions  and 
bind  it  t(^ther  as  a  political  and  economic  tmit.  In 
order  to  do  this  it  was  necessary  to  enable  the  distant 
producers,  as  well  as  ones  nearby,  to  compete  as  far 
as  possible,  in  the  same  markets. 

Such  a  principle  of  rate-making  has  been  of  para- 
moimt  importance  to  the  economic  growth  and  strength 
of  the  United  States.  The  theory  has  be^n  to  establish 
a  price  for  high- valued  and  sL  3e,  which 

could  afford  to  pay  a  heavier  chai^iir  ^-_  ui..:     ' ;  r--^? 

(when  railroads  were  inland  transportatic : t- 

olies),  sufficiently  high  to  proiluce  revenues  that  would 
enable  lower  rates  being  made  for  low  grade  and 
l(Mig-hatd  tonnage.  Thtis,  railroad  tariffs,  made  in  the 
past  on  the  "S-altie  of  service"  principle,  were  higher 
for  some  traffic  th:in  was  necessary  on  a  cost-of -service 
basis.  Some  component  factors  in  railroad  costs  are 
fixed,  irrespective  of  distance,  and  ^ort-haul  service 
has  alwavs  been  relatively  expensive  to  provide :  never- 
theless, the  actual  charees  for  it  and  on  commodities 
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jjossessing  high  vakie  per  unit  of  weight  or  vokime,  in 
many  cases,  have  been  above  those  necessary  for  profit- 
able operation.  The  rapid  development  of  the  United 
States  proves  that  this  rate-making  practice  was  emi- 
nently sound,  practical,  and  effective,  because  it 
achieved  its  purpose  of  securing  nationwide  distribu- 
tion of  goods  and  allowed  each  section  of  the  country 
to  specialize  in  producing  whatever  it  could  make  best. 

Regulation 

From  the  outset  railroads  have  been  the  object  of 
siDBcial  political  interest.  Unfortunately  for  these  car- 
riers, a  long  series  of  political  actions,  partly  through 
legislation,  partly  through  regulation,  and  partly 
through  pressures  exercised  in  less  formal  manner,  has 
cumulatively  added  artificial  burdens  to  operating 
expense  and  prevented  the  railroads  from  attaining 
their  full  potentialities  for  economical  transportation. 
There  has  been  simultaneous  political  pressure  from 
other  quarters  to  keep  rates  low  irrespective  of  expenses 
and  compensatory  return. 

The  special  economic  characteristics  of  transporta- 
tion as  a  "joint  cost"  or  "common  cost"  -  enterprise 
quickly  led  companies  performing  this  service  into 
destructive  competition  with  one  another  whenever 
there  were  any  material  differences  between  them  in 
respect  to  traffic  position  and  financial  stability.  This 
unhealthy  condition  manifested  itself  in  the  past 
principally  through  rebates  and  other  improper  con- 
cessions to  large  shippers,  usually  in  secret.  Since 
transportation  expense  is  a  factor  in  the  cost  of  every- 
thing, those  who  gained  a  handicap  over  business 
rivals  in  rates  or  service  possessed  an  unfair  advan- 
tage particularly  if  it  was  a  hidden  concession.  One 
of  the  purposes  for  which  railroads  were  brought  under 
the  power  of  regulatory  commissions  was  to  stoj^  such 
discrimination,  but  not  to  equalize  business  opportuni- 
ties between  competitors  or  compensate  for  other  fact- 
ors wholly  unrelated  to  the  sale  of  railway  transporta- 
tion at  published  nondiscriminatory  and  nonprejudicial 
rates. 

Unwilling  to  face  squarely  the  consequences  of 
past  mistakes  and  inconsistencies  which  in  effect 
decreed  that  it  should  be  the  national  railway  -pol- 
icy to  require  higher  than  necessary  railwa}'  oper- 
ating costs,  the  public  representatives  and  authorities 
fostered  subsidized  (and  long  unregulated)  competi- 
tive transportation.  Paradoxically  enough,  motor 
transport  and  water  lines,  even  though  subsidized,  have 
had  to  hold  their  standards  of  wages,  hours  of  service. 
and   workino-  conditions  below   those  established   bv 


-.See  distiiiotiim  in  Iloaly.  Kent  T.,  The  Economics  of  Transporlntion 
ill  America,  1!140.  pp.  161-1(13. 


the  railroads  in  order  to  obtain  many  of  their  com- 
petitive rate  advantages.  Political  considerations  have 
made  railway  costs  higher  than  necessary  and  then, 
to  circumvent  the  resulting  service  charges,  other  politi- 
cal actions  were  considered  necessary  or  expedient, 
partly  to  provide  service  below  railway  tariffs  and 
partly  to  force  the  latter  downward.  This  took  traffic 
away  from  railways,  employment  away  from  their 
workers,  and  income  from  their  security  holders. 
These  conflicting  political  factors  have  further  drawn 
the  railroads  into  an  unduly  inflated  position  with  re- 
spect to  theii  costs,  and  an  unsound  position  with  re- 
spect to  the  rates  which  they  may  charge.  They  may 
not  be  able  to  survive  permanently  as  a  private  in- 
(hislrv  unless  tliey  are  ivlicved  of  artificial  drains  upon 
their  traffic  and  financial  resources. 

In  order  to  prevent  the  large  shipper  from  gaining 
the  benefit  of  wholesale  prices  through  an  ability  to 
offer  freight  in  very  large  quantities,  commissions  in 
effect  "froze"  the  pricing  of  freight  service  into  two 
fundamental  classes:  less  than  carload  freight  and  the 
single  carload.  The  latter  was  established  as  the  larg- 
est unit  in  which  railway  transportation  could  be 
bought  so  that  a  price  advantage  would  not  be  obtain- 
able by  those  who  were  able  to  buy  railway  service 
in  multiple-car  or  trainload  lots,  lest  resultant  lower 
rates  threaten  the  existence  of  their  smaller  competitors. 
However,  all  users  of  transportation,  whether  large  or 
small,  have  been  constantly  trying  to  secure  transpcta- 
tion  costs  below  those  offered  by  the  railroads. 

The  complete  elimination  of  the  railway's  monopoly 
of  inland  transportation  and  the  growth  of  private, 
contract,  and  public  carriers  b}'  highway,  waterway, 
and  pipe  line  permit  shippers,  large  and  small,  to  gain 
those  veiT  advantages  over  their  rivals  which  railway 
regulation  was  designed  to  prohibit.  Tiie  changed 
conditions  prevent  continued  fulfillment  of  the  original 
objective  of  regulation,  i.  e.,  to  deny  any  shipper  the 
right  to  obtain  transportation  on  a  basis  below  the 
standard  carload  or  less-than-carload  rate.  Rate- 
making  practices  should  be  revised  whenever  competi- 
tive transportation  conditions  have  circumvented  its 
objectives,  and  transportation  is  being  bought  elsewhere 
or  privately  produced  for  less  than  the  published 
charges  for  railway  service.  Railways  should  not  be 
required  to  retain  prices  and  pricing  methods  which 
serve  no  other  purpose  than  to  prevent  them  from 
securing  traffic  which  they  could  move  at  a  profit  on 
a  modified  basis  of  sale.  It  is  not,  or  should  not  be, 
the  purpose  of  regulation  to  denj-  railroads  the  right 
to  obtain  anj'  traffic  which  they  can  haul  profitably  and 
without  prejudice  or  discrimination  against  other 
shippers. 
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The  tendency  to  base  rail  rates  upon  "value  of  serv- 
ice'' has  brought  about  a  relatively  high  late  structure 
on  desirable  volume  traffic  which  later  enabled  motor- 
trucks, the  higher  cost  producers  of  transportation 
(except  in  limited  fields),  to  pick  and  choose  traffic 
and  expand  far  beyond  their  sound  economic  radius. 
Also,  the  percentage  increases  which  have  been  made 
in  the  rate  structure  since  the  original  ''value  of  service" 
theory  was  devised  have  greatly  distnrted  the  original 
idea  and  made  the  higher-rated  railroad  traffic  still 
nioi-e  vulnerable  to  capture  by  competitive  agencies. 
Traffic  erosion  seldom  results  from  any  fundamental 
economy  inherent  in  motor  transport  for  moving  im- 
portant aggregate  toiuiages  or  lunnbers  of  passengers, 
but  occurs  because  motor  transport  agencies  possess 
superior  flexibility  in  competitive  pricing  and  in  adapt- 
ing their  operations  to  the  wishes  or  needs  of  their  cus- 
tomers. The  inertia  of  regulation  has  made  it  very 
difficult  for  railroads  to  meet  this  condition  without 
upsetting  the  entire  rate  structure  which  would  have 
entailed  far  greater  revenue  losses  than  could  have  been 
offset  by  the  traffic  gains  sought. 

Railway  regulation  was  introduced  as  a  substitute  for 
price  competition  when  the  latter  was  thought  to  be 
unable  to  insure  good  service  under  reasonable  and 
nondiscriminatory  published  tariffs.  Now  that  rail- 
ways have  lost  their  monopoly  of  inland  transportation 
and  constant  attrition  of  their  traffic  and  earning  power 
seriously  beclouds  their  long-term  outlook,  it  appears 
that  a  new  era  of  regulation  should  promptly  be  opened 
by  relaxing  the  veij'  comprehensive  rate  controls  ex- 
ercised by  State  and  Federal  commissions.  Their  power 
over  rates  should  now  be  limited,  as  when  fiist  estab- 
lished, to  prevent  discrimination  and  prejudice  in  rail- 
way rates  or  service  against  shippers,  places,  and 
commodities,  but  the  actual  level  of  rates  (though 
published  and  subject  to  review)  shoidd  be  left  pri- 
marily to  competition  to  establish.  Eaihvays  should  be 
allowed  to  make  multiple-carload  and  trainload  rates, 
and  to  enter  into  "agreed  on"'  rates  based  upon  the 
willingness  of  an  entire  industry  or  individual  shippers 
to  tise  railway  service  for  a  stated  minimum  proportion- 
of  their  transportation. 

Much  restrictive  regulation  jiertaining  to  railroads 
has  been  placed  on  the  statute  books,  purportedly  in 
the  interest  of  safety  or  service,  but  which  actually 
interferes  with  both  and  serves  only  the  objective,  quite 
apparent  from  a  study  of  the  legislative  proceedings, 
of  adding  unnecessary  jobs  to  pay  rolls.  It  is  for  simi- 
lar reasons  that  legal  restrictions  sui-round  consolida- 
tion of  railways  in  order  to  prevent  the  carriers  from 
making  economies  which  would  admittedly  be  obtained 
through  greater  individual  productivity,  but  which 
alone  ca)i  provide  the  lowest  remunerative  rates  and 


open  the  way  to  the  improved  service  which  lawmakers, 
the  public,  shippers,  and  commissions  all  profess  to 
desire,  but  actualh'  do  so  much  to  hinder. 

In  this  dereliction,  neither  management,  the  worker, 
nor  the  absentee  landlord  can  disclaim  participation. 
State  and  local  authorities  have  also  opposed  the  aban- 
donment of  unprofitable  operations  in  order  to  preserve 
this  source  of  tax  receipts  and  for  other  arbitrary 
purposes  designed  only  to  add  to  railway-operating 
expense.  The  rate-making  bodies  are  not  coordinated 
with  those  created  to  review  personnel  matters  and  both 
are  largely  independent  of  any  responsibility  to  con- 
sider the  many  restrictive  regulations  which  add  so 
much  to  railway  costs.  Management  is  caught  between 
these  several  governing  forces,  and  the  lack  of 
coordination  between  the  latter  further  handicaps 
the  former's  opportunities  to  solve  the  industry's  ever- 
present,  but  ever-changing,  problems. 

All  of  this  inevitably  stifles  private  initiative.  Unfor- 
tunately too  little  consideration  appears  to  have  been 
given  by  regulatorj'  commissions  or  management  to 
finding  out  whether  established  charges  for  railway 
services  may  be  higher  or  lower  than  is  consistent  with 
those  principles  of  good  merchandising  which  would 
insure  sale  of  a  maximum  volume  of  railway  transpor- 
tation with  consequent  continuous  full  employnient  and 
satisfactory  compensation  for  labor  and  capital,  iieg- 
idation  has  also  been  used  too  frequently  as  a  medium 
for  requiring  the  railroads  to  absorb  the  shock  of  the 
economic  ills  of  industry  and  agricultin-e  for  which 
the  railroads  are  not  responsible,  with  the  result  that 
the  carriers  have  been  further  deprived  of  a  fair  op- 
portunity to  produce  income.  Arbitrary  readjustment 
of  railroad  rates  should  not  he  used  to  equalize  com- 
petitive advantages  and  disadvantages  as  between  in- 
dustries and  between  regions. 

Labor  in  the  Railroad  Industry 

Original  construction  of  railroads  and  tlieir 
continued  operation,  maintenance,  and  dcxelnpment 
provide  gainful  employment  for  labor.  Labor  and 
capital  are  mutually  dependent  upon  one  anotiier  in 
the  railroad  as  in  all  other  industries.  Neither  can 
work  alone;  both  imist  have  management  to  coordinate 
their  respective  functions  in  order  that  all  three  shall 
do  what  is  required  of  each  to  jiermit  tlu'  industiy  to 
grow.  Simply  stated,  duty  lecjuires  that  theii-  ell'orts 
be  directed  to  securing  an  ever-downward  trend  of 
rates,  in  relation  to  price  indexes,  and  simultaneous 
raising  of  standards  of  service.  Occasional  temporary 
sacrifice  may  be  required  of  the  partners — management, 
capital,  or  labor — but  the  common  goal  of  imjiroved 
and  more  ecoiu)mica]  service  to  the  ptiblic  and  increas- 
ing revenues  to  divide  between  wages,  salaries,  and  in- 
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come  can  never  be  leuched  if  any  one  or  all  of  them 
demand  and  obtain  more  than  a  fair  share  of  the  fruits 
of  increased  efficiency  which  come  from  their  joint 
efforts.  All  of  their  interests  must  be  considered  con- 
currently so  long  as  our  present  scheme  of  political 
democracy  continues.  If  the  welfare  of  capital  is 
ever  long  ignored  by  labor  or  management  in  the  pur- 
suit of  their  own  interests,  the  economic  organization 
of  this  Nation  will  be  undermined. 

'\^nien  the  American  railways  are  allowed  to  ojjerate 
on  principles  which  will  jiermit  lower  jiroduction  costs 
and  better  service,  it  will  not  put  men  out  of  work  but 
will  create  an  economic  balance  in  production  and  dis- 
tribution which  is  vital  to  the  future  welfare  and  con- 
tinued growth  of  the  Nation.  The  way  to  double  the 
number  of  men  employed  by  the  railways  is  to  increase 
by  one-half,  and  not  reduce  by  one-half,  the  produc- 
tivity of  each  individual  emploj^ee.  Substantially  rais- 
ing the  individual  output,  with  consequent  decrease  in 
costs  and  rates,  will  stimulate  the  demand  for  railroad 
transportation.  On  the  other  hand,  to  halve  the  pro- 
ductivity and  double  the  cost  would  prostrate  the  rail- 
ways and  all  industries  that  would  remain  dependent 
upon  them  for  transportation.  After  a  ''functional 
reorganization,"  carrieis  could  proceed  to  assert  their 
superior  economy  and  modei-nize  their  rate  structure 
and  commercial  practices  in  order  to  place  them  on  a 
competitive  basis  which  would  regain  lost  traffic,  help 
reduce  unit  costs  materially,  and  place  them  in  a  po- 
sition to  offer  still  more  attractive  rates  and  service. 
The  million  men  now  employed  on  American  railways, 
even  though  producing  far  more  per  worker  than  they 
can  do  at  present,  would  be  insufficient  to  provide  the 
transportation  which  could  be  sold  at  the  lower  rates 
then  charged,  and  total  employment  would  be  increased. 
Under  such  improved  operating  conditions,  the  rail- 
ways could  also  afford  to  pay  wages  representing  a 
better  standard  of  living  for  tlieir  employees  than  is 
now  possible. 

Labor  fears  that  consolidation  creates  "technological 
unemployment."  There  has  been  severe  unemployment 
over  the  past  decade  but  it  was  due  to  causes  other 
than  the  one  so  often  ascribed  to  it.  Technological 
improvement  creates  employment  and  does  not  cause 
unemployment.  Overproduction  has  never  existed  and 
can  never  exist  until  goods  and  services  are  without 
value  or  utility  to  anyone,  even  if  given  away.  The 
fact  tliat  goods  exist  which  cannot  be  sold  does  not 
mean  tliat  there  is  overproduction,  l)ut  that  the  dis- 
tributive processes  have  jammed,  usually  through  abuse 
of  credit  for  noni^roductive  ]nirposes.  To  reduce  out- 
juit,  either  in  total  or  per  individal  worker,  disorgan- 
izes   the    delicate    mechanisms    of    production     and 


distribution  and  aggravates  economic  problems  rather 
than  helps  to  solve  them. 

Legal  machinery  has  been  established  to  settle  wage 
disjjutes  and  make  awards,  both  with  respect  to  basic 
pay  and  penalty  compensations.  Here,  too,  manage- 
ment lacks  adequate  authority  to  discharge  its  full 
responsibilities  for  most  efficient  and  complete  use  of 
the  property  placed  in  its  charge.  In  labor  relations, 
as  in  nniny  other  functions,  management  can  do  no 
more  than  plead  its  case  before  Federal  boards  which, 
at  least  in  this  field,  are  usually  bipartisan  ones  which 
commonly  deadlock.  This  automatically  leaves  im- 
portant decisions  to  single  temporary  referees,  often 
lacking  experience  in  and  understanding  of  the  tech- 
nical background  of  the  important  matters  on  which 
they  sit  in  judgment  and  without  responsibility  for  the 
continuing  welfare  of  the  railway  industry.  Practi- 
cally, the  procedure  established  is  such  as  to  bring 
before  the  "disinterested  third  party,"  who  decides 
wage  controversies  as  well  as  those  relating  to  interpre- 
tations of  the  schedules  of  working  conditions,  not  the 
question  of  whether  labor  is  entitled  to  more,  hut  rather 
tlie  question  to  how  much  more  labor  is  entitled. 

Change  Rules  the  Industry 

The  basis  of  all  progress  is  change.  A  change,  irre- 
spective of  how  great  may  be  the  benefits  it  bestows 
upon  the  general  public,  nevertheless,  invariably  incon- 
veniences some  people.  Everyone  endeavors  to  protect 
himself  against  anything  being  done  which  may  be 
contrary  to  his  personal  advantage,  even  though  for 
the  public  welfare.  It  is  very  easy  for  an  individual 
to  convince  himself  that  his  own  wishes  and  the  gen- 
eral interests  of  the  Nation  are  identical,  whereas  often 
they  may  not  be.  Capital,  labor,  management,  com- 
missions, and  railroad  patrons  have  together  put  the 
railroads  into  a  strait-jacket  of  laws,  contracts,  prac- 
tices, regulations,  and  ]irejudices  which  have  grown  up 
over  a  half  century.  Each  has  endeavored,  often  suc- 
cessfully, to  obtain  a  veto  power  over  any  change  which 
it  did  not  wish  to  have  made.  Too  often  this  veto 
power  is  exerted  by  a  minority  interest  for  its  own 
short-time  and  short-sighted  personal  and  selfish  gain. 
These  continuously  outstanding  veto  powers,  part  of 
which  are  its  own,  or  of  its  own  making,  prevent  rail- 
road management  from  undertaking  the  fundamental 
changes  necessary  to  produce  service  of  such  low  cost 
and  high  quality  that  further  traffic  erosion  will  be 
stopped,  and  the  larger  ]iart  of  that  ])revious]y  lost 
regained. 

In  order  to  permit  industry  to  meet  the  vigorous  and 
conflicting  demands  of  labor,  capital,  and  the  public, 
management  mu-t  liaxc   full   access  to  ap]ilied  science 
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(ind  invention.  Capital  must  continue  to  provide  tlie 
funds  needed  to  create  the  best  plants  and  equipment 
which  technical  skill  can  design,  and  labor  should,  in 
its  own  interests,  help  by  lending  its  eflforts  in  the 
efficient  operation  of  them.  The  development  of  Amer- 
ica's principal  manufacturing  industries,  not  so  arbi- 
trarily restricted  as  the  railroads,  is  the  outstanding 
achievement  of  this  greatest  of  all  industrial  nations 
and  bears  eloquent  testimony  to  what  management  can 
accomjslish  when  it  is  unfettered  and  has  access  to 
adequate  capital.  The  railroads  possess  or  have  access 
to  technical  knowledge  adequate  to  solve  their  prob- 
lems, but  lack  the  confidence  of  capital  necessary  to 
obtain  funds  in  the  large  amounts  needed  to  modernize 
the  industry  throughout.  Investors  know  that  railway 
management  does  not  now  have  the  freedom  of  action 
essential  to  make  the  changes  in  the  fundamental  prin- 
ciples of  operation  which  alone  will  justify  those 
expenditures. 

Consolidation 

Solution  of  the  railroad  problem  lies  in  a  "functional 
reorganization,"  not  a  "capital  reorganization."'  The 
necessity  of  recapitalization  of  some  companies  is  an 
outgrowth  of  the  railway  problem  and  was  not  a  factor 
ill  causing  it.  The  railroail  problem  nuist  be  met  and 
overcome  by  reestablishing  traffic,  revenues,  and  net 
railway  operating  income  and  not  by  trying  to  find 
expedients  for  making  a  deficiency  of  all  three  a  little 
less  disturbing  to  the  national  economy. 

In  past  generations,  the  genius  of  Harriman,  Hill. 
Cassatt,  Vanderbilt,  and  others  endeavored  to  consoli- 
date the  railways  of  the  United  States  into  a  limited 
number  of  great  systems.  The  corporate  amalgama- 
tions which  they  were  undertaking  were  an  essential 
prerequisite  to  the  unification  of  operation  necessary 
for  the  concentration  of  ti'affic  and  elimination  of  com- 
petitive duplication  Avhich  alone  would  permit  the  con- 
tinuous maxinunn  development  of  railway  plant  at 
minimum  aggregate  capital  cost.  This  Xation's  reverse 
national  policy  of  insisting  upon  a  myriad  of  compet- 
ing lines  has  hampered  transportation  progress  and 
increased  its  capital  and  operating  costs.  Large-scale 
consolidation  would  have  created  much  more  highly 
developed  systems  had  it  been  possible  to  concentrate 
capital  investment  in  intensive  imjirovement  rather 
than  use  so  much  of  it  merely  for  attainment  of  maxi- 
nunn competitive  duplication  of  services.  The  com- 
petitive waste  which  this  produced  has  contributed 
substantially  to  the  carriers'  past  and  present  diffi- 
culties and  is  the  basis  for  the  apprehension  frequently 
expressed  respecting  the  future  of  the  railways  as  a 
private  enterprise.     Jkloreover,  it  has  made  them  vul- 


nerable to  subsidized  competitive  transportation  to 
which  they  would  have  been  largely  immune  had 
solidation  been  consummated  and  the  increase  in  rail- 
way investment  of  the  past  30  years  been  used  wholly 
for  intensive  development. 

With  the  intensive  physical  development  of  rail- 
road facilities  that  would  have  followed  creation  of 
great  and  strong  systems,  the  railroads  could  have 
attained  service  standards  at  a  low  rate  basis  impos- 
sible under  present  operating  conditions  and  with  re- 
sultant levels  of  railway-  emj^loyment  and  distributable 
earnings  on  investment  far  above  those  now  possible. 
Intensively  developed  plants,  superior  to  any  now  in 
service  and  with  smaller  capital  structures,  in  which 
stock  and  not  bonds  predominated,  would  have  fol- 
lowed inevitabl}'  upon  consummation  of  the  mergers 
which  the  farsighted  railway  and  financial  leadership 
of  a  generation  ago  could  have  obtained  if  it  had  been 
left  unchecked.  Fortunately,  it  is  not  yet  too  late 
to  recognize  the  past  error  which  prevented  the  trans- 
formation of  the  American  railways  into  sy.stems 
designed  to  use  mass  production  ]irinciples  in  trans- 
portation. 

The  object  of  building  railroads  was  to  use  me- 
chanical power  to  overcome  the  resistances  which 
friction  and  gravity  impose  on  inland  transportation. 
The  basic  economy  with  which  trains  can  be  operated 
is  determined  by  the  magnitude  of  the  forces  which 
locomotives  must  expend  in  traversing  the  natural  bar- 
riers existing  in  the  fixed  characteristics  of  grades, 
curves,  and  distances.  The  latter  establish  the  work 
which  must  be  done  to  move  a  ton  of  train  weight 
over  any  line,  and  speed  now  adds  a  third  dimen- 
sion or  "power"  to  railway  operation  which  for  many 
years  was  only  concerned  with  two,  i.  e.,  weight  and 
distance.  The  economy  of  train  movement  an<l  related 
yard  and  terminal  services  is  dependent  upon  the  ade- 
quacy and  the  engineering  standards  of  design,  con- 
struction, and  maintenance;  and  the  fullest  possible 
utilization  of  line,  equipment,  and  facilities.  Although 
part  .of  these  now  embody  the  most  modern  standards 
which  can  be  devised,  by  far  the  greater  proportion 
represents  standards  inferior  to  the  best.  Through 
train  movement  should  be  concentrated,  as  far  as  pos- 
sible, on  a  minimum  number  of  routes,  carefully  se- 
lected because  they  are  the  lines  with  the  shortest 
distance,  lowest  grades,  and  easiest  curves ;  pass  through 
the  districts  producing  the  heaviest  traffic;  represent 
the  highest  present  standards  of  development ;  and 
can  be  further  improved  at  least  cost.  This  is  also 
true  in  a  comparative  sense  with  trucks  and  waterways, 
but  Ity  thcii'  inherent  limitations  the  latter  are  auxil- 
iary   and    supplementary    to    rail   transportation    and 
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should  be  so  recognized.  All  could  then  be  intensively 
developed,  and  their  respective  total  expenses,  charges, 
and  taxes,  and  the  elapsed  time  from  the  point  of 
origin  to  destination  of  both  freight  and  passenger 
services  could  be  so  materially  reduced  that  transporta- 
tion would  be  immune  to  further  traiSc  erosion  and 
ditfusion. 

Through  dissolution  of  past  steps  taken  toward 
consolidation  of  railways  into  a  few  great  systems  and 
by  legal  restrictions  or  difficulties  interposed  against 
consolidation  at  present,  the  railroads  liave  been  denied 
the  privilege  of  operating  in  accordance  with  the  prin- 
ciples of  mass. production.  In  this  era  of  great  enter- 
prise, such  words  as  "superpower,"  "superhighways," 
"superliners,"  "superdreadnaughts."  are  appropriately 
utilized  to  descrilje  the  creations  of  engineering  and 
executive  genius  and  financial  enterprise.  The  solu- 
tion of  the  transportation  problem  lies  in  creating 
•'superrnilroad"  systems  out  of  the  present  operations 
in  order  that  revitalized  carriers  can  keep  pace  with 
the  progress  of  mass  production  industries. 

Railways  have  long  been  conducted  on  a  basis  that 
might  be  termed  a  "large-scale  operation,"  l)ut  "mass 
production  of  transportation,"  which  is  the  source  of 
the  prospective  economies  needed  to  revitalize  the  car- 
riers, awaits  further  corporate  consolidation  into  a 
limited  number  of  very  large  systems.  This  is  neces- 
sary in  order  to  obtain  the  traffic  concentration,  earning 
power,  and  economy  in  use  of  new  capital  essential 
to  permit  such  methods  to  be  used.  Tlie  improvement 
in  operating  technique  supposed  to  result  from  the 
competitive  effort  of  many  separate  lines  striving  for 
preference  of  patrons  is  more  than  outweighed  bv  the 
resources  which  consolidated  svstcms  will  have  for 
development  of  their  transportation  plants  after  the 
advantages  of  traffic  concentration  have  been  obtained, 
and  restored  credit  affords  access  to  new  capital  which 
can  then  be  used  with  maximum  effectiveness.  More- 
over, the  benefits  of  competition  will  be  retained  be- 
tween all  principal  terminals  of  consolidated  com- 
panies, and  it  is  tlie  rival  long-distance  services  wjiicli 
now  and  in  the  future  will  establish  the  standards  to 
which  the  operation  of  entire  systems  conform. 

Consolidation  will  release  mucli  )nileage  which  only 
duplicates  other  lines  and  serves  no  essential  inde- 
pendent purpose,  but  contrary  to  the  prevailing  notion, 
it,  alone,  will  prevent  abandonment  of  many  presently 
unprofitable  or  "niarginal"  lines.  Mass  transportation 
will  reduce  the  unit  cost  of  certain  branch-line,  as  well 
as  main-line  expenses,  and  service  improvements  on  the 
latter,  together  with  general  rate  adjustments,  M-ill  re- 
store much  of  the  traffic  which  the  former  have  lost. 
The  margin  between  revenues  and  expenses  applicable 
to  all  light  density  mileage  will  lie  favorably  affected 


by  consolidation,  tiie  former  going  up  and  the  latter 
being  reduced  per  unit  of  service  performed.  These 
trends  alone  can  save  many  branches  that  otherwise 
will  be  eliminated.  It  will  always  be  beneficial  to  save 
uonduplicating  mileage,  if  possible  to  do  so  without 
direct  loss,  because  every  such  branch  contributes  some 
traffic  that  cannot  be  held  for  the  other  routes  after 
the  tracks  on  which  it  must  originate  or  termmate 
have  been  taken  up.  Many  presently  unprofitable, 
nonparalleling  branch  lines  serving  an  essential  public 
service  which  consolidation  cannot  restore  to  a  self- 
supporting  basis,  nevertheless  can  be  justifiably  sup- 
ported by  the  financially  stronger  consolidated  systems 
in  many  cases  where  it  would  now  be  impossible.  It 
would  not  be  unreasonable  to  expect  consolidated  sys- 
tems to  pay,  in  effect,  a  moderate  "franchise  tax"  (for 
consolidated  operation )  in  the  form  of  continuing  some 
unprofitable  mileage  that  otherwise  must  be  salvaged. 

The  problem  of  serving  communities  not  on  the 
])riniary  main  lines  of  consolidated  railway  systems 
will  merely  be  a  matter  of  providing  adequate  service 
over  improved  secondary  main  lines  connecting  the 
one  with  the  other.  Each  railway  system  today  suc- 
cessful!}^ competes  for  traffic  at  many  places,  often  im- 
portant centers,  not  located  on  its  main  line  but  directly 
served  by  that  of  one  or  more  rival  companies.  Con- 
necting freight  and  passenger  runs  integrated  into  the 
through  schedules,  at  convenient  junctions,  will  con- 
tinue to  perform  tliis  function  of  extending  main-line 
services  into  cities  not  actually  on  it. 

The  faster  and  more  frequent  schedules  and  lowered 
rates  that  can  be  obtained  by  introduction  of  mass 
production  principles  and  methods  into  railway  opera- 
tion will  reverse  present  unfortunate  tendencies  to 
"Balkanize"  the  United  States.  This  will  surel}'  re- 
sult if  present  attempts  to  make  every  State  or  section 
of  the  country  more  self-sufficient  are  carried  too  far. 
Mass  production  of  railroad  transportation  would 
encourage  each  area,  through  lower  freight  rates  and 
faster  service,  to  confine  its  activities  to  the  prodtic- 
tion  of  commodities,  articles,  or  services  for  which  it 
possesses  distinct  advantages  and  buy  everything  else 
it  needs  with  tlie  income  derived  from  the  greater 
values  thereby  created.  Air.  C.  S.  Belsterling,  General 
Commerce  Counsel  of  the  United  States  Steel  Corpora- 
tion, has  analyzed  these  "Balkanizing"  tendencies  of 
decentralization  with  his  characteristic  power  of  keen 
analysis  and  cogent  expression  in  an  essay  on  "Trans- 
portation Atavism."  ^  It  should  be  required  reading 
for  every  one  who  has  any  responsibility  for  the  gen- 
eral economic  welfare  and  development  of  the  United 
States.     This  ci'iti(|ue  "debunks"  the   jxipnlar  notions 


^Proceedings  of  Xeir  Yoil;  Railroad  Clul,  .\pril  1941. 
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which  see  iniaginaiy  benefits  in  vain  attempts  of  locali- 
ties to  become  self-sutRcient  in  order  to  economize  on 
transportation  and  fail  utterly  to  understand  the  peril 
of  undeveloiiing  the  United  States. 

One  of  the  purposes  of  consolidation  is  to  simplify 
the  present  complex  intei'corporate  relationships  be- 
tween many  separate  companies,  particularly  those 
which  together  form  a  principal  route  across  any  re- 
gion. A  well-considered  reduction  in  the  individual 
operating  companies  comprising  the  nation's  railways 
will  center  and  coordinate  authority,  reduce  selfish 
disagreement,  and  eliminate  a  large  amount  of  over- 
head and  other  existing  duplications  of  effort.  The 
simple  associations  between  divisions  of  a  common 
system  will  be  substituted  for  the  formal  i-elationships 
between  separate  companies.  This  is  necessarj'  if  the 
nation  is  to  be  permitted  the  advantage  of  the  best  and 
most  economical  transportation.  Likewise,  any  un- 
sound financial,  traffic,  or  other  practices  which  remain 
are  internal  faults  that  only  consolidation  can  quickly 
and  permanently  eliminate. 

The  immediate  savings  of  a  number  of  hundred  mil- 
lions of  dollars  per  year  in  operating  costs  resulting 
from  mass  production  methods  should  be  divided  be- 
tween the  public,  through  rate  readjustments  which 
will  produce  traffic  increases  and  consequent  opportu- 
nity for  reemploj'ment  of  workers  temporarily  dis- 
placed; labor,  first  through  financial  protection  against 
the  resultant  employment  readjustments  and  later  in 
higher  wages:  and  security  holders,  through  returns 
adequate  to  attract  the  new  capital  needed  for  the 
great  program  of  modernization  and  development 
which  the  changed  basis  of  operation  will  permit 
being  inulertaken.  Growth  of  earning  power  exerts 
a  nuiltiple  effect  or  "leverage"  upon  security  values 
and  hence  uj)on  credit.  Increasing  railway  income  by 
several  hundred  millions  of  dollars  per  annum  will 
reestablish  railway  ci-edit  and  enable  $1,000,000,000  of 
new  funds  to  be  attracted  into  the  industrj-  each  year, 
for  development  of  a  mass-production  transportation 
plant.  The  expenditui-e  of  this  money  will  provide 
far  more  employment  than  the  operating  economies 
of  mass  production  can  eliminate,  even  without  giving 
effect  to  traffic  increases  resulting  from  declinins:  rate 
levels  and  improving  service. 

The  opposition  to  railroad  consolidation  which  led 
to  the  dissolution  of  mergers  undertaken  in  the  first 
decade  of  the  present  century  grew  out  of  the  fear  of 
monopoly.  Public-service  institutions  frequenth-  are 
monopolistic  in  character;  railroads  were  then,  and 
unfortunately  did  not  always  recognize  the  obligation 
which  such  a  position  required  be  given  to  consideration 
of  the  public  interests.  In  order  to  obtain  the  benefits 
of   private   enterprise  in   public-service  corporations, 


regulation  was  devised  to  protect  the  public  fi'om  abuse 
of  power  by  a  monopoly  although  permitting  the  oper- 
ating companies  to  have  stability  of  earning  power 
upon  their  capital  investments,  which  is  an  important 
factor  in  providing  lower  rates  and  better  services. 
Monopolies  need  be  feared  only  if  unregulated.  Rail- 
ways have  been  regulated  with  growing  completeness 
and  effectiveness  over  a  period  of  more  than  half  a 
century.  Moreover,  the  monopolistic  position  of  the 
railways  has  been  broken  up  by  competitive  transporta- 
tion. There  are  now  no  grounds  for  apprehension  of 
large-scale  consolidation,  and  even  before  the  advent 
of  commercial  and  private  motor  vehicles,  pipe  lines, 
modern  water  carriers,  and  airways,  there  were  no 
problems  of  railway  consolidation  which  were  beyond 
the  power  of  regulation  to  solve. 

The  principal  current  objection  to  unification  of 
the  railway  systems  of  the  United  States  into  a  few 
semi-competitive  systems  is  the  widespread  notion  that 
the  resultant  increased  productivity  of  labor  would 
cause  unemployment,  since  the  present  aggregate  rail- 
M'ay  service  could  be  performed  by  a  reduced  number 
of  workers.  It  has,  however,  been  the  usual  experience 
that  substantial  reductions  in  selling  prices  coincident 
with  improvements  in  quality  of  products  or  services 
following  the  use  of  mass  j^roduction  methods  enlarge 
markets  more  than  proportionally  to  the  effectiveness 
with  which  labor  is  utilized,  and  increased,  rather  than 
decreased,  total  employment  results.  Higher  wages 
also  follow.  Since  there  may  be  a  temporary  period 
of  readjustment  before  employment  is  increased  by 
consolidation,  those  released  from  railway  service  or 
given  less  desirable  employment  as  a  result  of  unifica- 
tion should  be  adequately  com]3ensated  over  a  stated 
period.  This  protection  of  the  workers  should  be  an 
essential  condition  of  any  permission  to  allow  the 
carriers  to  merge. 

Conclusion 

This  country  is  on  the  threshold  of  another  great 
era  of  transportation  progress,  if  the  Government  will 
only  allow  it  to  be  realized.  Tliis  requires  removal 
of  all  artificial  barriers  which  are  preventing  sound 
consolidation.  Moreover,  all  those  who  have  positions 
of  responsibility  within  or  affecting  the  railway  in- 
dustry must  employ  sound  thinking  to  modernize  oper- 
ating and  other  practices  instead  of  merely  rearranging 
their  prejudices  and  predispositions  to  no  good  result. 
Once  again  the  scope  of  operations  will  have  to  be 
enlarged  to  obtain  the  traffic  density  necessar}'  to 
utilize  capital  productively  in  property  and  service 
improvements.  This  will  require  that  the  operations 
of  all  companies  in  the  same  region  shall  be  merged 
into  not  more  than  two  systems  in  eacli.     Such  a  uni- 
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fieatioa  will  be  required  by  tbe  same  basic  factors 
which  led  to  most  consolidations  of  the  past ;  the  es- 
sential physical  development  of  the  properties  and 
the  related  changes  in  operating  technique  must  have 
such  enlarged  territorial  scope  as  to  require  intercor- 
porate action  which  can  only  be  secured  tlirough  some 
form  of  corporate  amalgamation.  Coincident  with  a 
merger,  any  unsound  capitalizations  should  be  revised 
to  meet  the  high  standards  which  should  be  set  for 
the  financial  structure  of  the  new  operating  companies. 

Consolidation  is  the  fundamental  condition  prece- 
dent to  internal  functional  reorganization  of  railway 
operation.  This  cannot  be  undertaken  until  manage- 
ment has  been  concentrated  into  a  few  units  and  all 
securities  of  constituent  lines  are  brought  under  the  pro- 
tection of  the  earning  power  of  the  integrated  system  to 
which  it  has  turned  over  its  traffic  and  it  property. 

The  building  of  the  American  railroads  was  the 
niainsi)rinif  of  ecdniiiiiic  activitv  in  tliis  conntrN'  fur  the 
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greater  portion  of  a  century  and  the  curtailed  relative 
rate  of  development  within  the  railroad  industry  has 
been  a  major  factor  contributing  to  the  economic  prob- 
lems of  the  past  decade.  If  a  "functional  reorganiza- 
tion" of  the  American  railway  is  permitted  and  en- 
couraged by  the  Government  in  order  to  allow  these 
carriers  to  operate  as  an  integrated  mass  production 
industry,  the  work  of  developing  their  properties  will 
provide  a  decade  of  great  industrial  activity  and,  long 
before  the  completion  of  this  work,  the  standards  of 
railroad  performance,  measured  by  rates,  service,  wages, 
and  capital  return,  will  make  it  a  permanent  bulwark 
of  industrial  progress  in  this  country  and  give  it  im- 
munity to  traffic  erosion  by  competitive  agencies.  The 
"Golden  Age  of  American  Railroading"'  lies  ahead  if 
this  nation  will  but  realize  how  easily  it  can  be  had 
and  how  generally  all  individuals,  industries,  and  com- 
munities will  share  in  the  benefits  which  it  M-ill  bestow 
upon  the  United  States. 


PART   II— SECTION    VII 
THE     POSITION     OF     LABOR 

By  Edwin  M.  Fitch  and  Joseph  M.  Gillman  ' 


The  opposition  of  interests,  which  prorhuo  hihur 
ilisputes,  often  obscures  the  many  points  at  whicli  em- 
ployers and  employees  have  interests  in  common.  In 
the  transportation  industry,  both  labor  and  manaoe- 
nient  have  a  common  dependence  upon  the  prospeiity 
of  the  enterprises  which  require  transportation  services, 
upon  consumer  reaction  to  transportation-pricing  pol- 
icies and  standards  of  transportation  service,  upon  the 
otTectiveness  of  many  phases  of  public  reculation.  and 
upon  the  development  of  an  adequate  and  integrated 
national  transportation  policy.  It  is  probable  that 
both  employers  and  employees  in  the  industry  could 
agree  on  the  objective  of  the  industry  as  a  "system  of 
transportation  for  the  Nation  which  will  supply  the 
most  efficient  means  of  transport  and  furnish  service 
as  cheaply  as  is  consistent  with  fair  treatment  of  labor 
and  with  earnings  which  will  support  adecjuate  credit 
and  the  ability  to  expand  as  need  develops  and  to  take 
advantage  of  all  improvements  in  the  art."  - 

In  the  transportation  industry,  the  area  of  agi'eement 
as  to  means  as  well  as  objectives  has  widened  consid- 
erably during  recent  years.  In  several  sections  of  the 
industry,  labor  organizations,  for  example,  are  no 
longer  primarily  concerned  with  the  struggle  to  obtain 
recognition  and  contracts.  These  rights  of  labor  have 
Ijeen  accepted  by  a  substantial  number  of  executives 
and,  to  that  extent,  an  important  cause  of  grievance 
and  dispute  has  been  removed.  Management  has  like- 
wise greatly  modified  an  earlier  opposition  to  social 
insurance  and  on  several  occasions  has  co-operated  with 
labor  in  supporting  certain  measures  for  employee 
security. 

In  .somewhat  the  same  way  labor  has  tended  to  take 
a  more  active  interest  in  problems  once  regarded  as 
exclusively  the  concern  of  management.  The  Re- 
jiort  of  the  Committee  of  Six  appointed  by  the  Presi- 
dent in  1938  to  "submit  recommendations  upon  the 
general  transportation  situation"  dealt  with  problems 
of  competition,  regulation,  rate  making,  taxation,  con- 
solidations, railroad  reorganization,  and  railroad 
finance.'     There   was   practically    no   mention    in   the 


report  of  the  problems  nf  labor  as  such.  Yet  the 
report  was  signed  by  three  high-ranking  railroad  offi- 
cials and  three  high-ranking  representatives  of  organ- 
ized labor. 

The  labor  problem  in  transpoi-tation,  as  in  other 
branches  of  industry,  is  often  regarded  too  narrowly  in 
terms  of  disputes,  with  consequent  emphasis  on  means 
of  settling  them.  To  an  important  extent  this  empha- 
sis is  necessary.  At  the  same  time  labor-management 
conflicts  can  often  be  avoided  more  easily  than  they 
can  be  settled  after  they  have  occurred.  Satisfactory 
labor  relations  are  as  dependent  on  an  enlargement  of 
the  sphere  of  common  employer-employee  interest  as  on 
the  modes  and  mechanisms  of  settling  labor  grievances. 

The  purpose  of  this  study  is  to  summarize  the  facts 
which  are  most  essential  to  an  understanding  of 
the  labor  problem  in  transportation,  to  point  out  cer- 
tain aspects  of  labor  relations  and  labor  standards  on 
which  there  is  substantial  agreement  in  the  industry  or 
in  large  sections  of  it,  and  to  indicate  other  aspects  in 
which  agreement  might  reasonably  be  expected. 

The  Transportation  Labor  Force 

Employment  Trends  in  Transportation 

For  the  purposes  of  this  study,  the  transportation 
industry  is  comprised  of  the  for-hire  or  common  car- 
riers engaged  in  transportation  by  i-ailroad,  by  bus  and 
truck,  by  airplane,  by  pipe  line,  by  street  electric  lines, 
and  both  for-hire  and  private  carriers  in  water 
transportation.  Of  an  estimated  average  *  of  2.207,000 
employees  (full-time  equivalent  positions)  in  the  indus- 
try in  1939, 1,115,000  were  in  railroad  transport,  :>T0,000 
in  water  transportation  (both  domestic  and  foreign), 
606,000  in  bus  and  truck  transport  (both  intercity  and 


■Chief  Statistici.-iii.  .■ii»l  Sciucir  Erononiic  Slntistioian.  Biiroaii  <if 
Ko^eaich  and  Uiformatimi    SiMvico.   Railroad   Ketin'niPnt  Board. 

-Report  tif  the  Fvdernl  ConiiUnnlor  of  Traiisiioitalinii.  in.'14,  TI.  Doc. 
SO,  74tb  Cr)iig.,  1st  Se.«!s.,  p.  S. 

'Report  of  Committee  uppointed  iteptrmher  20.  /fl.JS.  by  the  President 
nf  the  United  States  to  Submit  [tecommendiitioiii  Vpoii  tfv  General 
Trniisportdtion  Sitiialiun.  DecPiubor  2.'!.    li)'l*<. 


'Xational  Income  Tabulations,  lS29^!t,  National  Income  Division. 
Bureau  of  Foreign  and  Domestic  ("onimerce.  U.  S.  Dept.  of  Cnninierce. 

The  inclusion  in  these  estimates  of  motor-transport  employees  en- 
gaged in  purely  local  operations  exaggerates  the  importance  of  motor 
transportation  in  relation  to  railroads.  The  comparison  would  be  some- 
what more  significant  if  only  intercity  and  interstate  motor-carrier 
operations  w'ere  inc'ud'd.  Ijut  such  fii:ures  are  not  availalJle. 

Data  assembled  tiy  the  Railroad  Retinment  Board  on  the  earnings 
of  employees  covered  by  the  Railroad  Retirement  Act  indicate  that  in 
the  railroad  industry  the  number  of  persons  who  perform  some  worl; 
for  railroads  during  any  giviui  year  is  40  to  50  percent  greater  than  the 
average  number  of  full-time  equivalent  positions.  To  a  greater  or  less 
degree  the  same  situation  exists  in  otiier  branches  of  transiwrtation  and 
accounts,  together  with  incomplete  data,  for  the  possibility  of  wide 
variation  in  estimates  of  transportation  employment.  See  Annual  Re- 
port of  the  Railroad  Retirement  Hoard  for  the  Fixval  Year  Ended  June 
r,0.  ir,0,  ch.  XI. 
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Table   1. — Xmubei  of  Employees  {FuH-Timc  Equivalent),  by  Industrial  Groups 

[In  thousands] 


1929 

1930 

1931 

1932 

1933 

1934 

1936 

1936 

1937 

1938 

1939 

35,  563 

2,961 

1,847 

287 

530 

269 

3 

25 

33,  122 

2,747 

1,659 

273 

635 

262 

4 

24 

29,  715 

2,405 

1.406 

236 

508 

228 

6 

22 

26, 222 

2.063 

1,  165 

206 

476 

203 

6 

ISS 

26,  133 

1,989 

1,084 

226 

466 

187 

6 

20 

28.  396 

2.071 

1,  124 

234 

494 

190 

6 

23 

29.  725 

2.103 

1,113 

246 

528 

187 

7 

23 

31,  858 

2,266 

1,194 

259 

581 

188 

9 

26 

33,  768 

2,372 

1,250 

285 

610 

190 

11 

26 

31,239 

2,115 

1,061 

260 

686 

182 

12 

24 

32,419' 

2,207 

1, 11.=^ 

"Water  transi-iortation 

Motor  transportation  and  public  warehouses 

270' 
606 
180' 

14 

22 

Source:  United  J^tates  Department  of  Commerce,  Bureau  of  Foreien  and  Domestic  Commerce,  The  National  Income  Division;  National  Income  Tabulations,  WS9-39,  table  4. 

Table  2.^Xu}nber  of  Employees  [Fidl-Time  Equivalent),  by  Ifidustrial  Groups 

[By  percent  of  total] 

1939 


Total  number  of  employees 

Transportation— total 

Steam  railroads.  Pullman  and  express 

Water  traDSi)ortation 

Motor  transportation  and  public  warehouses.. 

Street  railways 

Air  transportation 

Pipe  lines      -.: . . . 


1929 

1930 

1931 

1932 

1933 

1934 

1935 

1936 

1937 

1938 

lon.o 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

8.3 

8.3 

8.1 

7.9 

7.6 

7.3 

7.1 

7.1 

7.0 

6.8 

5.1 

5.0 

4.7 

4.4 

4.  1 

4.0 

3.8 

3.8 

3.7 

3.4 

.8 

.8 

.8 

.8 

.9 

.8 

.8 

.8 

.8 

.8 

1.5 

l.C 

1.7 

1.8 

1.8 

1.7 

1.8 

1.8 

1.8 

1.9 

.8 

.8 

.8 

.8 

.7 

.  / 

.6 

.6 

.6 

.6 

W 

CO 

(■) 

(') 

(') 

{') 

(') 

(') 

(') 

(') 

.1 

.1 

.1 

.1 

.1 

.1 

•1 

.1 

.1 

.1 

100.  0 

6.8 

3.4 

.8 

1.9 

.& 

(01 

.1 


:Less  than  O.I  percent. 

Source:  Based  on  figures  of  table  1. 


Table  3. —  Xumber  of  Employees  {FuU~Timc  Equivalent),  by  Industrial  Groups 
[By  percent  of  transportation  total] 


Transportation— total 

Steam  railroads— Pullman  and  express 

Water  transportation 

Motor  transportation  and  public  warehouses.. 

Street  railways 

Air  transportation.  __ ._ 

Pipe  lines 


1929 

1930 

1931 

1932 

1933 

1934 

1935 

1936 

1937 

1938 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

02.4 

60.4 

58.6 

56.0 

64.5 

.'^4.2 

.52.9 

52.9 

52.7 

50.2 

9.7 

9.9 

9.8 

9.9 

11.4 

11.3 

11.7 

11.6 

12  0 

11.8 

17.9 

19.5 

21.1 

23.1 

23.4 

23.9 

26.1 

25.8 

25.7 

27.7 

9.1 

9.2 

9.5 

9.8 

9.4 

9.2 

8.9 

8.3 

8.0 

8.6 

.1 

.1 

.2 

.3 

.3 

.3 

.3 

.4 

.5 

.0 

.8 

.9 

.9 

.9 

1.0 

1.  1 

I.l 

1.1 

1.1 

1.1 

1939 


ino.o 

so.  5 
12.2 
27.  6 

.«.  2 
.6 

1.0 


Source;  Basod  on  figuri'S  uf  table  1. 


Table  4. — Xuinbci   of  Employees  (Full-Time  Equivalent),  by  Industrial  Groups 

[By  percentage  of  1929] 


Total  nuniher  of  employees  

Transi'ortal ion— lot  al 

.^leam  railroads.  Pullman  and  express 

Water  transport al ion 

Motor  transportation  and  public  warehouses. 

.■^t reet  rail ways_ _  _ 

-\ir  transportation 

Pipelines 


1929 

1930 

1931 

1932 

1933 

1934 

1936 

1936 

1937 

1938 

100.0 

93.1 

83.6 

73.7 

73.5 

79.8 

83.6 

89.6 

95.0 

87.8 

100.0 

92.8 

81  2 

69.7 

67.2 

69.9 

71.0 

76.2 

80.1 

71.4 

lOO.O 

89.8 

76.1 

62.5 

68.7 

60.9 

60.3 

64.6 

67.7 

57.4 

100.0 

95.1 

82.2 

71.4 

78.7 

81.6 

86.4 

90.2 

99.3 

87.1 

100.0 

100.9 

96.8 

89.8 

87.9 

93.2 

99.6 

109.6 

115.1 

110.6 

100.  0 

93.7 

84.8 

76.6 

69.6 

70.6 

69.6 

69.9 

70.6 

67.7 

100.0 

133.3 

166.7 

200.0 

200.0 

200.0 

233.3 

300.0 

366.7 

400.  e 

100.0 

96.0 

88.0 

72.0 

.so.o 

92.0 

92.0 

100.0 

104.0 

96.0 

91.2 
74.5 
60.4 
91.1 

111.3 
66.9 

466.7 
88.0 


Source:  Based  on  figures  of  table  1. 

intracity  and  including  about  120,000  owiu'i-  tnirk  driv- 
ers, 68,000  taxicab  drivers,  and  33,000  public  warehouse 
employees),  180,000 on  street  railways  (including  44,000 
intracity  bus  drivers) ,  14,000  in  air  transport,  and  22,000 
<;n  pipe  lines. 

The  number  of  employees  engaged  in  the  tran^porta- 
tion  industry  declined  between  1929  and  1939  from 
2,961,000  to' 2,207,000  employees.^  The  decline  was 
greatest  in  the  railroad  industry,  both  absolutely  and 


'The  basic   figures  are  given   in   table   1;    percentages   ore   given   in 
tables  2,  :i,  nnd  4. 


relatively.  The  number  of  railroad  employees  in  1939 
was  732.000  less  than  in  1929.  The  only  other  sig- 
nificaut  decline  was  that  of  89,000  in  street  railways. 
Motor  transport  gained  about  76.000  employees  in  the 
10-year  period,  while  employment  in  air  transportation 
increased  from  3,000  to  14,000.  Insignificant  declines 
occurred  for  water  transportation  and  pipe  lines. 

The  loss  of  railroad  traiRc  during  the  1930's  and  the 
consequent  decline  in  railroad  employment  were,  of 
course,  greatly  affected  by  the  depression  as  well  as  by 
competition  from  other  transportation  agencies.     Dur- 
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ing  these  years  the  traffic  of  all  agencies  of  transport 
declined.  But,  Avith  the  possible  exception  of  inter- 
city electric  railways,  traffic  on  steam  railroads  de- 
clined relative  to  the  total  more  than  was  the  case  for 
any  other  form  of  transportation."  This  loss  in  volmne 
of  railroad  traffic,  which  began  in  the  early  1920's,  has 
been  due  in  large  part  to  diversion  to  competing 
agencies  of  transportation,  iiew  as  well  as  old.  It  has 
been  due  also  to  changes  in  the  character  and  relative 
importance  of  the  commodities  entei-ing  into  transpor- 
tation in  this  country,  to  recent  tendencies  to  locate 
industries  closer  to  sources  of  raw  materials  and  mar- 
Ivets,  as  well  as  to  a  growing  tendency  on  the  part  of 
large  scale  industries  to  opei-ate  a  more  or  less  complete 
transi)ortation  system  for  shipping  raw  materials  to 
plants  and  finished  products  to  market  in  substitution 
for  the  common  carriers.  Such  industries  include :  oil. 
coal,  copper,  steel,  lumber,  automobiles,  chain  stores, 
and  public  utilities. 

It  should  not  be  inferred,  however,  that  the  growth 
of  competing  agencies  of  transportation  has  all  been 
at  the  expense  of  the  railroads.  INIuch  of  the  traffic 
that  exists  today,  especially  passenger,  is  wholly  new 
traffic,  due  to  the  development  of  new  modes  of  trans- 
port, principally  the  automobile  and  bus.  The  loss  of 
railway  passenger  traffic,  for  example,  is  relatiA'ely  very 
small  compared  to  the  gain  in  highway  passenger  traf- 
fic. The  total  amount  of  transportation  service  used  by 
the  American  people,  including  the  use  of  the  private 
automobile,  is  greater  today  than  at  any  other  time  in 
histoiy. 

Occupations  in  the  Transportation  Industry 

There  are  sharp  contrasts  in  the  occuiiaticiiial  cliarac- 
teristics  of  each  of  the  several  branches  of  transporta- 
tion which  are  important  to  any  comparisons  between 
them.  In  the  railroad  industry,  about  20  percent  of  the 
employees  are  engaged  in  maintenance  of  railroad  right- 
of-way  and  structures.  No  comparable  group  exists  in 
any  other  branch  of  transportation,  with  the  possible  ex- 
ception of  pipe  lines.  Bus  and  truck  operators  are  not 
responsible  for  highway  maintenance,  and  no  similar 
maintenance  problem  exists  in  water  or  air  transport. 
About  27  percent  of  railroad  employees  are  engaged  in 
maintenance  of  equipment  and  stores,  predominantly 
sivilied  men.  Train-and-engine-service  employees  com- 
prise about  22  percent  of  the  railroad  labor  force. 
Clerical  forces  constitute  16  percent ;  station  and  com- 
munications employees  about  12  ]iercent  of  the 
total,  and  supervisory,  professional,  and  miscellaneous 
employees  make  up  the  rest. 


In  water  transportation,  shore  employees,  consisting 
of  clerical,  freight  handling  forces,  and  some  mainte- 
nance employees,  comprise  about  70  percent  of  the 
total.  Occupations  on  shipboard,  consisting  of  licensed 
and  unlicensed  personnel,  comprise  30  percent  of  the 
total.  Of  the  shore  employees  about  three-fourths  are 
longshoremen  and  freight  handlers,  the  largest  single 
occupation,  and  about  one-fourth  clerical  and  office, 
maintenance,  and  miscellaneous  employees.  The  main- 
tenance force  employed  in  water  transportation  is  rel- 
atively small,  since  major  repair  jobs  on  ships  are 
usually  performed  by  independent  companies.  Con- 
siderable longshore  work  is  also  performed  by 
independent  operators. 

In  motor  trucking,  about  74  percent  of  all  employees 
are  drivers  and  drivers'  helpers;  6  percent  garage  and 
other  maintenance  employees,  and  20  percent  terminal 
and  office  employees."  In  bus  transportation,  about  55 
percent  are  drivers  and  drivers'  helpers;  2-t  percent 
maintenance,  and  21  percent  station  and  office  em- 
ployees. In  truck  transportation,  especially,  occupa- 
tional specialization  has  not  been  carried  as  far  as  in 
other  branches  of  transportation  where  the  average 
size  of  operating  concerns  is  much  lai-ger.  There  are 
thousands  of  owner-drivers  in  truck  transportation  who 
perform  most  of  the  essential  occupational  functions 
themselves.  INIany  owner-drivers,  as  well  as  the  smaller 
trucking  concerns,  rely  on  commercial  garages  for 
maintenance. 

In  air  transportation,  flight  personnel  constitute  about 
15  percent  of  all  employees.  Mechanics  and  ground- 
crew  employees  constitute  about  25  percent  of  the  total, 
other  hangar  and  field  personnel  19  percent,  while  the 
remaining  41  percent  consist  of  clerical  and  office,  traffic, 
and  administrative  employees. 

Of  tlie  labor  force  of  jiipe-line  companies  the  oper- 
ating force,  comprising  about  37  percent  of  the  total, 
is  employed  at  pumping  stations.  Dispatchers  and  tele- 
graph operators  are  also  required  at  pumping  stations 
to  control  oil  movements.  Repair  and  maintenance  men 
comprise  about  30  percent  of  the  total.  Clerical  and 
office  forces  are  the  principal  remaining  groups,  except 
that  when  new  lines  are  being  constructed,  large  num- 
bers of  engineers,  specialized  mechanics,  helpers,  and 
laborers  are  employed.' 


"  Pliicltialinux  in  Faihcaii  Freight  Trafpc  CompnrriJ  Kith   rrndiictinv. 
tiiterst.nte  Commerce  Coimiiission,  Statement  No.  40:10,   .Tuly  1040. 


'  Pinp'Ttil  Mntiir  Cunicr  Iniliistrii.  .\ll",nst  1041.  Wage  and  Flonr 
Division.  T'.  S.  Dept.  of  Labo!-. 

'For  a  more  detailed  description  of  tlie  tranfportaiion  lalinr  force, 
see  Comiiaralirr  I_,nhor  Standards  in  Trauspnrtation.  Federal  Coor- 
dinator of  Transportation.  10:i7,  el>.  II,  and  tlie  following  industry 
reports  also  issued  l),v  tlie  Federal  Coordinator  of  Transportation  : 
Hours.  Waqcs,  mid  Wnrkiiifl  (Conditions  in  f'chcdtilcd  Air  Transporta- 
tion, Marcli  lOriO:  iroiirs.  Wanes,  and  Workivrj  Conditions  in  Domestic 
Water  Transportation  (vols.  I  and  ID.  September  lOSO  :  Jfours.  Wanes, 
and  Workinfi  Conditions  in  tile  Jntercitii  Motor  Transport  Industries, 
part  I,  October  1930  ;  part  II,  November  lO.'ie  ;  part  ITI,  Peeemlier  1030. 


482 

Hours  and  Wages 

in  the  Transportation  Industry 

The  transportation  industry  is  particularly  conscious 
of  the  problem  of  differing  wage  and  hour  schedules  in 
its  several  branches  as  a  result  of  the  intense  competi- 
tion for  traffic  which  has  accompanied  the  growth  of 
motor,  air.  and  pipe-line  transportati(m.  An  appraisal 
of  these  ditferences  is  important  to  an  understanding 
of  the  transportation  labor  problem.  In  1!'3T  the  Fed- 
eral Coordinator  of  Transportation  issued  a  compre- 
hensive survey  of  comparative  labor  standards  in  the 
industry  which  related  to  the  period  1933-35.  A  sim- 
ilar study  for  more  recent  years  is  not  available.  It 
will  prove  useful,  however,  starting  with  a  summari- 
zation of  the  wage  and  hour  comparisons  as  found  by 
the  Coordinator,  to  show  the  more  important  changes 
that  have  occurred  during  the  last  several  years. 

Hours  of  Work 

Any  attempt  to  compare  wage  rates  in  the  various 
transport  agencies  by  use  of  averages  or  other  meas- 
ures is  difficult  because  of  the  differences  that  exist 
in  the  occupational  composition  of  the  labor  forces. 
Comparisons  of  hours  of  work,  however,  particularly 
scheduled  hours,  are  more  valid.  Hours  of  work  are 
influenced  far  less  than  wage  rates  by  occupational 
differences,  and  average  hours  of  work  are,  thereftire, 
more  apt  to  reflect  actual  differences  in  standards  than 
variations  among  the  branches  of  transportation  in  the 
kinds  of  labor  rerjuired. 

According  to  the  Coordinator's  report,  the  pipe-line 
industry  in  11)34  had  established  the  shortest  workweek 
of  any  .section  of  the  transportation  industry  since  it 
operated  on  a  scheduled  36-hour  week  for  most  employ- 
ees in  that  year.  The  48-hour  week  was  generally 
accepted  as  standard  in  the  railroad  industrj-  and  was 
common,  though  far  from  general,  in  air  and  motor 
transport.  Except  for  pipe  lines,  each  branch  of  the 
transportation  industry,  including  the  railroads,  em- 
ploj'ed  groups  of  workers  whose  workweek  exceeded  48 
hours.  From  10  to  12  percent  of  all  railroad  employees 
were  found  to  work  regularly  more  than  48  hours  per 
week,  including  3  percent  scheduled  for  more  than  .JG 
hours  per  week."  Substantially  all  vessel  personnel 
in  water  transportation  Avorked  on  a  more  than  48- 
liour  week  basis  in  1933.  Deck  and  engine  room  em- 
ployees in  the  offshore  and  Great  Lakes  trades  were 
scheduled  for  56  hours  or  more  per  week,  while  the 
12-lioiir  day  was  conunon  in  the  steward's  department. 
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Many  river,  bay,  and  sound  operations  were  conducted 
on  a  12-honr  day  basis." 

In  July  1933  it  was  found  that  51  ^Dercent  of  the 
('ni]il()yees  of  tlie  bus  companies  surveyed  worked  52 
hours  jter  week  or  over.  24  jiercent  worked  60  hours  and 
over,  and  4  percent  worked  72  hours  and  over.  Forty- 
seven  percent  of  the  truck  employees  for  whom  data 
were  obtained  for  the  same  month  worked  52  hours  per 
week  and  over,  27  percent  60  hours  and  over,  and  5 
percent  72  hours  and  over.  For  air  transportation  44 
percent  of  ground  personnel  were  found  to  work  50 
hours  per  week  or  more,  but  less  than  1  percent  60 
hours  or  moi-e. 

The  Coordinator's  report  summarized  its  conclusions 
as  to  hours  worked  as  follows : 

The  foregoing;  evidence  indicates  that  there  are  substantial 
(lilTereiKe.s  in  the  extent  of  hmg  hours  in  the  several  forms  of 
transportation.  It  also  indicates  th.-it  standardization  of  hours 
within  the  occupations  of  a  single  industry  has  been  carried 
furthest  in  rail  and  pijie-line  transportation,  but  that  it  is 
also  quite  general  in  water  transportation.  However,  differ- 
ences in  hours  worked  within  au  individual  establishment,  or 
in  one  branch  of  transportation  compared  with  another,  do  not 
always  measure  competitive  difficulties  to  the  same  degree  as 
do  differences  in  hourly  earnings.  Long  hours  paid  for  at 
what  competitors  would  regard  as  reasonable  hourly  rates  are 
not  in  themselves  a  handicap  to  competitors,  except  as  they 
enable  faster  or  more  flexible  service.  This  intluence  is  largely 
confined  to  motor  and  air  transportation,  as  delivery  time  by 
vessel,  rail,  or  pipe  line  ordinarily  would  not  be  affected  by  a 
ihange  in  individual  employees'  hours.  In  air  transportation  the 
requirements  of  safety  dictate  relatively  short  periods  of  con- 
timious  duty.  Where,  however,  transportation  is  conducted  on  a 
loTighours'  basis  and  a  change  would  eliminate  the  carriers 
observing  such  hours  from  business,  a  kind  of  competition  is 
present  which  other  carriers  find  it  difficult  to  meet.  Condi- 
tions of  this  kind  are  most  apparent  in  parts  of  the  frticking 
industry  and  in  certain  sections  of  water  transportation.  The 
requirements  of  public  safety  and  of  employee  welfare  are,  of 
course,  other  Important  considerations  in  connection  with  the 
hours  worked  in  transportation." 

In  those  sections  of  the  transportation  industry 
where  hours  were  long  in  1933  and  1934  a  good  deal 
of  change  in  the  direction  of  shorter  hours  has  taken 
jilace  since  that  time.  Data  included  in  some  of  the 
Federal  Coordinator's  labor  reports  for  the  year  193.") 
showed  that  houis  of  work  had  declined  between  1933 
and  1935.  Since  railroads  were  already  operating  gen- 
erally on  a  48-hour  week  these  changes  have  occurred 
for  the  most  part  in  other  transportation  agencies.  In 
the  bus  and  truck  industry  the  48-hour  week  is  becom- 
ing standard  for  bus  and  truck  drivers.  The  Depart- 
ment of  Labor  found  that  in  1939  the  union  scale  of 
hours    in    motor-truck    transportation    averaged    47.8 


»  Thr  rxltvt   of  Low    Wafivs   mid  Long  Itoiim  in    the   linihond   Iiidu.s- 
til).  fcdiTnl  CiKirtlinatiir  of  Tiansportntion,  Nnvpmber  ISISC. 


^''flours.   irff,(;r.v.  otid   Working  Condition!^   in   Dotnestir   Water  Trana- 
liortolioii.  vol,   I.  ell.   II. 

"  Compiiriitiie   Labor  Standards  in  Transportation,  p.  .xii. 
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liours  per  week  for  drivers  and  -47.1  hours  per  week 
for  drivers'  lielpers.^- 

Oa  the  high  seas  and  on  tlie  Great  Lalves  the  S-liour, 
3-watch  day  is  now  practically  universal.  Under  the 
La  Follette  Seamen's  Act,  as  amended  June  193(5,  all 
seamen,  licensed  officers,  and  sailors,  as  well  as  coal 
passers,  firemen,  oilers,  and  water  tenders,  while  at  sea, 
operate  a  3-watch.  No  licensed  officer  or  seaman  in  the 
deck  or  engine  department  may  be  recjuired  to  wcn-k 
more  than  8  hours  in  one  day  except  in  certain 
emergencies. 

On  the  inland  waterways,  on  the  rivers  and  luirbors, 
on  towboats,  tugs,  ferries,  and  barges,  the  8-hour  day 
prevails  only  on  the  Pacific  coast.  Elsewhere  tliiough- 
out  the  country  12  hours  constitute  the  work  day  where 
a  2-watch  crew  is  engaged  and  13  hours  or  even  more 
where  only  a  single  crew  is  engaged.  Where  such  ves- 
sels ai-e  subject  to  Government  inspection,  it  has  been 
ruled  that  13  hours  of  continuous  work  are  the  maximum 
allowable  under  the  requirements  of  health  and  safety. 

Since  1934  longshoremen  t)n  the  Pacific  coast  liave  luid 
a  6-hour  day  as  part  of  a  collective  agreement  established 
by  a  decision  of  the  Federal  Board  which  mediated  the 
strike  of  that  year.  On  tlie  Atlantic  coast  and  in  the 
Gulf  the  8-hour  day  is  the  rule. 

These  changes  have  eliminated  to  an  important 
degree  the  long-hour  schedides  that  existed  in  1933-34, 
I)ringing  hours  standards  in  water  transportation  and 
iius  and  truck  transportation  much  closer  to  the  stand- 
ards prevailing  in  the  railroad  industry  than  was  true 
ti  and  7  years  ago.  In  air  transportation,  short  hours 
have  always  prevailed  for  flight  personnel.  Collective 
agreements  limit  flying  hours  to  85  a  month  and  gen- 
t  rally  provide  for  an  8-hour  day.  6-day  week  for  ground 
personnel. 

The  widespread  acceptance  of  the  8-hour  day  in  the 
tiansportation  industry  has  removed  manj?  cjuestions 
as  to  scheduled  hours  of  work  from  employer-employee 
controvers}'.  This  acceptance  has  come  more  recently 
in  water,  bus  and  truck,  and  air  transportation  than 
in  the  railroad  industry,  and  it  is  by  no  means  complete 
even  in  the  latter.  At  the  same  time,  it  can  be  said  that 
there  is  general  agreement  in  the  transportation  industry 
on  the  desirability  of  the  8-hour  day,  while  in  pipe-line 
transportation,  and  among  longshoremen  and  air  pilots, 
even  sliorter  work  schedules  liave  been  agreed  upon. 

Labor  Cost  Ratios 

Comparisons  of  tlie  ratios  of  labor  costs  to  operating 
expenses   (including  wages),  or  to  operating  revenues. 


'^  Union  Wage^,  Ifoura,  and  Working  Comlitions  of  Motortruck  Driv- 
rr.v.  Juno  1,  iri39.  Bullc-tin  No.  670,  Bureau  of  Labor  Statistics,  United 
States  Department  of  Labor,  p.  n. 


indicate  the  i-elative  importance  of  labor  costs  to  each 
branch  of  the  transportation  industry,  but  reveal  little 
as  to  existing  differences  in  wage  standards.  In  1939 
salaries  and  wages  as  a  peicent  of  ojjerating  revemie 
were : 

44.1  for  Class  I  line-haid  railways. 
39.4  for  air  transportation. 

37.9  for  carriers  by  water. 

36.3  for  motortruck  transportation. 

29.3  for  motorbus  transportation. 

18.6  for  pipe-line  transj^ortatioiL 

When  taxes  and  depreciation  are  included  in  operat- 
ing costs,  the  percentage  of  jjay-roll  cost  becomes : 

53  8  for  Class  I  line-haul  railways. 

40.7  for  air  transportation. 
39.0  for  carriers  by  water. 

38.2  for  motor-truck  transportation. 
3."i.2  for  niotor-lius  tiansportatitm. 
31.7  for  pipe-line  transportatioiL 

These  figures  show  that  wage  costs  as  a  percent  of 
total  costs  are  relatively  greater  on  railroads  than  on 
other  transport  agencies,  and  greater  for  carriers  by 
water  and  air  than  by  bus  and  truck  and  pipe  line. 
The  relation  of  labor  cost  to  other  cost  factors  is,  of 
course,  influenced  by  variations  in  wage  standards,  but 
it  is  not  possible  to  measure  these  variations  from  the 
ratios  themselves. 

Wage  Rates  and  Earnings 

An}'  cojnparison  of  wage  rates  and  earnings  in  differ- 
ent industries  must  be  made  with  caution.  It  is 
difficult  to  find  adequate  statistics  on  which  to  base 
comparisons  and  it  is  even  more  difficult  to  be  certain 
that  other  considerations  do  not  destroy  the  relevance 
of  comparisons  that  existing  data  seem  to  make  pos- 
sible. Differences  in  occupational  composition  inval- 
idate many  comparisons  of  rates  of  pay  as  between 
transport  agencies,  either  because  of  the  difficulty  of 
comparing  unlike  occupations  or  because  the  proportion 
of  employees  in  like  occupations  is  not  the  same. 
Average  annual  earnings  by  industrial  groups  are  like- 
wise so  affected  by  occupational  differences  and,  in  addi- 
tion, by  differences  in  the  amount  of  anmuil  employment 
as  to  be  relatively  useless  as  an  indicator  of  high  or 
low  wage  standards. 

In  the  Federal  Coordinator's  study  of  Comparative 
Lahor  Standard>s  in  Transportation  an  attempt  has 
been  made  to  show  the  relation  between  wage  standards 
in  the  various  agencies  of  transportation  in  1933-35, 
emphasizing  the  misleading  cliaracter  of  comparisons 
based  on  averages  for  all  employees  in  each  branch  of 
transportation.     This   study   showed    tluit    tlie   highest 
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average  hourly  earnings  for  all  employees  existed  in  air 
transport,  and  that  average  hourly  earnings  for  all  em- 
ployees in  pipe-line  and  bus  transport  were  higher  than 
in  railroad  and  truck  transportation.  It  pointed  out, 
however,  that : 

An  industry  wliose  high  average  hourly  earnhigs  are  explained 
by  its  requiring  a  large  proportion  of  skilled  or  highly  skilled 
emplcyeo.s  is  not  necessarily  observing  better  standards  than 
one  with  a  lower  average,  where  this  average  represents  the 
compensation  of  a  preponderantly  lower  grade  of  work.  As 
has  been  noted,  the  high  hourly  earnings  of  airline  pilots  do 
not  necessarily  establish  that  industry  as  one  which  observes 
high  standards;  on  the  other  hand,  the  relatively  low  average 
hourly  earnings  of  railroad  employees  as  a  group  aff<'r(l  no 
adequate  picture  of  the  general  wage  standards  observed  by  the 
railroads.  In  particular,  the  necessity  these  carriers  are  under 
of  maintaining  their  own  rights-of-way  calls  for  the  employment 
of  very  large  numbers  of  relatively  unskilled  and  low  paid 
employees.  The  compensation  such  employees  receive  appre- 
ciably reduces  the  averages  fur  the  railroad  industry.' 

Some  occupational  comparisons  were  made,  but  it 
was  emphasized  that  differences  in  skills  and  responsi- 
bilities prevented  very  definite  conclusions.  Differ- 
ences were  found  in  the  average  hourly  compensation 
of  rail  and  automobile  mechanics,  however,  that  were 
too  great  to  be  accounted  for  by  occupational  dissimi- 
larities. It  was  concluded  that  the  wage  standards  of 
mechanics  tended  to  he  higher  on  the  railroads  than 
in  motor  transport.  Railroad  clerks  were  also  found  to 
be  relatively  higher  paid  than  clerks  in  other  branches 
of  transportation. 

Rather  extensive  comparison  was  made  in  the  Co- 
ordinator's report  of  average  hourly  rates  of  laborers, 
since  differences  in  these  rates  are  much  less  influenced 
by  occupational  requirements  than  are  the  rates  of  em- 
ployees of  higher  skills.  It  was  found  that  pipe-line 
laborers  were  more  highly  paid  than  laborers  in  any 
other  branch  of  transportation.  For  the  rest  of  the 
transportation  industry  average  hourly  earnings  for 
laborers  did  not  differ  materially  from  one  branch  of 
transportation  to  another.  There  were,  however,  sub- 
stantial proportions  of  laborers  receiving  relatively  low 
earnings  in  all  branches  of  transportation,  except  pipe 
lines. 

Although  it  is  difficult  to  compare  the  earnings  of 
unlicensed  seamen  in  water  transportation  with  the 
earnings  of  anj'  group  of  employees  in  other  branches, 
the  Coordinator's  report  showed  that,  making  allow- 
ance for  subsistence  and  quarters,  unlicensed  seamen 
averaged  from  38  cents  to  40  cents  an  hour  in  1934. 
This  rate  was  sufficiently  low  to  warrant  the  conclusion 
that  workei's  in  other  branches  of  transportation  in 
occupations  which  required  reasonably  equal  experience 
and  training  were  substantially  higher  paid. 
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In  all  branches  of  transportation,  except  pipe  line, 
there  were  areas  of  relatively  low  wages  which  were 
larger  in  bus  and  truck  transportation  and  in  water 
ti'ansportation  than  in  the  railroad  industry.  One  of 
the  most  significant  findings  of  the  Coordinator's  study 
related  to  these  areas  of  low  wages.  According  to  the 
report,  "the  range  of  earnings  of  employees  in  a  given 
occupation  in  a  single  branch  of  transportation  is  ap- 
preciable and  almost  always  greater  than  the  difference 
in  average  rates  paid  for  like  work  in  two  or  more 
fields  of  transportation."  ^*  This  was  particularly  true 
in  common  labor  occuj^ations  and  was  most  marked 
among  employees  where  union  organization  was  rela- 
tively weak.  The  greatest  amount  of  wage  uniformity 
among  like  employees  was  found  in  the  railroad  and 
pipe-line  industries,  while  the  greatest  lack  of  uni- 
formity was  found  in  bus  and  truck  transportation, 
particularly  the  latter.  These  conclusions  of  the  Co- 
ordinator's report  indicate  that  wage  rate  competition 
is  often  more  intense  within  a  single  branch  of  trans- 
portation than  between  two  branches  and  that  wage 
competition  between  individual  concerns  in  any  one 
form  of  transport  or  between  the  various  parts  of  the 
transportation  industry  tends  to  disappear  as  union 
organization  increases  in  strength  and  effectiveness. 

Wage  Rates  Since  1933-34 

Wage  rates  have  increased  in  the  transportation  in- 
dustry since  1934.  particularly  in  those  sections  of  the 
industry  where  wages  were  relatively  low.  As  a  result, 
differences  in  wage  standards  among  the  several  agencies 
of  transportation  tended  to  be  narrower  in  1940  and 
iy41  than  in  1934.  General  increases  have  also  been 
obtained  in  some  Ijranches  of  the  industry.  This  tend- 
ency toward  a  greater  uniformitj'  in  wage  standards 
will  be  clear  from  a  survey  of  recent  wage  changes, 
beginning  with  the  railroad  industry. 

In  1934.  tlie  10-percent  deduction  which  was  made 
effective  for  railroad  employees  in  1932  was  restored 
by  agreement:  2V2  percent  effective  July  1.  1934;  21,^ 
percent  January  1,  1935;  and  the  remaining  5  percent 
on  April  1,  1935.  In  1937,  the  railroad  unions  asked 
for  a  general  increase  in  wage  rates  and  obtained, 
through  mediation,  increases  which  averaged  71/2  per- 
cent to  8  percent  for  all  employees.  Business  improve- 
ments in  the  early  part  of  1937  which  prompted  the  in- 
creases did  not  continue  and  in  the  fall  of  1937  the 
railroads  began  negotiations  with  the  unions  for  wage 
decreases.  Negotiations  were  unsuccessful  and  in  May 
1938  the  railroads  served  notice  of  a  decision  to  reduce 
wages  by  15  percent.  The  ensuing  controversy  followed 
the  processes  laid  down  by  the  Railway  Labor  Act  and 


'^  Comi/arative  Labor  ,S7a/if/an/s  in  'rratispoi  tation,  p.  9G. 
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was  eventually  placed  in  the  hands  of  an  Emergency 
Boai-d  appointed  by  the  President  which  concluded  in 
October  of  1938  that  no  horizontal  reduction  on  a 
Xation-wide  scale  should  be  made  at  that  time.^^ 

The  i^assage  of  the  Fair  Labor  Standards  Act,  which 
provided  certain  ininimuin  standards  for  industry  gen- 
erally, resulted  in  increased  wage  rates  in  certain  sec- 
tions of  the  railroad  industry  where  wages  had  been 
relatively  low.  Effective  March  1,  1941,  a  minimum 
wage  order  was  issued  under  that  act  setting  36  cents 
an  hour  as  the  standard  minimum  for  employees  of 
Class  I  railroads  and  33  cents  an  hour  for  employees 
working  on  short  lines.^"  It  is  estimated  that  about 
70,000  railroad  workers  have  had  their  hourly  earnings 
increased  by  that  order.  The  largest  single  group 
affected  was  section  men  in  the  maintenance  of  way 
services.^' 

Employees  in  water  transportation  have  made  im- 
portant wage  gains  since  1934,  through  both  a  shorten- 
ing of  hours  and  an  increase  in  rates.  These  changes 
have  been  largely  associated  with  the  growth  of  union 
organization  and  union  contracts.  In  MaxTh  1936  the 
$.j-per-month  differential  which  existed  between  At- 
lantic, Gulf,  and  Pacific  coast  deep-sea  personnel  was 
eliminated.  The  basic  monthlj'  rate  for  able  seamen  at 
the  beginning  of  1936  was  $62.50  per  month;  for  ordi- 
nar}-  seamen,  $45;  for  oilers,  $72.50;  and  for  firemen, 
$62.50.  Basic  rates  for  seamen  employed  on  tankers,  on 
sliips  in  the  Pacific-Alaska  trade,  and  on  Pacific  steam 
schooners  were  from  $12.50  to  $15.00  per  month  higher. 
A  $10-a-montli  increase  in  rates  was  obtained  on  both 
coasts  in  1937  and  1938,  another  $10  increase  in  1940, 
and  a  further  $7.50  increase  in  1941.  The  rate  for  able 
seamen  eai'ly  in  1941  was  $90  per  month,  for  ordinary 
seamen  $72.50,  for  firemen  $90  and  $92.50,  and  for  oilers 
$100.  For  comparative  purposes  the  value  of  mainte- 
nance and  quarters  at  from  $30  to  $36  per  month  should 
be  added  to  basic  rates.  The  National  Maritime  Union 
estimates  that  the  two  increases  obtained  in  the  8  months 
ending  in  February  1941  represent  at  least  a  25  [percent 
gain  in  the  average  wages  paid  aboard  ship.^*  Licensed 
personnel  have  likewise  received  increases,  though  the 
percentage  increases  have  been  smaller.  Xo  other 
branch  of  the  transportation  industry  has  experienced 
comparable  increases  in  a  similar  recent  period. 

Bv  an  agreement  in  December  1940.  effective  Febru- 


^^  Report  of  the  Enietyency  Board  to  the  Pre-tUJent,  appointed  Septem- 
ber 27,  193S,  under  section  10  of  tlie  Railwaj-  Labor  Act,  D.  S.  Govern- 
ment Printing  Offlee,  Wasliington,  D.  C,  1938. 

'"  Warje  Order-  Minimum  Wage  Rates:  in  the  Railroad  Carrier  Jndinstry, 
Effective  March  1,  1941,  Wage  and  Hour  Division.  V.  S.  Dopt.  ot  Labor. 

^' Raihcau  Age,  January  4,  1941.  pp.  123-124. 

IS  The  Pilot,  February   14,   1941,   p.  6.     It  slionld  also  ho  noted   that 
additional   emergency  compensation  of  from  S-10  to   $40  per  month  is 
paid  for  service  in  certain  war-risl\  areas. 
4144S7— 42      —"2 
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ary  1941,  union  rates  for  longshoring  on  the  Pacific 
coast  were  increased  from  the  basic  rates  fixed  by  the 
longshoremen's  award  of  October  12.  1934,  at  95  cents 
an  hour  straight  time  and  $1.40  an  hour  overtime  to 
$1  and  $1.50,  respectively.  On  the  North-Atlantic 
Coast  the  corresponding  hourly  wages  for  longshore- 
men are  25  cents  higher.  But  there  the  basic  work-day, 
before  overtime  rates  begin,  is  8  hours,  whereas  on  the 
Pacific  Coast  it  is  6  hours.  For  ports  below  Norfolk, 
Virginia,  the  rates  are  lower.  For  example,  in  Mobile, 
Alabama,  the  basic  rate  is  75  cents  an  hour;  in  Savannah, 
Georgia,  the  rate  ranges  between  50  and  60  cents  an 
hour;  in  Jacksonville.  Florida,  it  ranges  between  45 
and  50  cents  an  hour.  On  the  Gulf  Coast  the  basic 
hourly  rate  begins  at  $1  an  hour.  AH  these  rates  apply 
to  deep-sea  service.  For  handling  coastwise  fi'eight  the 
rates  are  about  20  percent  less.  On  the  Pacific  Coast 
there  are  no  differentials  between  deep-sea  and  coastwise 
service  wage  rates. 

ilotor-truck  drivers'  and  helpers'  wages  have  been 
increasing  with  the  extention  of  new  union  agreements. 
Comparable  averages  for  earlier  years  are  not  avail- 
able for  helpers,  but  for  drivers  the  following  averages 
of  union  rates  have  obtained  since  1934.^' 

1934 $0.70 

1935 73 

1936 .  73 

1937 .  77 

1938 .79 

1939 _  .79 

1940 -  .81 

This  upward  change  of  the  hourly  rate  of  wages  for 
motor-truck  drivers  is  seen  also  in  the  increase  in  the 
percent  of  drivers  working  under  union  contracts  who 
receive  wages  of  $1  or  more  an  hour,  from  less  than  5 
percent  before  1937  to  over  14  percent  in  1938  and  1939. 

A  40-cent  hourly  minimum  wage  for  employees  en- 
gaged in  motor -bus  and  motor-truck  transportation  was 
recommended  by  the  two  industries  committees  to  the 
Administrator  of  the  T\"age  and  Hour  Division  in  Sep- 
tember 1941.  If  an  award  is  issued  on  the  basis  of  these 
recommendations  wages  will  be  raised  for  some  4.000 
of  the  36.000  employees  in  the  motor-bus  industry  and 
for  over  70.000  of  the  estimated  600.000  employees  in 
the  motor-truck  industry.-"  These  low-wage  employees 
are  engaged  principally  in  clerical  and  terminal  work. 

Data  as  to  average  pay  rates  and  earnings  of  em- 
ployees in  air  transport  are  scattered  and  incomplete, 
but  such  data  as  exist  indicate  that  wage  standards 


'■'  United  States  Department  of  Labor,  Bureau  of  L-ib'H'  Statistics : 
Union  Wages,  Bours,  and  Wor};ing  Conditions  of  Motor-truel;  Drivers, 
for  given  years. 

^  Press  Release  No.  1563,  dated  September  4,  and  Press  Release 
No.  1567.  dated  Septenib.r  12.  1941.  Wage  and  Hour  Division.  U.  S. 
Dept.  of  Labor. 
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in  the  imlustry  have  considerably  increased  since  1934. 
According  to  the  Civil  Aeronautics  Board  the  average 
monthly  rate  for  pilots,  who  are  the  highest  paid  em- 
ployees in  the  transportation  industry  except  top  execu- 
tives, increased  from  $524  per  month  in  1934  to  $678 
per  month  in  1938.  Copilots'  monthly  wage  rates  in- 
creased from  $201  per  month  in  1934  to  $237  in  1938.=^ 
Eecent  agreements  covering  copilots  provide  for  en- 
trance rates  of  $200  per  month,  increasing  to  $375  per 
month  after  6  years  of  service. 

No  data  on  tlie  average  wages  of  groiuul  personnel 
are  available  which  can  be  compared  witli  the  infor- 
mation obtained  by  the  Federal  Coordinator  of  Trans- 
portation for  1933.  However,  the  rajjid  growth  in  the 
number  of  union  agreements  covering  certain  occupa- 
tions indicates  an  increase  in  average  wages.  For 
example,  in  the  agreement  of  January  1,  1940,  between 
the  Air  Line  Mechanics  Association,  International,  and 
The  American  Airlines,  Inc.,  hourly  rates  for  appren- 
tices were  set  at  42  to  65  cents  compared  with  a  range 
of  38  to  44  cents  effective  August  1935 ;  hourly  rates  of 
mechanics  were  set  at  80  cents  compared  with  a  range 
of  45  to  53  cents  in  1935 ;  of  senior  mechanics  they  were 
set  at  90  cents  compared  with  a  range  of  57  to  65  cents 
in  the  earlier  year ;  and  of  master  mechanics  at  a  $1.00 
as  against  69  to  72  cents  in  1935.  In  1935  ovei-time  was 
paid  at  I1/3  normal  rates.  In  1940  it  was  paid  at  I1/2 
normal  rates.  On  the  Pennsylvania-C«ntral  Airlines, 
the  basic  pay  of  crew  chiefs  (mechanics)  has  been  raised 
from  $175  a  month  for  1937,  the  year  for  which  state- 
ments were  first  filed  by  this  company  with  the  National 
Mediation  Board,  to  $210  a  month  in  an  agreement  to 
run  from  November  1,  1939,  to  December  31,  1941.  In- 
spectors' i)ay  was  raised  from  $175  a  month  to  $200, 
and  IMechanics'  j)ay  from  $150  a  month  to  a  scale 
ruiming  from  $164  to  $194  a  mouth. 

As  indicated  earlier,  average  compensation  in  pipe 
line  transport  generally  runs  higher  than  in  any  other 
branch  of  transportation.  Detailed  wage-rate  data  by 
occupation  are  not  available  to  show  wage  changes 
since  1934.  Interstate  Commerce  Commission  statistics 
of  annual  earnings,  however,  sh(i\v  that  on  an  annual 
basis  average  compensation  of  pi])c-line  transportation 
employees  has  ri.sen  from  $l,5.'i7  in  1934  to  $1,973  in 
1910.  or  40  percent.--  A  substantial  portion  of  this 
increase  represents  upward  adjustments  of  wage  rates. 

Tiie  foregoing  data  indicate  that  such  wage  dis- 
parities as  existed  among  the  various  branches  of  the 
transportation  industry  in  1933-34  are  much  less  at 
the  present  time.     "Wage  rates  in  |)ipe-linc  transporta- 


tion are  still  higher  than  in  other  transport  agencies. 
In  water  transportation,  in  the  unionized  portions  of 
the  bus  and  truck  industry  and  among  certain  classes 
of  ground  personnel  of  air  lines,  wage  rates  have  in- 
creased faster  than  in  the  railroad  industry.  The  stat- 
utory minima  established  by  the  Fair  Labor  Standards 
Act  and  the  order  issued  under  that  act  ajiplying  to 
the  railroads  have  eliminated  certain  areas  of  relatively 
low  wages  in  the  transportation  industry.  The  recom- 
mendations of  tlie  bus  and  truck  industry  committees, 
if  approved,  will  further  restrict  these  areas  of  low 
wages. 

Wage  Payment  Rules  in  the  Railroad  Industry 

A  wage  problem  exists  in  the  railroad  industry  which 
arises  out  of  the  interpretation  of  certain  wage  pay- 
ment rules  and  which  has  assumed  sufficient  importance 
to  merit  special  consideration.  The  problem  was  re- 
ferred to  in  the  report  of  Emergency  Board  appointed 
by  the  President  to  investigate  the  railroad  wage  dis- 
pute of  1938.     According  to  this  report : 

*  *  *  ('(insi(loi;iticin  of  savings  in  lal>or  co.sts  conlcl  also 
focus  upon  certain  problems  that  shouUl  engage  the  attention 
of  management  and  men  more  openly  than  has  hitherto  been 
the  case.  These  flow  from  regulations  prevalent  in  the  operat- 
ing service  that  call  for  pay  not  commensurate  with  the  amount 
of  additional  benefit  rendered.  Some  of  these  regulations  have 
been  relaxed  or  dropped,  but  a  frank,  candid  inquiry  as  to 
their  pquitable  nature  could  well  be  made  the  obligation  of 
both  management  and  men.'' 

The  Emergency  Board  was  calling  attention  ))rin- 
cij^ally  to  certain  rules  in  train  and  engine  service  which 
provide  extra  pay  for  employees  in  one  class  of  service 
who  perform  incidental  work  in  another  class  of  service 
and  which  have  been  the  subject  of  a  good  many  deci- 
sions by  tlie  National  Railroad  Adjustment  Board. 
While  the  bulk  of  these  decisions  have  concerned  train 
and  engine  service  employees,  the  principles  which  they 
have  established  have  been  increasingly  invoked  by 
other  crafts. 

Two  examples  of  such  "double  pay"  taken  from  de- 
cisions of  the  National  Railroad  Adjustment  Board  are 
given  in  the  briefs  and  testimony  submitted  by  the  rail- 
roads to  the  Attorney  General's  Committee  on  Admin- 
istrative Procedure  in  1940.-^  The  two  cases  are  as 
cited  in  a  statement  by  the  carriers  to  this  Committee : 

A  local  freight  crew  was  required  to  stop  at  a  point  inter- 
mediate to  the  beginning  and  end  of  its  run,  set  out  three  ears 
from  its  train,  and  piclv  up  three  cars  to  go  forward  in  its  train, 
and  to  move  certain  cars  standing  on  a  Standard  Oil  Co.  siding 
in  order  that  tbev  might  be  unloaded.     There  was  no  switch 


-'Ciiif  Airoiiiiulh  K  .hmnial,  Civil  Ai/niii;uUics  .Authority,  Octolier  15, 
1940,  p.  4.'">ri. 

!^' Iiitorslatp  (•..inmerx-e  Cunimission,  Bureau  of  Statistics:  Statistics 
nj  (lit  ri/ic  l/uu-  Companir.i,  1940.      Statement  No.  413:!,  table  1. 


-^  Repoi-t   of   tt'c   Lnicrfji  iicu   Brartl    to   the   Picxitlrnt,   op.   cit..   p.    56. 

-*  See  Itujuiru  of  the  Attorney  General's  Committee  on  Administrative 
T'ruceilure  Relating  to  the  Xational  Railroad  Adjiixtmcnt  Board,  com- 
piled by  Harry  E.  Jones,  executive  secretary.  Eastern  Committee  for 
tbe  National   Railroad  Adjustment  Board. 
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engine  crew  ou  duty  at  the  tiiiu'  ;it  lliis  point.  For  this  service 
at  the  Standard  Oil  plant  this  conductor  and  crew  of  the  local 
freight  train  each  claimed  pay  at  yard  rates.  An  extra  yard 
foreman  and  an  extra  switchman  who  were  not  on  duty  and 
performed  uo  service  whatever  also  claimed  a  day's  pay  each 
on  account  of  not  having  been  used  to  perform  this  work.  The 
work  performed  at  the  Standanl  Oil  Co.  plant  required  35 
minutes.  Althougli  this  was  the  kind  of  work  generally  re- 
quired of  local  freight  crews  and  the  kind  of  work  for  which 
they  received  a  rate  of  pay,  which  is  higher  than  the  rate  paid 
to  crews  not  required  to  perform  this  kind  of  work,  the  Board 
granted  the  claim  of  the  local  freight  crew  and  also  awarded 
to  the  two  extra  men  who  performed  no  service  whatever  a 
day's  pay  for  not  having  been  used  to  do  this  work.  (First 
Division,  Award  No.  1947.) 

A  regularly  assigned  fireman  made  a  round  trip  of  5(t  miles. 
On  the  first  leg  of  the  trip  the  train  carried  only  passenger 
cars  and  at  the  turning  point  the  crew  was  required  to  back 
its  passenger  equipment  to  a  point  where  the  engine  was  turned 
and  given  necessary  attention  by  the  engiuehouse  forces.  Re- 
turning the  train  carried  only  freight  cars  back  to  its  starting 
point.  The  Board  held  that  the  fireman  was  entitled  to  3  days' 
pay — a  day  in  pa.ssenger  service  for  the  passenger  run  from 
tlie  initial  terminal  to  the  turning  point,  a  day  as  hostler  for 
taking  the  engine  to  the  enginehouse.  and  a  day  in  local  freight 
service  for  taking  the  train  hack  to  the  starting  point.  (First 
Division,  Award  3751).^' 

These  oases  illustrate  paynieiits  that  arise  hecaiise  of 
the  separation  required  by  the  rules  poverniiio:  the  vari- 
ous classes  of  employees.  Wage  payments  of  this  sort 
are  opposed  by  the  carriers  on  the  ordunds  that  they 
restilt  in  costs  for  which  the  railroads  derive  no  benefit, 
that  neither  the  rules  nor  justice  to  employees  require 
such  pa3'menfs.  and  that  attempts  to  avoid  them  consti- 
tute severe  handicaps  to  efficiency  of  operations.  The 
carriers  maintain  that  rules  as  to  startino;  time  have 
similarly  resulted  in  payments  for  time  not  worked 
since  emerfiency  changes  in  the  starting  time  fur  a  given 
work  day  have  resulted  in  claims  for  more  than  1  day's 
pay  even  though  work  has  been  performed  for  8  hours 
or  less. 

At  the  hearings  at  which  the  cases  cited  above  were 
presented  in  evidence,  i-epresentatives  of  the  Kailway 
Labor  Executives'  Association  defended  the  principles 
on  which  the  National  Railroad  Adjustment  Board  had 
based  its  decisions  concerning  "double  pay,"  but  ob- 
served that  in  matters  so  complex  it  was  not  so  surpris- 
ing that  the  carriers  had  found  decisions  to  criticize, 
as  that  thej-  had  not  found  more  of  them.-'^ 

A  representative  of  the  Brotherhood  of  Railroad 
Trainmen  addressed  himself  somewhat  more  directly 
to  the  carriers'  attack  upon  the  substance  of  these  Ad- 
justment Board  decisions  and  pointed  out  that  the  only 


-'lhi:l..   p.    2,S-J. 

-°  Tliose  roprescnt.Ttives,  however,  took  tlie  position  tll.^t  the  .\ttorney 
General's  Committee  was  concerned  with  a  review,  not  of  the  decisions 
of  the  National  Railroad  Adjnstment  Board,  but  of  its  procedure  and 
that  i^roccdural  changes  wonUl  not  of  themselves  produce  chanpcs  in  the 
Board's  dccisifins. 


"double  pay"'  involved  was  in  reality  a  penalty  payment 
to  employees  whose  seniority  rights  to  perform  a  given 
class  of  work  had  been  impaired.  The  following  is 
quoted  from  his  testimony : 

Generally  speaking,  tlie  classes  I  represent,  particularly  yard 
and  roadmen's  rights  to  service,  are  separate  and  distinct. 
There  is  a  limit  aroimd  the  y.-irds  that  separates  their  rights 
and  within  which  yardmen  may  perform  all  the  work  and  out- 
side of  which  the  roadmen  perform  the  work.  Therefore,  when 
the  roadman  comes  in  and  interferes  with  the  seniority  rights 
of  the  yardman  by  being  required  to  do  some  of  that  work,  he 
claims  that  as  an  additional  day.  Why?  Because  he  has  ful- 
filled his  100  miles  or  less  in  road  service  and  because  he  has 
been  injected  into  yard  service,  where  the  agreement  provides 
that  8  hours  or  le«s  will  constitute  a  day.  If  the  carrier  does 
nor  work  him  8  hours,  that  is  their  own  business.  And  the 
yardman  makes  a  claim  because  his  seniority  right  to  the 
service  guaranteed  under  his  contract  has  been  impaired,  and 
he  wants  pay  for  that.  In  that  instance  you  might  call  it 
penalty  pay.  Not  so  with  the  roadman  that  does  the  work, 
because  he  has  done  all  that  the  carrier  has  asked  of  him. 
whether  it  be  1  hour  or  S  hours,  and  the  rule  says  8  hoiu-s  or 
less  constitutes  a  day.  So  that  is  not  penalty  pay;  that  is 
paying  a  man  for  service,  which  has  been  contracted  for.  And 
the  recourse  of  the  carrier,  if  they  find  a  condition  that  requires 
attention — and  the  contract  is  rather  binding — it  is  not  to 
arbitrarily  disregard  the  provisions  of  the  contract ;  it  is  to 
call  the  attention  to  the  representatives  of  the  employees  and 
in  a  fair  manner  point  out  the  particular  spot  and  ask  for 
negotiations  for  relief."' 

It  seems  clear  from  an  examination  of  Adjustment 
Board  decisions  involving  "double  l>ay"  that  some  of 
them,  even  though  they  may  be  logical  deductions  from 
the  rules,  work  hardship  and  injustice  on  the  carriers. 
This  is  particularly  true  in  cases  where  the  money 
a'wards  seem  out  of  proportion  to  any  damages  that  may 
have  been  suffered  by  the  employees  concerned  from 
alleged  violation  of  rules.  Cases  in  which  back  pay 
is  claimed  for  a  period  of  several  years  before  protest 
against  the  alleged  violation  of  the  I'ules  is  made  are 
of  this  type.  An  impartial  study  of  the  whole  ques- 
tion is  urgently  needed  because  of  the  bad  effect  on 
labor  relations  which  will  undoubtedly  result  from  a 
continuation  of  the  present  controversy.  Such  a  study 
might  well  be  undertaken  by  a  joint  committee  of  rep- 
resentatives of  carriers  and  employees.  If  it  is  true  that 
in  certain  situations  the  rules  produce  inecjuitable 
results,  the  obvious  remedy  is  for  the  parties  con- 
cerned to  reach  agreement  as  to  desired  changes.  Like- 
wise, if  certain  rules  are  being  interpreted  to  mean 
something  else  than  was  originally  intended  by  them 
they  can  be  changed  by  negotiation  so  as  to  alter  the 
ambiguous  language  which  made  such  interpretations 
possible.  The  rules  in  question  have  been  arrived  at 
bj-  a  process  of  negotiation  and  agi'eemcnt.  They  can 
he  changetl  or  amended  by  the  same  process.     It  sliould 


'  Ihiil..  pp.  -•■)4-3"5. 
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be  pointed  out,  however,  that  both  parties  to  these 
agreements  are  rehictant  to  open  them  up  for  change 
as  to  any  given  question  because  of  tlie  possibility  that 
demands  for  changes  as  to  many  other  points  will  be 
made. 

The  problem  just  discussed  has  been  frequently-,  but 
mistakenly,  linked  with  an  item  of  wage  payments  to 
train  and  engine  service  employees  which  has  often 
been  erroneously  described  as  "time  paid  for  but  not 
worked."  The  Commission  does  not  use  the  concept 
"time  paid  for  but  not  worked"  in  its  statistics  of  train 
and  engine  service  compensation,  because  of  its  mis- 
leading character.  Nevertheless,  the  impression  still 
persists  that  the  amounts  in  question  represent  millions 
of  dollars  for  whicli  no  service  is  performed. 

The  "dual  basis"  of  wage  payment  in  road,  train, 
and  engine  service  lesults  in  a  payment  per  mile  or  per 
hour  depending  upon  the  hours  worked  and  the  aver- 
age speed  of  the  train.  For  example,  a  conductor  in 
road  freight  service  is  entitled  to  receive  wages  under 
the  aijplicable  rules  based  on  hours  if  his  average  speed 
is  less  than  121/0  miles  per  hour  and  based  on  miles  if 
his  average  speed  exceeds  121/2  miles  per  hour  and  his 
run  is  mox'e  than  100  miles.  For  this  class  of  service 
and  for  pay  purposes  100  miles  is  the  equivalent  of  S 
hours  of  woik.-'  Under  the  agreement  rules  the  con- 
ductor is  entitled  to  paj'  for  8  hours  or  100  miles  even 
though  he  works  less  than  8  hours  or  makes  less  than 
100  miles. 

If  the  conductor  makes  more  than  100  miles  at  an 
average  speed  of  12i/^  miles  per  hour  or  more  he  is 
paid  at  a  rate  in  cents  per  mile  for  each  mile  run.  If 
he  makes  200  miles  in  8  hours  he  receives  twice  as  much 
as  for  100  miles  and  he  is  credited  in  Interstate  Com- 
merce Commission  statistics  with  receiving  16  hours 
of  pay  for  8  hours  of  work.  If  the  "speed  basis"  were 
raised  from  I21/2  miles  to  25  miles  per  hour  the  extra 
8  hours  would  disappear,  yet  the  conductor  would  be 
performing  exactly  the  same  work  for  exactly  the 
same  pay  as  before.  In  other  words,  there  is  no  mean- 
ing in  saying  that  the  conductor  under  these  circum- 
stances gets  paid  for  "time  not  worked." 

In  1936  this  subject  M-as  carefully  examined.-^  So- 
called  "time  paid  for  but  not  worked"  amounted  to  more 
than  15  percent  of  the  train  and  engine  service  paj?  roll 
in  1934  or  to  a  total  of  $66,001,000.  According  to  that 
report : 

Thrce-fdiirtlis  uf  tlio  uiiiomit  in  question  w;is  paid  for  service 
rendori'il   in   niilos  of   transpoi-tution   run   during   straight-time 


^Iii  passenger  service  (except  cummuter  service)  100  miles  or  0 
hours  constitutes  the  hasiz  day  for  engineers  and  firemen  and  150  miles 
or  ly^  hours  for  conductors  and  trainmen. 

=»/l  Hun-ru  o]  the  Kiihs  Omn-tiUin  M'aiic  I'aumciits  in  RaUroatl, 
Train,  and  Knijine.  Scrricc,  vols.  I  and  II.  Federal  Coordinator  of 
'Xransportation,  March  193C. 


hours  at  speeds  faster  than  the  "speed  basis"  adopted  as  a 
standard  for  the  purpose  of  determining  a  day's  pay.  Money  so 
earned  cannot  fairly  be  considered  as  payment  for  time  not 
worlsed.  It  is  a  payment  for  service  rendered  and  is  propor- 
tionate thereto.  It  has  grown  because  the  employees'  mileage 
output  per  hour  has  increased  and  their  return  in  wages  has 
therefore  increased  also.'" 

The  remaining  one  ((uarter  of  j^i.vments  for  "time 
paid  for  but  not  worked"  in  train  and  engine  service 
was  found  to  arise  principally  from  the  system  of  daily 
and  monthly  guarantees.  A  train  and  engine  service 
employee  gets  a  day's  pay  if  he  reports  for  duty  at  all. 
This  daily  pay  is  considerably  less  than  pay  for  a 
normal  day  of  work  because  the  "standard"  day  on 
which  it  is  based  represents  pay  for  only  150  miles  for 
conductors  and  trainmen  in  passenger  service  and  only 
100  miles  for  all  other  road  train  and  engine  service  em- 
ployees.^' In  yard  service  the  daily  pay  is  based  on 
the  rate  for  8  hours.  A  restricted  number  of  train  and 
engine  service  employees,  principally  conductors  and 
trainmen  on  regularly  assigned  runs,  are  guaranteed 
pay  for  each  working  daj'  in  the  month,  providing  they 
are  ready  and  available  for  service  each  day.  Railroad 
officials  have  not  expressed  any  general  opposition  to 
these  guarantees  except  when  other  rules  have  pre- 
vented them  frt>m  transferring  work  from  employees  in 
one  class  of  service  to  employees  in  another,  or  when 
"starting  time"  rules  have  jjroduced  disputes  as  to  when 
one  day  ended  and  another  began. 

The  exjjlanation  given  above  should  make  clear  that 
so-called  "time  paid  for  but  not  worked"  as  derived 
from  the  wage  statistics  of  the  Interstate  Commerce 
Commission  is  unrelated  to  the  compensation  paid 
under  rules  which  may  permit  2  or  more  days'  pay  for 
a  single  day's  work  or  may  permit  compensation  when 
no  service  has  been  performed  at  all,  even  of  a 
"stand-by"  character.  Payments  of  the  former  type 
are  for  the  most  part  dependent  ui)on  work  performed 
and  constitute  an  essential  feature  of  the  present 
method  of  determining  wages  in  train  and  engine 
service. 

Addendum  on  Recent  Wage  Changes 

This  report  was  completed  just  as  the  influence  of 
America's  defense  program  began  to  be  felt  in  the 
wage  structure  of  American  industry.  In  some  re- 
spects, therefore,  the  report  is  not  wholly  up-to-date. 
It  may  prove  useful  to  record  some  of  the  recent  wage 
changes  in  the  railroad  aiid  water  transportation  in- 
dustries, even  though  it  is  too  soon  as  yet  to  appraise 
their  significance. 

In  tlio  railroad  industrv.  the  economic  changes  result- 
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ing  from  transition  to  a  war  economy  led  to  a  movement 
for  wage  increases  initiated  by  the  unions  in  June 
1941.  At  about  the  same  time  the  railroads  requested 
important  changes  in  labor-agreement  rules.  The  ensu- 
ing controversy  followed  the  negotiation  and  media- 
tion procedures  laid  down  by  the  Eaihvay  Labor  Act 
but  no  settlement  was  reached.  The  question  of  vaca- 
tions with  pay  for  non-operating  employees  had  been 
raised  a  year  earlier  but  had  not  been  settled. 

On  September  10  an  Emergency  Board  was  appointed 
by  the  President  to  consider  the  various  matters  in 
dispute,  as  required  by  the  Railway  Labor  Act,  and 
hearings  were  held  in  Chicago  in  September  and  Octo- 
ber. On  November  5  the  Board  recommended  wage 
increases  of  7^4  percent  for  employees  represented  by 
the  five  operating  brotherhoods  and  9  cents  an  hour, 
or  an  increase  of  about  131  o  percent,  for  emploj'ees  rep- 
resented by  the  14  non-operating  organizations.^-  These 
increases  were  recommended  as  temporary,  to  expire 
automatically  December  31.  1942,  unless  extended  by 
agreement.  A  week's  vacation  with  pay  was  recom- 
mended for  non-operating  employees  with  one  year's 
service  in  the  industry.  An  increase  of  7i/2  cents 
per  hour  was  recommended  for  emploj'ees  of  the  Rail- 
way Express  Agency.  Finally,  the  Emergency  Board 
recommended  basic  minimum  hourly  rates  of  40  cents 
for  emploj-ees  of  the  short-line  railroads  and  45  cents 
for  all  other  railroad  employees.  Except  for  the  40- 
cent  minimum,  no  other  increase  was  recommended  for 
short-line  railroad  employees.  It  was  suggested  that 
some  increase  for  these  employees  was  warranted  but 
should  be  obtained  through  negotiation  between  the 
employees    and    employers    concerned. 

The  railroad  labor  organization  refused  to  accept 
these  recommendations  and  threatened  to  strike  if 
further  increases  were  not  granted.  The  President  re- 
convened the  Emergency  Board  on  November  27,  to 
consider  the  j^roblem  created  by  the  unwillingness  of  the 
employees  to  accept  the  Board's  recommendations.  On 
December  5  the  Board  announced  that  while  it  adhered 
to  its  original  recommendations,  its  members  had  acted 
as  mediators  in  effecting  a  settlement  involving  further 
increases.'^ 

According  to  the  terms  of  the  mediation  agreement, 
operating  employees  are  to  receive  an  increase  of  9I/2 
cents  an  hour  in  basic  rates  and  non-operating  em- 
ployees. 10  cents  per  hour.  These  represent  permanent 
increases.  In  addition  to  the  week's  vacation  with  pay 
for  non-operating  employees,  clerks  and  telegraphers 
with  two  years'  service  will  receive  3  days'  vacation,  or 
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a  total  of  9  days,  and  those  with  3  years'  service,  6  days, 
or  a  total  of  12.  Both  employees  and  management 
agreed  to  a  moratorium  on  rules  changes  for  the  dura- 
tion of  the  emergency.  Retroactive  pay  based  on  the 
Emergency  Board  recommendations  of  November  5, 
1941,  will  date  from  September  1,  and  the  additional 
increases  based  on  the  mediation  agreement,  from 
December  1. 

A  wage  increase  of  10  cents  an  hour  for  Railway 
Express  Agency  employees  was  included  in  the  media- 
tion agreement  which  the  Agency  at  first  refused  to 
accept  but  later  agreed  to.  The  mediation  settlement 
did  not  provide  for  any  wage  increases  for  employees 
of  the  short  lines  other  than  the  minimum  hourly  rate 
i-ecommeiided  in  the  Emergency  Board's  first  report. 

In  October  1941  the  National  Maritime  Union  nego- 
tiated a  new  agreement  with  shipowners  which 
increased  both  basic  and  emergencj'  rates. ^*  Under  the 
new  agreement  the  basic  monthly  rate  for  able  seamen 
is  $82.50;  for  ordinary  seamen.  $65.00;  for  oilers  and 
water  tenders,  $92.50.  The  monthly  wages  for  other 
ratings  among  unlicensed  personnel,  except  in  the  stew- 
ard's department  of  passenger  vessels,  were  increased 
in  about  the  same  proportions.  To  these  basic  rates 
are  added  $10.00  per  month  emergency  wages  for  ships 
in  the  coastwise  trade,  $12.50  per  month  for  those 
trading  to  the  Dominican  Republic,  and  $17,50  per 
month  for  the  offshore  trades,  except  in  the  steward's 
department  of  passenger  vessels,  where  the  additional 
emergency  wage  is  $12.50  per  month. 

The  overtime  rate  in  the  new  agreement  Avas  fixed  at 
70  cents  per  hour  as  the  basic  rate,  plus  a  temporary 
increase  of  15  ceiits,  or  a  total  overtime  rate  of  85  cents 
per  hour. 

Union  Organization 

in  the  Transportation  Industry 

That  collective  bargaining,  accepted  by  both  parties 
and  upheld  by  labor  contracts,  is  fundamental  to  good 
employer-employee  relationships  is  more  widely  recog- 
nized in  the  United  States  today  than  in  any  previous 
period.  The  right  to  collective  bargaining  has  been 
part  of  the  law  of  the  land  for  railroad  workers  for 
many  years  and  for  workers  in  most  other  industries 
since  1935  when  the  National  Labor  Relations  Act 
was  passed.  In  1936  air-transport  workers  were  cov- 
ered by  the  guarantees  of  the  Railway  Labor  Act. 
Past  experience  has  demonstrated  that  there  can  be  no 
enduring  labor  peace  in  any  section  of  the  transporta- 
tion industry  where  the  right  to  collective  bargaining 
is  denied. 

In  order  to  make  the  right  to  collective  bargaining 
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effective  it  is  necessary  that  tiie  organization  to  repre- 
sent employees  be  determined  by  tlie  employees  them- 
selves; that  written  agreement  as  to  hours,  wages,  and 
working  conditions  be  made,  and  that  adequate  and 
eft'ective  machinery  be  created,  firNt  for  negotiating 
grievances  arising  out  of  the  interpretation  of  agree- 
ments, and  secondly,  for  settling  disputes  over  tlie  mak- 
ing of  new  agreements  or  the  modifying  of  old  ones. 

There  is  less  disparity  today  hi  the  extent  and  effec- 
tiveness of  collective  bargaining  among  the  several 
transportation  agencies  than  was  true  seven  and  eight 
years  ago.  In  1933-35,  the  years  covered  in  the  Report 
of  the  Federal  Coordinator  of  Transportation  on  com- 
parative labor  standards,  only  the  railroad  industry,  of 
the  several  transport  agencies,  could  be  said  to  have 
satisfied  the  recjuirements  for  effective  collective  bar- 
gaining. That  industry  had  had  miicli  more  extensive 
experience  with  methods  of  dealing  with  the  problems 
of  labor  relations  than  had  any  other  branch  of  trans- 
portation. Furthermore,  macliinery  for  securing  the 
maxinnuu  effectiveness  of  negotiations  between  em- 
2:)loyer  and  emjjloyee  had  been  nrore  completely  estab- 
lished in  the  railroad  industry  than  among  its 
2)rincipal  competitors. 

Since  1933-35  rapid  progress  in  trade-tmion  t)rgani- 
zation  has  greatly  advanced  the  processes  of  collective 
bargaining  in  the  transjiortation  industry'.  Railway 
organizations  have  continued  to  gain  strength,  but  the 
greatest  changes  have  occurred  in  other  branches  of 
transportation.  Union  membership  in  the  maritime 
industry  more  than  trebled  between  1935  and  1940. 
In  air  transport,  as  late  as  1936,  there  was  only  one 
effective  labor  organization,  the  Air  Line  Pilots" 
Association,  with  600  members.  As  of  1940,  from  20 
to  30  percent  of  the  more  than  14,000  employees  in  the 
industry  were  operating  inider  trade-union  agreements. 
In  bus  and  truck  transportation,  from  60  to  70  percent 
of  the  emplov'ees  are  covered  by  trade-union  agreements 
as  compared  with  a  much  smaller  but  unknown  per- 
centage 5  years  previously.  Among  carriers  by  pipe 
line,  trade  unionism  has  developed  less  than  in  other 
brandies  of  transportation.  It  is  estimated  that  only 
between  10  and  20  percent  of  pipe-line  employees  are 
working  under  labor  agreements.^^ 

labor  Organizalion  in  the  Railroad  Industry 

The  iirst  raihoad  trade  union,  the  Grand  Inter- 
national Brotherhood  of  Locomotive  Engineers,  was 
organized  in  1863.  In  the  20  years  following,  three 
other  major  brotherhoods  were  organized,  the  Order -of 
Railway  Conductors  in  1868,  the  Brotherhood  of  Loco- 
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motive  Firemen  and  Enginemen  in  1873,  and  the 
Brotherhood  of  Railroad  Trainmen  in  1883.  These 
three,  together  with  the  Brotherhood  of  Locomotive 
Engineers,  are  the  "Big  Four"  of  the  railroad  labor 
organizations  and  were  the  mainstay  of  the  trade-union 
movement  in  the  railroad  industry  throughout  its 
formative  stages.  During  the  1880's  most  of  the  craft 
unions  which,  at  the  time  of  organization  or  at  a  later 
date,  included  railroad  shop  emploj-ees  in  their  mem- 
bership were  organized.  The  Brotherhood  of  Mainte- 
nance of  Way  Employees  and  the  Order  of  Railroad 
Telegraphers  were  organized  during  the  same  period. 
In  1898  the  Brotherhood  of  Railway  and  Steamship 
Clerks,  Freight  Handlers,  Express  and  Station  Em- 
ployees was  organized,  now  the  largest  of  the  railroad 
trade  unions  in  terms  of  railroad  employee  membership. 

The  increasing  strength  of  railroad  unions  was  recog- 
nized and  encouraged  b}-  Congress  in  1926  with  the 
passage  of  the  Railway  Labor  Act,  which  guaranteed 
to  railroad  employees  the  '"right  to  organize  and  to 
bargain  collectively  tlirough  i-epresentatives  of  their 
own  choosing"  and  placed  a  duty  upon  employees  and 
employers  to  make  and  maintain  agreements.  It  is  es- 
timated that  at  the  beginning  of  1941  more  than  90 
percent  of  all  railroad  employees  in  train  and  engine 
service,  maintenance  of  way,  clerical  and  station  forces, 
and  shop  crafts  were  covered  by  trade-union  agree- 
ments."'' 

Railroad  workers,  generally,  are  organized  on  a 
craft  basis  and  in  local,  divisional,  or  system-wide 
negotiation  are  represented  mi  that  basis.  Among  the 
shop-craft  unions,  agreements  with  individual  carriers 
r.re  usually  negotiated  by  system  federations  represent- 
ing all  the  shop  crafts  organized  on  the  particular 
carrier.  In  1926  the  separate  craft  unions  formed  a 
j.iint  organization  known  as  the  Railway  Labor  Execu- 
tives' Association.  This  organization  now  includes  20 
unions  (since  the  Brotherhood  of  Railroad  Trainmen 
resigned  in  1937),  of  which  several  have  a  large  mem- 
bership outside  of  the  railroad  industry.  Through  the 
Railwaj'  Labor  Executives"  Association  the  separate 
craft  unions  act  as  a  single  body  on  matters  which  are 
of  common  interest  to  all  of  them. 

The  21  unions  which  originally  formed  the  Railway 
Labor  Executives"  Association  are  knoMn  as  the  '"stand- 
ard"' railroad  labor  unions.  Of  these,  14,  representing 
principally  the  shop  crafts,  the  clerks,  maintenance-of- 
way  emi:iloyees,  and  marine  employees,  are  affiliated 
with  the  American  Federation  of  Labor.  The  7  A.  F. 
of  L.  unions  representing  the  shop  crafts — the  black- 
smiths, boilermakers,  sheetmetal  workers,  machinists, 
carmen,  electrical  workers,  and  firemen  and  oilers  are 
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united  in  the  Railway  Employees'  Department,  estab- 
lished in  190S.  The  train  service  brotherhoods,  known 
as  the  "Big  Four,"  the  American  Train  Dispatchers' 
Association,  and  the  Brotherhood  of  Railroad  Signal- 
men are  independent  unions.  The  National  Marine 
Engineers'  Beneficial  Association  is  affiliated  with  the 
Congress  of  Industrial  Organizations. 

Water  Transport 

AVith  few  exceptions,  the  present  unions  in  the  water 
transportation  industry  are  of  relatively  recent  origin. 
There  were  collective  agreements  in  effect  in  the  in- 
dustry on  the  West  Coast  prior  to  the  first  AVorld  War, 
but  there  was  little  recognition  of  unions  elsewhere. 
During  the  War  there  was  a  rapid  expansion  of  trade 
unionism  but  conditions  in  the  post-war  period  were 
decidedly  adver.se  to  seamen's  unions  and  by  1929  their 
World  War  gains  had  largely  disappeared. 

As  in  so  many  other  industries,  passage  of  the 
National  Industrial  Recovery  Act  in  1933  provided 
strong  impetus  to  the  revival  of  trade-union  organiza- 
tion among  maritime  workers.  A  period  of  bitter 
strikes  followed  which,  in  spite  of  the  collective  agree- 
ments obtained  in  1934  and  1935,  continued  until  1936 
when  the  industry  on  both  coasts  was  in  large  part 
strike-bound  for  a  period  of  several  weeks.  In  the 
meantime,  the  National  Labor  Relations  Act  of  1935 
had  been  passed  with  its  important  guarantees  to  work- 
ers of  the  rights  to  organize  and  to  bargain  collectively 
through  representatives  of  their  own  choosing.  Con- 
ditions aboard  ship  were  somewhat  improved  by  amend- 
ments to  the  Seamen's  Act  in  1936.  Labor  relations  in 
the  industry,  however,  continued  to  be  unsatisfactory 
and  in  1937  the  Maritime  Commission,  which  had  been 
newly  created  by  the  ]\Ierchant  Marine  Act  of  1936,  re- 
ported that  employer-employee  relations  constituted  one 
of  the  most  difficult  problems  facing  the  American 
merchant  marine.     According  to  the  Commission : 

[The  shipping  industry  was]  paying  for  its  shortsightedness 
ill  repressing  labor  for  so  many  years.  Some  of  the  operators 
who  paid  low  wages  during  the  depression  were  at  the  same 
time  receiving  substantial  subsidies  from  the  Government  for 
the  preservation  of  an  American  standard  of  living.  By  deny- 
ing their  employees  the  right  to  organize,  .shipowners  created 
a  condition  favorable  to  un-American  doctrine.  For  11  year.s 
owners  refused  even  to  answer  requests  of  their  workers  for 
collective  agreements.  When  the  seamen  finally  did  organize 
and  forced  the  owners  to  hear  tlieir  demands,  these  demands 
were  naturally  distorted  by  the  repressions  of  the  preceding 
jears." 

Great  impetus  to  trade-union  organization  in  water 
transportation  was  given  by  the  organizational  drives 
on  the  Pacific  Coast  in  1934-35.     The  total  membership 


of  all  trade  unions  existing  in  water  transportation  in 
193.5-36  has  been  estimated  at  84,200^*  or  less  than  one- 
third  of  the  259,000  workers  employed  in  water  trans- 
portation at  that  time.  Since  then,  a  series  of  agree- 
ments have  been  obtained  which,  by  the  beginning  of 
1941,  had  brought  a  majority  of  the  larger  companies 
engaged  in  water  transportation  to  an  acceptance  of 
collective  bargaining.  The  trade-union  membership  of 
marine  workers  as  reported  by  the  Maritime  Labor 
Board,  which  represents  conditions  in  1939,  adds  up 
to  over  261,000,  or  to  nearly  81  jjercent  of  a  total 
estimated  water-transport  employee  population  of  300,- 
000.  The  Department  of  Labor  estimates  that,  as  of 
March  1941,  75  to  85  percent  of  all  deep-sea  vessel 
personnel,  excluding  tanker  personnel  and  80  to  90  per- 
cent of  all  longshoremen  were  woi-king  under  the 
terms  of  labor  contracts. 

There  is  a  sharp  division  on  board  ship  between 
licensed  and  unlicensed  personnel  which  has  been  re- 
flected to  some  extent  in  trade-union  organization  and 
activities.  The  National  Organization  of  Masters, 
Mates,  and  Pilots  of  America  represents  deck  licensed 
officei's,  while  the  National  Marine  Engineers'  Bene- 
ficial Association  represents  licensed  officers  in  the  en- 
gine department.  The  United  Licensed  Officers  of  the 
United  States  of  America  have  membership  in  both 
the  deck  and  engine  departments. 

The  imlicensed  personnel  and  longshoremen  are 
sharply  divided  along  lines  of  trade-union  affiliation. 
The  majority  of  .seamen  on  the  Atlantic  and  Gulf  Coasts 
and  an  increasing  percentage  on  the  Great  Lakes,  the 
Marine  Cooks'  and  Stewards'  Association  of  the  Pacific 
Coast,  and  the  International  Longshoremen's  and 
Warehousemen's  Union  on  the  Pacific  Coast  are  C.  I.  O. 
affiliates.  A  majority  of  the  Pacific  Coast  seamen  and 
the  International  Longshoremen's  Association  covering 
chiefly  Atlantic  and  Gulf  ports  are  A.  F.  of  L.  unions. 
The  Pacific  Coast  Marine  Firemen.  Oilers,  Water- 
tenders  and  Wipers'  Association  is  affiliated  with 
neither  the  C.  I.  O.  nor  the  A.  F.  of  L. 

Air  Transport 

Trade-union  organization  in  air  transportation  is  as 
new  as  the  industry  itself.  At  the  present  time,  fi'om 
30  to  40  percent  of  the  employees  ai'e  working  under 
labor  contracts,  most  of  them  pilots  and  mechanics. 
Other  classes  of  personnel  are  relatively  unorganized, 
partly  because  the  number  of  employees  is  small  and 
scattered  with  few  in  a  given  class  at  any  one  point, 
partly  because  they  include  "white  collar"  classes  who 
have  been  traditionally  hard  to  organize,  and  partly 
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because  no  great  etioit  has  been  made  to  organize  air- 
line employees  apart  from  pilots  and  mechanics.  Air 
lines  and  their  emploj^ees  became  subject  to  the  Railway 
Labor  Act  in  1936  and  in  each  of  its  annual  reports  since 
I  hat  time  the  National  Mediation  Board  has  reported 
continued  growth  in  the  number  of  labor  agreements 
in  this  industry.  In  the  fiscal  year  1939,  18  new  agree- 
ments were  negotiated,  making  34  in  effect  as  of  June 
30,  1939.  As  of  June  30.  1940.  there  were  44  labor 
agreements  in  effect  covering  air-line  employees.  As 
of  June  1940,  aviation  mechanics  had  collective  agree- 
ments with  17  out  of  the  27  sdieduled  air-line  carriers 
filing  agreements  witli  the  National  Mediation  Board. 
In  the  Spring  of  1941  all  but  one  or  two  of  the  scheduled 
air-line  carriers  were  operating  under  trade-union  agree- 
ments with  the  Air  Line  Pilots  Association. 

Employees  in  the  air-transport  industry  are  largely 
organized  on  a  craft  basis.  Separate  unions  exist  for 
pilots  and  copilots,  radio  operators,  and  mechanics. 
Pilots  and  copilots  are  represented  by  the  Air  Line 
Pilots  Association  International,  an  A.  F.  of  L.  affili- 
ate. Mechanics  are  represented  by  the  A.  F.  of  L. 
International  Association  of  Machinists  and  by  the  Air 
Line  Mechanics  Association  International,  an  inde- 
pendent union  limited  to  the  aviation  iniln>.ti-y.  There 
are  a  few  system  associations  among  all  ilasscs  of  air 
line  employees  except  jiilots. 

Motor  Transport 

The  Federal  Coordinator  reported  that,  while  truck 
employees  were  better  organized  than  bus  employees  in 
1935,  only  a  small  proportion  of  workers  engaged  in 
motor  transport  were  then  covered  by  labor  agreements. 
Since  that  time  progress  in  union  organization  has  been 
rapid  until  at  the  present  time  it  is  estimated  by  the 
Department  of  Labor  that  60  percent  or  more  of  the 
employees  in  city  and  intercity  trucking  and  in  intercity 
bus  transportation  are  working  under  labor  contracts. 
As  in  other  branches  of  the  transportation  industry 
where  union  organization  was  not  strong  the  passage  of 
the  National  Labor  Relations  Act  has  played  an  im- 
portant part  in  obtaining  increased  recognition  of  the 
principle  of  collective  bargaining. 

The  majority  of  organized  union  truck  drivers  are 
repre.sented  by  the  International  Brotherhood  of  Team- 
sters. Chauffeurs,  Stablemen  and  Helpers  of  America, 
afBliated  with  the  A.  F.  of  L.  Certain  of  the  C.  I.  O. 
indu.strial  unions  include  truck  drivers  in  their  mem- 
bership. The  A.  F.  of  L.  International  Union  of 
United  Brewery,  Flour,  Cereal,  and  Soft  Drink  Work- 
ers of  America,  which  until  recently  has  claimed 
jniisdiction  over  motor-truck  drivers  employed  in  the 
industries  which  it  represents,  has  been  ordered  by 
Court  to  relinquish  that  jurisdiction  to  the  Teamsters' 
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Union.-'"-*  Other  important  unions  representing  motor 
transport  employees  are  the  Amalgamated  Street  and 
Electric  Railway  and  Motor  Coach  Employees,  the 
International  Association  of  Machinists  and  the 
Brotherhood  of  Railroad  Trainmen.  Tliere  are  some 
system  associations,  particularly  among  employees  of 
bus  companies  owned  or  partially  owned  by  railroads. 
Pipe-Line  Transport 

It  is  estimated  that  10  to  20  percent  of  employees 
in  pipe-line  transportation  are  working  under  labor 
agreements.  Union  organization  has  never  been  strong 
in  this  branch  of  transportation,  partly  because  of  the 
high  labor  standards  which  have  prevailed,  inde- 
Ijendently  of  union  activity,  and  partly  because  of 
jurisdictional  difficulties.  The  majority  of  the  organ- 
ized emploj'ees  in  the  industry  are  members  of  the 
International  Association  of  Oil  Field.  Gas  Well  and 
Refinery  Workers.  Ther-e  are  more  than  20  other 
unions  who  claim  jurisdiction  over  various  groups  of 
employees  in  tlie  petroleum  industry. 

The  Establishment  and  Maintenance 
of  Labor  Standards 

Throughout  the  greater  part  of  the  transportation 
industry,  standards  of  hours,  wages  and  Avorking  condi- 
tions are  now  established  and  maintained  by  agreement 
between  workers  and  management  through  the  processes 
of  collective  bargaining.  Such  a  develoiDment  has  been 
possible  because  both  employers  and  employees  have  rec- 
ognized a  common  interest  in  settling  their  differences 
through  negotiation  and  compromise.  While  this  ac- 
ceptance of  collective  bargaining  has  eliminated  certain 
causes  of  labor  disputes,  an  equally  important  result  has 
been  the  resolution  of  disputes  through  orderly  and 
peaceful  means. 

Collective  bargaining  is  a  continuing  process  that  be- 
gins with  union  organization,  union  recognition,  and 
the  negotiation  of  written  agreements.  These  agree- 
ments establish  rights  and  impose  duties  upon  both 
parties.  Their  provisions  may  be  misunderstood  or 
they  may  be  violated.  Therefore,  there  must  be  some 
continuing  means  of  interpreting  and  of  enforcing 
them.  Either  party  may  wish  to  change  the  existing 
standaids  and  rules  set  up  in  the  labor  contracts.  There- 
fore, both  parties  must  stand  ready  to  resume  negotia- 
tions when  the  demand  for  such  changes  is  made  or, 
in  those  cases  where  agreements  are  made  for  limited 
periods,  when  the  life  of  the  existing  agreement  has 
expired. 

The  machinery  for  interpreting  and  enforcing  labor 
agreements  is  usually  set  ujj  in  the  agreements  them- 
selves, except  as  the  establishment  of  such  machinery 


"Wmiam   Ch-cni.   ct   til.   v,   .Toxeiih   Oheivfell.   (t   <n..   121 
(App.  D.  C.   1D41). 


1 2d)    40 


Transportation  and  Natioud  Policy 


493 


by  law  makes  their  inclusion  in  agreements  unnecessary. 
In  the  transportation  industry,  many  agreements  pro- 
vide for  joint  committees  to  whom  disputes  arising 
out  of  the  contracts  are  referred  in  the  event  that  they 
are  not  settled  through  the  ordinary  negotiation  ar- 
rangements. The  work  of  these  conmiittees  may  be 
somewhat  informal  in  character  or  may  extend  to  a 
more  formal  consideration  in  which  a  neutral  outside 
part}'  is  called  in  to  cast  the  deciding  vote.  Procedure 
of  this  sort  has  been  developed  most  extensively  in 
water  and  motor  transport  but  is  largely  absent  from 
the  railroad  industry  because  procedures  under  the  Rail- 
way Labor  Act  have  supplanted  it.  In  the  air-transport 
industry,  adjustment  boards  are  established  in  the 
agreements  themselves  but  in  accordance  with  the  terms 
of  the  Railway  Labor  Act. 

The  settlement  of  disputes  arising  out  of  labor  con- 
tracts may  also  be  carried  out  through  machinery 
established  by  law.  Such  means  exist  in  elaborate 
form  for  rail  transportation  in  the  Railway  Labor  Act 
while  voluntary  arrangements  in  air  transport  are 
largely  influenced  by  the  requirements  of  that  Act.  To 
a  less  important  extent,  procedures  established  by  law 
for  the  settlement  of  disputes  exist  for  the  rest  of  the 
transportation  industry,  as  well  as  for  other  industries, 
in  the  mediation  and  conciliation  services  provided  by 
tlie  Department  of  Labor. 

The  Railroad  Industry 

The  railroad  industry  in  recent  years  has  been  more 
successful  than  any  other  great  American  industry  in 
establishing  and  maintaining  labor  standards  by  peace- 
ful means.  It  is  also  true  that  Federal  law  has  gone 
further  in  setting  up  procedures  for  handling  labor 
relations  on  railroads  than  in  any  other  industn".  At 
the  same  time  it  must  be  remembered  that  most  of 
the  work  of  collective  bargaining,  even  in  the  railroad 
industry,  is  carried  on  by  direct  negotiation  without 
the  intervention  of  third  parties.  Governmental  ma- 
chinery is  utilized  only  when  direct  negotiation  has 
failed  to  accomplish  its  purpose. 

The  Railway  Labor  Act  of  1926,  as  amended  in  1934, 
requires  the  railroads  and  their  employees  to  exert 
every  reasonable  effort  to  make  and  maintain  agree- 
ments, prohibits  emploj'ers  from  interfering  with  their 
emploj'ees'  rights  to  organize  and  establishes  adjust- 
ment and  mediation  procedures  for  the  settlement  of 
tho.se  disputes  which  have  not  yielded  to  direct  nego- 
tiation. The  law  sets  up  two  Boards  to  administer 
its  provisions,  the  National  Mediation  Board  and  the 
Xatiiiiuil  IJailioad  Adjustment  Br)ard.'" 


The  National  Mediation  Board  mediates  disputes 
arising  from  differences  between  cari'iers  and  em- 
ployees regarding  changes  in  rates  of  pay,  rules  or 
working  conditions,  and  suiiervises  the  conduct  of 
elections  for  the  purpose  of  determining  employee  rep- 
resentation. Either  party  to  a  dispute  may  ask  for 
mediation :  or  the  Board  may  offer  its  services.  If  me- 
diation fails,  voluntary  arbitration  may  be  resorted  to 
under  the  Board's  supervision.  If  arbitration  fails  or 
is  not  desired,  and  an  emergency  exists,  the  President 
maj'  appoint  a  special  fact  finding  conunittee  to  hold 
hearings,  take  testimony  and  make  a  report.  "Wliile 
the  recommendations  of  such  an  emergency  board  are 
not  binding,  they  are  usually  accepted  by  the  parties 
to  the  dispute.  Strikes  are  not  expressly  forbidden 
by  the  Railway  Labor  Act,  but  it  is  the  intent  of  the 
law  to  discourage  them  until  all  the  procedures  pro- 
vided for  settling  disputes  have  been  exhausted. 

Tlie  Railway  Labor  Act  i^rovides  that  disputes  aris- 
ing out  of  the  interpretation  or  apjilication  of  agree- 
ments "shall  be  handled  in  the  usual  manner  up  to  and 
including  the  chief  operating  officer  of  the  carrier  desig- 
nated to  handle  such  disi:)utes."  If  this  direct  negotia- 
tion does  not  jjroduce  a  settlement,  the  law  provides 
that  the  dispute  shall  be  referred  to  the  National  Rail- 
road Adjustment  Board.  This  Board  functions 
through  four  divisions,  each  concerned  with  a  specified 
group  of  occupations.*^  A  given  division  of  the  Board 
is  composed  of  an  ecjual  number  of  representatives  of 
workers  and  of  management,  appointed  by  the  corre- 
sponding parties  and  compensated  by  them.  If  a 
division  of  the  Board  cannot  agree  and  becomes  dead- 
locked, a  neutral  referee  is  called  in  who  casts  the  de- 
ciding vote.  Die  neutral  referee  is  selected  by  the 
members  of  a  division  of  the  Adjustment  Board  or. 
if  no  referee  can  be  agreed  upon,  by  the  National 
Mediation  Board. 

The  work  of  the  National  Mediation  Board  is  gen- 
erally approved  by  employers  and  employees  alike. 
The  work  of  the  National  Railroad  Adjustment  Board 
has  been  the  subject  of  considerable  controversy.  Most 
of  the  complaints  come  from  employers.  They  main- 
tain that  divisions  of  the  Adjustment  Board  are  too 
often  deadlocked,  that  neutral  referees  frequently  pi-e- 
fer  a  literal  interpretation  of  the  provisions  of  an 
agreement  over  an  interpretation  based  upon  the  cus- 
toms of  the  industry,  and  that  the  whole  piocess  is  very 
costly  to  the  railroads.'-  Emplo.yees,  on  the  other 
hand,  maintain  that  the  decisions  to  which  employers 
object  are  logical  deductions  from  the  rules  and  are 
arrived  at  through  jirocedui'es  which  insure  impartial- 


*"  For  a  iliscu.ssioii  of  the  origin  and  work  of  the  National  Mediation 
P.oard  s(M'  TUr  h'aihrnif  Labor  Act  antl  the  Xflfiottfil  Mcdiatinn  Hoard, 
puhlislii.d  liy  the  Hoard  in  Aui-'nst  in4(l. 


"For   a    factual    study  of   the   work   of   the   Board   see   The   National 
Railroad  Adjustmrrtt  Board.  William   H.  Speni  er.  19SS. 

*=    See  .Tulius  II.  I'armellee,   Tlie  Modrrn  Railuai/,  1940,  pp.  428-429. 
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ity.  They  point  out  further  that  costs  resulting  from 
adjustment  board  decisions  would  be  decreased  if  em- 
ploj^ers  prevented  violations  of  the  rules,  and  that,  in 
any  event,  the  way  is  open  to  change  existing  rules  by 
negotiation. 

The  area  of  disagreement  between  employers  and  em- 
plcj'ees  on  these  questions  is  so  wide  that  no  third  party 
can  safely  attempt  to  appraise  the  situation  without  a 
great  deal  more  study  than  lias  been  possible  for  pur- 
poses of  this  report.  It  will  be  pertinent  in  this  con- 
nection, however,  to  review  the  findings  of  the  Attorney 
General's  Committee  on  Administrative  Procedui'e 
which  relate  to  the  National  Eailroad  Adjustment 
Board.  Extensive  briefs  were  submitted  tu  tliis  Com- 
mittee as  to  the  Board's  procedures  and  several  hearings 
held  on  the  Adjustment  Board  in  which  evidence  was 
presented  by  rejjresentatives  of  both  men  and  manage- 
ment.*^ A  final  report  covering  many  Federal  agencies 
and  including  recommendations  was  released  by  the 
Committee  to  the  Attorney  General  on  Januai-y  22, 
1941." 

In  the  opinion  of  the  Attorney  General's  Committee 
part  of  the  j^rocedural  difficulties  which  the  Eailroad 
Adjustment  Board  encounters  arises  from  the  fact  that 
its  members  re^jresent  the  parties  to  the  controversies 
which  it  is  called  upon  to  decide.  The  Committee  dis- 
cussed the  probable  advantages  of  a  disinterested  tri- 
bunal over  a  bi-partisan  board,  but  did  not  feel  prepared 
to  recommend  that  a  change  lie  made.  It  concluded, 
however,  that  a  ''nonpartisan  agency,  if  it  could  be 
brought  into  being  by  agreement  among  the  various 
interests  affected,  would  prove  to  be  an  instrumentality 
superior  to  the  one  now  maintained  by  the  carriers  and 
the  employee  organization."  *' 

It  can  hardly  be  denied  that  a  nonpartisan  agency 
might  be  free  of  some  of  the  handicaps  of  the  present 
bi-partisan  board  "if  it  could  be  brought  into  being  by 
agreement  among  the  various  interests."  This  would 
only  mean  that  railroad  labor  and  management  them- 
selves felt  that  a  nonpartisan  agency  would  be  superior 
to  the  present  form.  But  it  is  quite  unlikely  that  such 
agreement  could  be  reached.  The  difficulties  which  the 
Attorney  General's  Committee  emphasized  in  its  dis- 


"  For  a  study  of  this  information  prepared  hy  a  member  of  the  iiive.^- 
tigating  staff  of  the  Attorney  GeneraVs  Committee  and  submitted  to 
that  c.immittee.  see  Rniluaii  Labor,  The  National  Railrond  Adjustment 
Board,  and  the  Katiiinnl  Vediation  Hoard.  Monosraph  No.  17.  The  At- 
torney GeneraFs  Committee  on  Administrative  Procedure,  as  revised  in 
.\pril  10!0.  For  the  principal  documents  relating  to  the  inquiry  .see 
Inquiry  of  the  Attorney  General's  Committee  on  Admini-^tratire  Pro- 
cedure Relatinfi  to  the  Xalional  llailroad  Adju.'<tment  Board,  compiled 
by  Harry  E.  Jones.  Executive  Secretary,  Eastern  Committee  for  the 
National  Uailroad  -Adjustment  Board. 

*>  Pinal  Report  of  the  Attorney  General's  Committee  on  Administra- 
tire   rroerdiire,   <;overnnient    I'rinting   Office,    Washington,   D.   C,    1041. 

'^  Administrative  I'roeedure  in  Oorernmcnl  Aficneies,  S.  Poc.  No.  8. 
77th  Cong.,  1st  sess.,   i;i41.  p.  ISO. 


cussion  of  the  composition  of  the  Adjustment  Board 
are  chiefly  encountered  in  Division  I  dealing  with  train 
and  engine  service.  It  is  noteworthy  that  the  mem- 
bers of  Division  I  have  almost  never  agreed  on  the 
appointment  of  a  neutral  referee  while,  for  example. 
the  members  of  Division  II  dealing  with  shop  craft  em- 
ployees almost  always  agree.  This  fact  might  have 
suggested  to  the  Attorney  General's  Committee  that 
the  question  of  the  composition  of  the  Adjustment 
Board  was  a  relatively  superficial  one.  There  is  an  un- 
resolved conflict  between  train  and  engine  service 
unions  and  railroad  management  as  to  the  interpreta- 
tion of  certain  agreement  rules.  If  a  solution  could 
be  found  to  that  conflict  either  a  bi-partisan  or  a  non- 
partisan adjustment  board  might  be  satisfactory  to 
both  parties.  Until  the  conflict  is  resolved  neither  kind 
of  a  board  can  be  satisfactory  to  them. 

The  Attorney  General's  Committee  noted  that  there 
was  not  at  present  any  statutory  limitation  upon  the 
time  within  which  a  claim  could  be  brought  before  the 
Adjustment  Boaixl  and  recommended  that  the  Railway 
Labor  Act  be  amended  to  require  that  a  claim  filed 
later  than  one  year  following  the  event  out  of  which  it 
arose  should  not  be  recognized.^"  There  is  a  certain 
essential  justice  in  this  recommendation  which  is 
widely  recognized  in  the  railroad  industry.  It  is  not 
likely  that  such  a  change  would  be  seriously  opposed 
by  railroad  employees. 

At  the  present  time  when  disputes  are  submitted  to 
any  of  the  four  divisions  of  the  Adjustment  Board, 
submissions  detailing  their  respective  positions  are  filed 
simultaneously  by  the  employee  organization  and  by 
the  carrier.  These  disputes  are  negotiated  in  the  first 
instance  by  union  and  management  representatives  on 
the  property.  By  the  time  appeal  is  made  to  the 
Adjustment  Board  both  parties  can  be  expected  to  be 
reasonably  familiar  with  the  issues  raised.  The  At- 
torney General's  Committee  observed  that  the  railroads 
felt  themselves  aggrieved  by  this  procedure  and  that  it 
prevented  a  "sharpening  of  the  controverted  issues  and 
the  possibility  of  narrowing  their  scope."  It,  there- 
fore, recommended  that  claimants  be  required  to  make 
a  submission  in  the  first  instance  and  that  opportunity 
be  given  to  respondents  thereafter  to  examine  the  sub- 
mission and  make  a  reply  to  it.     Though  this  recom- 


"Ibid..  p.  1S6.  Lloyd  K.  Garrison,  who  has  acted  as  referee  in  many 
deadlocked  cases,  has  made  this  and  some  other  of  the  recommendations 
which  appear  in  that  part  of  the  report  of  the  -Attorney  Gener-al's  Com- 
mittee dealing  with  the  National  Railroad  Adjustment  Board.  See 
"Labor  Relations  in  the  Railroad  Industry,"  an  address  delivered  by 
Mr.  Garrison  before  the  Academy  of  Political  Science,  November  1-, 
1936,  and  "The  National  Railroad  Adjustment  Board,  a  Unique  -Admin- 
istrative -Agency,"  also  by  Mr.  Garrison,  both  published  in  Inquiry  of 
the  Attorney  General's  Committee  on  Administratire  Proeedure  Relat- 
ing to  the  National  Railroad  Adjustment  Board,  compiled  by  Harry  E. 
Jones. 
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uieiidation  is  not  of  major  importance,  it  is  possible 
that  its  adoption  would  result  in  more  good  than  harm. 
At  the  same  time  it  should  be  pointed  out  that  the 
Adjustment  Board  is  not  at  present  encumbered  with 
any  great  amount  of  legalistic  formalities.  If  the 
change  were  made  with  a  view  to  involving  the  Board 
in  legal  technicalities  it  would  rightly  be  viewed  with 
suspicion. 

Adjustment  Board  procedure  lequires  that,  when  a 
case  has  been  deadlocked  tlirough  the  evenly  divided 
\"ote  of  the  members  of  a  given  division,  a  neutral 
leferee  be  called  in  whose  opinion  finally  decides  the 
issue  raised.  The  Attorney  General's  Committee  found 
that  not  all  divisions  of  the  Adjustment  Board  fol- 
lowed the  same  practice  with  respect  to  permitting  in- 
terested parties  to  file  briefs  with  and  address  oral 
argiunents  to  the  referee.  In  the  case  of  Division  I, 
which  deals  with  train  and  engine  service  cases  and 
has  a  larger  volume  of  cases  to  handle  than  any  other 
division,  neither  arguments  nor  briefs  addressed  to  the 
referee  are  pennitted.  The  Committee  noted  that 
where  this  permission  had  been  granted,  it  has  not  been 
used  to  any  great  extent.  Nevertheless,  it  recom- 
mended that  the  privilege  of  submitting  briefs  or 
addressing  oral  argument  to  the  referees  be  accorded 
by  each  of  the  divisions  of  the  Adjustment  Board, 
since  little  difficulty  would  be  caused  by  granting  this 
privilege  and  since  carriers  feel  that  an  impoi'tant 
source  of  their  dissatisfaction  with  the  operation  of  the 
Adjustment  Board  would  thus  be  removed. 

One  of  the  most  serious  immediate  problems  faced 
by  the  Adjustment  Board  is  the  large  number  of  cases 
pending  in  Division  I,  the  train  and  engine  service 
division.  The  Connnittee  noted  that  the  Kailway  La- 
bor Act  permits  a  division  to  empower  two  or  more  of 
its  members  to  conduct  hearings  and  make  findings 
upon  disputes,  provided  that  final  awards  are  made  by 
tlie  entire  division.  It,  therefore,  recommended  that 
tliis  procedure  be  followed  by  Division  I  in  order  to 
eliminate  long  delays  and  tlie  large  backlog  of 
undecided  cases. 

Whether  these  recommendations,  if  adopted,  would 
eliminate  the  objections  raised  by  railroads  to  the 
National  Eailroad  Adjustment  Board  is  somewhat 
(juestionable.  As  their  testimony  before  the  Attorney 
General's  Committee  showed,  the  carriers  are  primarily 
interested  in  the  substance  of  the  Board's  decisions, 
rather  tlian  in  the  procedure  by  which  the.se  decisions 
are  readied.  Some  of  the  problems  raised  by  the  sub- 
stantive character  of  agreement  rules  and  Adjustment 
Board  decisions  concerning  them  have  been  previously 
discussed.  It  also  has  been  emphasized  previously 
that  there  is  a  fundamental  conflict  in  regard  to  the 
iuterpretation    of    some    agreement    rules    which    goes 


deeper  than  mere  procedure.  Until  tliat  conflict  is  re- 
solved the  Adjustment  Board  will  continue  to  be  in 
difficulties  even  though  its  procedures  should  be  im- 
proved. Past  experience  indicates  that  there  is  suf- 
ficient economic  statesmanship  in  the  industry  to  find  a 
solution  for  this  problem  if  the  main  points  of  issue 
are  reviewed  by  men  and  management  in  the  cooper- 
ative spirit  upon  which  the  success  of  collective 
bargaining  depends. 

Air  Transport 

Employers  and  employees  in  the  air  transport  indus- 
try were  brought  inider  the  Railway  Labor  Act  in  1936, 
even  though  the  majority  of  employees  were  not  or- 
ganized in  trade-unions.  The  number  of  collective- 
bargaining  agreements  has  increased  since  19S6,  par- 
ticularly among  pilots  and  mechanics,  and  the  use  of 
negotiation  as  a  means  of  settling  disputes  has  been 
correspondingly  extended.  Even  now,  however,  more 
than  half  of  the  employees  in  the  industry  are  not 
organized. 

When  direct  negotiation  fails  to  settle  disputes  be- 
tween air  transport  employees  and  their  employers  as 
to  the  application  of  agreement  provisions,  an  adjust- 
ment procedure  is  utilized  which  differs  markedly  from 
that  established  by  the  Railway  Labor  Act  for  the  rail- 
road industry.  The  act  does  not  require  a  National 
Adjustment  Board  for  air  transportation,  but  instead 
permits  system  adjustlnent  boards  to  be  established  by 
agreement  between  the  air  carriers  and  their  employees. 
These  adjustment  boards  are  generally  provided  for  in 
agreements  covering  pilots  and  to  some  extent  in  agree- 
ments covering  mechanics.  The  Railway  Labor  Act 
also  provides  for  the  creation  of  a  National  Air  Trans- 
portation Adjustment  Board  if,  in  the  opinion  of  tlie 
National  ^Mediation  Board,  such  establishment  seems 
necessary. 

The  National  Mediation  Board  has  the  same  juris- 
diction over  disputes  involving  changes  in  rates  of  pay, 
rules,  or  working  conditions  as  in  the  railroad  industry 
and  also  supervises  the  conduct  of  elections  to  deter- 
mine luiion  rejireseutation.  Both  employees  and  eni- 
ploA'ers  have  increasingly  used  the  union  election  and 
mediation  machinery  of  the  act  and  in  general  are 
favorably  disposed  to  work  for  its  successful  operation. 
Between  1936  and  1941  there  was  only  one  instance  in 
which  disputes  were  not  amicably  settled  by  the  parties 
concerned  or  with  the  help  of  the  National  Mediation 
Board.  It  is  the  opinion  of  the  Board  that  "On  the 
whole  *  *  *  the  relative  stability  prevailing  in  the 
air  line  labor  relations  is  due  in  no  small  measure  to 
the  fact  that  tlie  air  lines  and  tlieir  employees  are  sub- 
ject to  the  provisions  of  the  Railway  Laboi-  Act  and 
tliat  most  of  the  air-line  operators  and  the  represent- 
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atives  of  their  employees  are  yiiided  by  the  provisions 
of  the  act  in  tlie  development  and  maintenance  of  tlieir 
labor  relations."  ■*' 

Water  Transport 

The  most  important  parts  of  existing  machinery 
for  the  adjustment  of  disputes  between  maritime 
employers  and  employees  are  found  in  the  labor  con- 
tracts. Maritime  agreements  are  in  sharp  contrast 
to  agreements  in  the  rail  transportation  industry  in 
this  respect  In  maritime  labor  agreements  the 
means  of  settling  grievances,  or  of  disputes  re- 
garding the  provisions  of  agreements,  are  usually 
spelled  out  in  elaborate  form.  Almost  all  of  these 
agreements  for  employees  on  shipboard  and  more  than 
three-fourths  of  the  longshore  agreements  provide  for 
the  arbitration  of  disputes  arising  under  the  agree- 
ments. Joint  committees  representing  labor  and  man- 
agement are  established  by  many  of  the  agreements  for 
settling  grievances  in  the  first  instance.  When  these 
committees  cannot  agree,  the  agreements  frequently 
provide  for  the  selection  of  an  impartial  chairman  who 
acts  with  the  joint  committee  as  a  kind  of  arbitration 
board.  Some  agreements  on  both  the  Atlantic  and  Pa- 
cific coasts  provide  for  an  arbitrator  or  for  an  arbitra- 
tion board  which  is  set  up  for  the  period  during  which 
the  agreement  is  in  force.  These  arbitration  boards 
are  usually  bi-partisan  in  character  with  a  provision  for 
the  selection  of  an  impartial  chairman.  Usually  this 
impartial  chairman  is  selected  by  the  other  members  of 
the  Board.  Some  agreements  provide  that,  in  the  event 
of  failure  to  select  such  a  chairman,  various  Govern- 
ment officials  or  agencies,  such  as  the  Secretary  of  La- 
bor, the  Director  of  Conciliation  of  the  United  States 
Department  of  Labor,  the  Maritime  Labor  Board,  or 
the  National  Labor  Relations  Board,  may  be  called 
upon  to  select  the  impartial  chairman.  Almost  all 
maritime  agreements  prohibit  strikes  and  lock-outs  dur- 
ing the  period  in  which  the  agreement  is  in  effect.'" 

Some  maritime  agreements  permit  questions  of  wage 
rates  to  arise  dur-ing  the  life  of  the  agreement  and 
establish  arbitration  as  a  means  of  settling  disputes 
as  to  those  rates.  Most  of  them  make  negotiation 
obligatory  after  notice  has  been  given  by  either  party 
of  intent  to  terminate  an  existing  agreement. 

Workers  in  water  transportation  are  covered  by  a 
special  Federal  law.  Title  X  of  the  Merchant  Marine 
Act  of  1936,  for  purposes  of  adjusting  disputes  which 
are  not  settled  by  the  parties  themselves.  The  law 
was  enacted  as  a   temporary  measure  in  liope  that  it 
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would  be  followed  by  more  adequate  legislation.  Until 
June  23,  1941,  when  an  amended  act  was  approved,  the 
Maritime  Labor  Board  had  power  to  mediate  dis- 
putes when  requested  by  either  party  or  upon  its  own 
initiative.  If  mediation  failed  the  Board  could  sug- 
gest arbitration,  but  had  no  power  to  appoint  arbitra- 
tion boards.  There  was  no  requirement  that  the 
procedures  of  the  act  be  utilized  in  the  course  of  a 
labor-management  dispute.  While  the  Railway  Labor 
Act  places  a  duty  upon  employers  to  exert  every  effort 
to  make  and  maintain  agreements.  Title  X  of  the  Mer- 
chant Marine  Act  placed  a  duty  upon  the  Maritime 
Labor  Board,  which  administers  its  provisions,  to  en- 
courage employers  to  exert  every  effort  to  make  and 
maintain  agreements.  The  supervision  of  elections  to 
determine  reiDresentation  is  not  a  function  of  the  Mari- 
time Labor  Board.  This  function  is  exei'cised  for 
water  transport  employees  by  the  National  Labor  Re- 
lations Board  under  the  National  Labor  Relations  Act. 

In  March  of  1940  the  Maritime  Labor  Board  sub- 
mitted a  report  to  the  President  and'  Congress  in  ac- 
cordance with  the  requirement  of  the  Merchant  Ma- 
rine Act  that  the  Board  report  on  a  plan  for  the 
"establishment  of  a  permanent  Federal  policy  for  the 
amicable  adjustment  of  all  disputes  between  maritime 
emplo3'ers  and  emploj^ees  and  for  the  stabilization  of 
maritime  lalior  relations.^"  This  report  frankly  recog- 
nized the  weakness  of  the  law  and  i-ecommended  that 
it  be  strengthened  in  important  respects,  jjai-ticularly 
by  placing  a  duty  upon  the  industrj-  to  make  and  main- 
tain agreements,  rather  than  a  duty  upon  the  Board 
to  encourage  the  industry  to  do  so. 

The  Board  was  unable  to  secure  agreement  within 
the  industry  on  any  permanent  plan  for  the  peaceful 
settlement  of  disputes.  According  to  the  report :  "The 
Board  does  not  assume  that  its  recommendations  con- 
stitute a  final,  full-grown  plan  designed  to  inaugurate 
an  era  of  jjerfect  harmony  between  maritime  employers 
and  employees.  In  a  democratic  country,  orderly  and 
amicable  employer-employee  relationships  in  any  in- 
dustry are  iiredicated  upon  the  gradual  growth  of  mu- 
tual respect  and  understanding,  which  in  the  maritime 
industry  are  still  in  the  formative  stage." 

Until  its  mediation  functions  were  abolished  in  June 
1941,  the  Maritime  Labor  Board  shared  them  with  the 
Conciliation  Service  of  the  Department  of  Labor.  Em- 
ployers or  tmions  in  the  industry  could  call  upon  either 
agency  to  mediate  a  particular  dispute.  A  good  many 
employers,  and  the  unions  affiliated  with  the  American 
Federation  of  Labor,  relied  upon  the  Conciliation  Serv- 
ice of  tlie  Department  of  Labor.     A  smaller  number 
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of  employers,  and  the  unions  affiliated  with  the  Con- 
gress of  Industrial  Organizations,  used  the  services  of 
the  Maritime  Labor  Board.  This  competition  of  medi- 
ation services  made  it  difficult  for  the  Maritime  Labor 
Boaixl  to  be  as  effective  an  influence  in  the  industry  as 
it  might  otherwise  have  been. 

The  water  transportation  industry  has  made  con- 
siderable progress  toward  more  satisfactory  labor  re- 
lations since  the  report  of  the  Maritime  Labor  Board 
of  March  1940.  Hearings  on  a  bill  to  extend  the  life 
of  the  Board  held  in  the  early  part  of  19il  developed 
a  good  deal  of  controversy  as  to  the  part  the  Board 
has  played  in  this  improvement.'^"  The  House  Com- 
mittee was  favorably  impressed  with  the  woi'k  of  the 
Board  and  voted  in  favor  of  a  bill  to  extend  its  life 
for  an  additional  two  years.  The  Senate,  however, 
amended  the  House  Bill  by  extending  the  Board  for  one 
year  only,  by  depriving  the  Board  of  its  mediation 
functions,  and  by  placing  a  positive  duty  on  employers 
and  employees  to  make  and  maintain  agreements. 
With  these  latter  amendments  the  bill  was  approved 
by  the  President  on  June  23,  19-11. 

In  the  hearings  on  the  bill,  representatives  of  em- 
ployers and  A.  F.  of  L.  maritime  unions  favored  dis- 
continuance of  the  INLiritime  Labor  Board,  while  rep- 
resentatives of  C.  I.  O.  unions  urged  that  its  life  be 
extended. 

The  controversy  over  the  bill  suggests  that  it  is  a 
mistake  for  Congress  to  authorize  two  Federal  agencies 
to  provide  mediation  services  for  the  same  industry. 
All  parties  were  agreed  on  the  value  of  mediation  and 
upon  the  desirability  of  providing  Federal  mediatory 
services  on  a  voluntary  basis.  It  is  not  conducive,  how- 
ever, to  the  satisfactory  performance  of  such  mediation 
functions  as  are  exercised  by  Government  agencies  to 
permit  a  kind  of  competition  to  develop  between  two 
of  them.  "While  this  competition  was  resolved  for  the 
maritime  industry  in  favor  of  the  Conciliation  Service 
of  the  Department  of  Labor,  the  fact  that  the  Maritime 
Labor  Board  was  continued  indicates  either  that  no 
final  solution  of  tlie  problem  has  been  reached  or  that 
the  Maritime  Labor  Board  has  been  given  a  reprieve 
which  will  not  in-event  its  final  abolition. 

The  nature  of  a  more  permanent  solution  of  i\\? 
problem  of  the  extent  to  which  government  should  in- 
tervene in  maritime  labor  relations  rests  largely  with 
employers  and  employees  in  the  industry  itself.  If 
major  emiilover-cniiiloycc  dis]iut('s  are  settled  without 
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serious  disi^utes  damaging  to  the  public  interest,  there 
is  no  necessity  for  supplementing  existing  machinery. 
If  the  existing  machinery  for  the  settlement  of  dis- 
putes fails  to  achieve  reasonable  industrial  peace,  it 
must  give  way  to  more  effective  procedures. 

Motor  Transport 

In  motor  transportation,  as  in  the  maritime  industry, 
the  more  important  provisions  for  settling  disputes  are 
found  in  union  agreements.  Direct  negotiation  is  the 
means  utilized  in  the  first  instance,  although  in  a  great 
manj^  of  the  agreements  this  process  of  direct  negotia- 
tion is  implied  by  the  very  existence  of  the  agreement 
rather  than  spelled  out  in  detail. 

The  largest  class  of  organized  employees  in  motor 
transportation  is  that  of  truck  drivers.  In  many  of  the 
agreements  covering  truck  drivers  it  is  provided  that 
grievances  shall  first  be  reviewed  by  an  individual  or 
committee  designated  by  the  union  to  represent  em- 
ployees in  the  handling  of  grievances.  If  this  individ- 
ual or  committee  is  unable  to  negotiate  a  settlement,  the 
business  agent  of  the  local  union  handles  the  negotia- 
tion. In  many  other  agreements  the  business  agent 
conducts  the  negotiation  of  a  given  grievance  in  the 
first  instance. 

Almost  all  the  agreements  applicable  to  truck  drivers 
provide  that  disputes  which  have  not  been  settled  by 
direct  negotiation  shall  be  referred  to  arbitration.  As 
in  water  transportation,  the  arbitration  board  is  a  bi- 
partisan body  with  an  equal  number  of  representatives 
selected  by  the  union  and  by  the  employer.  These  rejj- 
resentatives  in  turn  select  an  impartial  chairman. 
Some  of  the  labor  contracts  provide  that  if  an  agree- 
ment cannot  be  reached  as  to  selection  of  an  impartial 
chairman,  an  outside  agency,  such  as  the  United  States 
Conciliation  Service  or  the  National  Labor  Relations 
Board,  shall  be  asked  to  designate  the  impartial  chair- 
man. Some  of  the  agreements  provide  that  the  arbi- 
tration board  or  committee  shall  first  attempt  to  settle 
the  dispute  and  that  the  impartial  chairman  will  be 
designated  only  when  the  arbitration  board  or  com- 
mittee is  unable  to  effect  settlement.  In  a  few  agree- 
ments W'hich  have  been  negotiated  with  large  emploj-ers 
or  with  employers'  associations  and  which  in  conse- 
quence cover  large  numbers  of  employees,  provision  is 
made  for  the  establishment  of  permanent  joint  com- 
mittees to  which  all  unsettled  disputes  arising  during 
the  life  of  the  agreement  are  referred.  These  com- 
mittees become  arbitration  boards  witli  the  designation 
of  an  impartial  chairman  for  the  consideration  of  dis- 
putes which  the  committee  by  itself  has  been  unable  to 
adjust.     Most  agreements  forbid  strikes  and  lookouts 
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until   tlif   metliods  uf  settling  disputes  as  set   up   by 
the  agreements  have  been  exhausted."'^ 

Agreements  in  the  motor  transport  industry  and  in 
water  and  pipe-line  transportation,  like  labor  agree- 
ments generally,  do  not  set  up  any  means  of  arbitrating 
disputes  resulting  from  the  negotiation  of  new  agree- 
ments, or  from  changing  the  terms  of  old  ones.  At  the 
same  time,  either  the  agreements  provide  that  such  dis- 
putes shall  be  negotiated  in  the  first  instance  upon 
notice  of  either  party  of  a  desire  to  change  the  existing 
agreement,  or  it  is  generally  understood  that  such  nego- 
tiation will  take  place.  In  the  event  of  failure  to  reach 
a  settlement,  either  party  can  call  upon  the  Conciliation 
Service  of  the  United  States  Department  of  Labor  to 
mediate  the  dispute. 

The  National  Labor  Relations  Act 

Employees  and  em2:)loyers  in  the  transportation  in- 
dustry, excejDt  for  railroad  and  air  transportation  em- 
ploj'ees  covered  by  the  Railway  Labor  Act,  are  subject 
to  the  terms  of  the  National  Labor  Relations  Act.  The 
fundamental  purpose  of  this  act  was  to  secuz'e  the  estab- 
lishment of  collective  bargaining,  to  prevent  certain 
unfair  labor  practices  which  tend  to  discourage  th'? 
development  of  collective  bargaining,  and  to  ensure 
that  this  collective  bargaining  would  be  carried  out  in 
good  faith.  The  act  does  not  of  itself  establish  ma- 
chinery for  the  settlement  of  disputes.  At  the  same 
time  it  has  an  extremely  important  function  in  both 
the  prevention  and  settlement  of  disputes.  The  act 
is  primarily  concerned  with  the  establishing  of  those 
conditions  of  collective  bargaining  which  are  essential 
if  disputes  between  employers  and  employees  are  to 
be  resolved  by  negotiation.  To  the  extent  that  the 
act  is  successful  in  securing  the  establisliment  of  col- 
lective bargaining,  the  question  of  the  recognition  of 
unions  by  employers  is  removed  from  the  area  of  dis- 
pute. Furthermore,  to  the  extent  that  the  act  is  suc- 
ce.ssful  in  requiring  written  agreements  as  an  evidence 
of  intent  to  bargain  in  good  faith,  methods  of  settling 
disputes  by  negotiation  are  developed  as  an  indirect 
result  of  the  enforcement  of  the  act's  jirovisions.  It 
is  only  in  the  most  immature  of  written  agreements 
that  some  means  or  other  of  settling  disputes  as  to  the 
application  of  the  agreement  are  not  provided  for. 

The  National  Labor  Relations  Board  does  not  have 
any  mediation  or  arbitration  functions.  The  Board  is 
sometimes  designated,  however,  in  the  terms  of  labor 
agreements  as  the  agency  for  the  selection  of  an  im- 
partial  chairman  of  an   arbitration   lioai'd. 


Problems  of  Economic  Insecurity 

The  development  of  measures  for  protecting  work- 
ers against  insecurity  has  been  a  major  contribution  of 
the  past  10  years  to  the  economic  progress  of  the 
United  States.  In  the  railroad  industry  these  meas- 
ures have  produced  notable  instances  of  labor-manage- 
ment cooperation  which  have  demonstrated  that  the 
right  to  security  can  be  a  subject  of  common  interest 
rather  than  of  grievance  and  dispute. 

There  are  five  major  protections  which  have  been 
developed  to  a  greater  or  less  extent  in  almost  every 
branch  of  the  transportation  industry:  (1)  protection 
in  the  right  to  hold  a  job,  (2)  protection  against  the 
wage  losses  of  unemployment,  (3)  protection  from  the 
results  of  industrial  accidents,  (4)  protection  from  the 
wage  losses  of  ill  health,  and  (5)  protection  against 
insecurity  in  old  age.  Some  of  these  have  been  started 
on  a  voltmtar}'  basis  by  employers  and  employees.  The 
most  important  have  come  about  through  the  enact- 
ment of  State  and  Federal  legislation.  For  a  long  time 
to  come  tht  re  will  be  disagreement  as  to  the  exact  means 
of  attaining  these  objectives.  But  there  is  increasingly 
less  disagreement  as  to  the  right  of  every  worker  to  be 
protected  from  major  economic  insecurities  as  a  fair 
return,  in  addition  to  his  wages,  for  his  contribution  to 
production. 

Protection  in  the  Right  to  Hold  a  Job 

The  idea  that  a  wcu'ker  has  a  proi)erety  right  in  his 
job  if  he  fulfills  his  obligations  to  it  has  developed  une- 
(lually  among  the  several  branches  of  the  transportation 
industry.  It  is  strongest  where  labor  organizations  and 
labor  contracts  are  most  effective  and  where  they  have 
had  the  longest  history.  Protection  in  the  right  to  a  job 
is  incorporated  in  rules  of  agreements  which  provide 
that  promotion,  lay-offs,  and  the  filling  of  vacancies  shall 
be  determined  by  an  employee's  seniority  or  length 
of  service  as  compared  with  the  seniority  of  other  em- 
ployees in  the  same  occupation  at  a  given  point  or 
within  a  given  area.  This  system  has  had  its  longest 
a  nil  most  extensive  development  on  the  railroads  where 
the  working  rules  of  the  vast  majoritj'  of  employees 
contain  seniority  provisions." 

The  seniority  system  has  spread  rapidly  in  recent 
years  in  motor  and  air  transportation  through  the  in- 
crease in  the  number  of  union  agreements.  Pipe-line 
agreements  also  contain  seniority  provisions,  but  the 
percentage  of  emplojees  covered  by  agreements  in  this 
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Ih-iirrx.    IliiUi'liii    Nn,    I'.TC.,    I:\iiimu  iif    L.-ilior    St:i!istk-s.    \'.    S.    Hcjiarr- 

iiicni  i,(  l.iiliiir.  liMii.  pp.  1(1   17  ;  ,niil  'Siiilcc  K.-.^tiiclions  in  liiiun  Am.-c- 
TiHMit^,"  (III.  <-it.,  p|).  ."iii:j  ."ii;i. 


^-  For  a  disc\i[,.siou  of  tlio  ori.i;in  and  growth  of  the  seniority  s.vsteni 
on  the  railroads  see  Dan  11.  Mater,  "The  Development  and  Operation 
of  the  Railroad  Seniority  System,"  The  Jounml  of  Business  of  the 
Unii-ersitii  of  Chiengo,  October  1940,  pp.  3S7— 419.  and  January  1941, 
pp.  oG-67.  For  a  legal  analysis  of  seniority  as  a  property  right  see 
"Collective  Bargaining  Agreements:  The  Seniority  Clause,"  Colianhia 
f^nic  Krvieie,  Fehruary  1941,  pp.  "01-317. 
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industry  is  still  relatively  small.  Water  transportation 
agreements  do  not  ordinarily  contain  seniority  provi- 
sions, in  part  because  the  nature  of  the  industry  makes 
seniority  practices  relatively  inapplicable  and  in  part 
because  through  hiring  halls  and  otherwise,  the  unions 
maintain  a  large  degree  of  control  over  the  selection  of 
personnel. 

The  seniority  system  is  designed  to  limit  the  dis- 
ci-etionary  power  of  management  in  laying  off,  recall- 
ing, and  promoting  employees,  in  the  interest  of 
avoiding  discrimination  against  union  members,  and 
of  avoiding  nepotism,  personal  favoritism,  and  even  job 
selling.  It  also  constitutes  a  method  of  securing  and 
maintaining  a  reserve  force  of  trained  employees. 
Railroad  officials  in  many  instances  have  voluntarily 
recognized  the  principle  of  seniority  for  employees  who 
are  not  working  under  labor  agreements.  It  is  prob- 
able that  the  seniority  system  will  continue  to  be  ex- 
tended throughout  the  transportation  industry  as  trade 
unionism  grows  and  the  collective  bargaining  process 
becomes  even  more  firmlj'  established. 

Protection  Against  Unemployment 

At  the  beginning  of  the  depression  unemployment 
insurance  did  not  exist  in  the  United  States  in  the  trans- 
portation industry  or  any  other  industry  except  for  a 
feM'  voluntary  plans  that  were,  for  the  most  part,  oper- 
ated by  trade  unions.  The  passage  of  the  Social  Secu- 
rity Act  in  1935  and  the  Railroad  Unemployment  In- 
surance Act  in  1938  has  resulted  in  the  growth  of  an 
extensive  system  of  unemployment  insurance  in  an  ex- 
tremely short  period  of  time  in  comparison  to  the  time 
required  for  the  development  of  older  forms  of  social 
legislation,  such  as  workmen's  compensation. 

At  the  present  time  almost  all  transportation  em- 
ployees, except  seamen,  are  covered  by  unemployment 
insurance  legislation.  For  workers  in  motor,  air,  street 
railway,  and  pipe-line  transport,  and  for  shore  workers 
in  water  transport,  unemployment  insurance  is  estab- 
lished by  State  laws  enacted  in  accordance  witli  the 
standards  set  >ip  in  the  Social  Securitj'  Act.  Benefits 
and  conditions  of  eligibility,  however,  vary  consider- 
ably from  State  to  State.  Maximum  benefits  range 
from  about  $G4.50  per  montli  in  most  States  to  about 
$77.o0  per  month  in  the  four  States,  California,  Idaho, 
Louisiana,  and  Wyoming,  and  in  the  District  of 
Columbia.  Minimum  benefits  vary  from  $21.50  i:)er 
montli  in  most  States  to  $-13  in  California.  The  maxi- 
mum duration  of  benefits  ranges  from  12  to  20  weeks 
in  all  but  two  States.  In  California  the  maximum  is 
•2G  weeks  and  in  Wisconsin  3-1  weeks. 

Unemplojmient  insurance  for  railroad  workers  is 
provided  under  the  Railroad  Unemployment  Insurance 
Act  achuinistered  by  the  Railroad  Ketireiuciit  Board. 


The  pay-roll  tax  levied  upon  employers  to  support  the 
benefits  is  3  percent — the  same  as  the  corresponding 
tax  in  Title  IX  of  the  Social  Security  Act.  Subject  to  a 
waiting  period,  benefits  are  paid  to  eligible  employees 
who  have  earned  at  least  $150  in  the  base  j-ear  for  each 
day  of  unemployment  in  excess  of  four  in  a  14-day  pe- 
riod and  range  from  $1.75  to  $4  per  day.  W^eekly  bene- 
fits for  full-time  unemployment  that  extends  over  peri- 
ods of  2  weeks  range  from  $8.75  to  $20,  depending  upon 
the  employees'  base-year  compensation.  Benefits  in 
any  one  benefit-year  are  limited  to  a  maximum  of  100 
times  the  applicable  daily  benefit  rate,  so  that  the  maxi- 
mum duration  of  benefits  in  a  single  benefit-year,  for 
total  and  continuous  unemployment,  is  21  weeks.^^ 

It  is  to  the  common  interest  of  employers  in  the 
transportation  industry  that  employees  should  share, 
with  I'easonable  equality,  in  the  benefits  of  unemploy- 
ment insurance,  and  no  branch  of  the  industry  shoukl 
receive  a  competitive  cost  advantage  by  reason  of  the 
absence  of  unemployment  insurance  legislation.  This 
means  that  seamen  should  be  included  under  some  sys- 
tem of  unemployment  insurance,  which  seems  possible 
only  by  Federal  legislation,  since  the  problems  of  con- 
flicting jurisdiction  seem  insuperable  otherwise.  A  bill 
establishing  such  a  Federal  system  for  seamen  is  now 
under  consideration  by  Congress. 

Consideration  should  also  be  given  to  extending  un- 
employment insurance  coverage  to  smaller  employers 
under  the  Social  Security  Act  and  State  laws.  Many 
State  laws  have  already  been  made  applicable  to  em- 
ployers with  less  than  eight  employees,  in  some  cases 
to  employers  with  one  or  more  employees.  About  one- 
half  still  exclude  employers  with  less  than  eight 
employees.  The  extension  of  the  coverage  of  unemploy- 
ment insurance  legislation  to  small  employers  is  par- 
ticularly important  in  the  case  of  motor  carriers.  The 
need  of  an  unemployed  truck  driver  is  not  related  to 
the  number  of  trucks  his  employer  operates.  Further- 
more, fair  competition  requires  that  the  obligation  to 
provide  for  unemployment  insurance  be  equally  as- 
sumed by  large  and  small  employers. 

The  Railroad  Unemployment  Insurance  Act  arose 
in  part  from  the  difficulty  of  taking  care  of  interstate 
workers  by  State  administrative  machinery.  Similar 
difficulties  exist  for  all  interstate  transportation  work- 
ers. The  problem  should  receive  further  consideration 
in  the  common  interest  of  both  euq^loyers  and  em- 
ployees. 

A  special  problem  of  unemployment  has  arisen  from 
the  various  consolidation  and  coordination  phins  wliich 


M  This  follows  bt'caiise  tlie  wnitinj-'-periiKl  leiiuirement  results  in  pay- 
ment for  only  7  (Jays  of  unemployment  in  the  first  2  weeks.  Three  days 
of  bpnefits  an-  therefore  p.iyable  tor  the  21st  week  of  total  unemploy- 
ment. 
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have  been  put  forward  in  the  raih-oad  industry.  The 
unemisloyment  which  results  from  the  effective  aj^pli- 
cation  of  phins  of  this  sort  differs  from  unemploy- 
ment arising  from  business  recessions  or  seasonal 
changes  because  the  particular  jobs  affected  by  con- 
solidation and  coordination  are  more  apt  to  be  perma- 
nentty  eliminated  from  the  industry.  More  important, 
consolidation  and  coordination  ordinarily  result  in  an 
increased  net  income  which  makes  possible  a  special 
form  of  compensation  for  resulting  displacement  of 
labor.  This  form  of  unemployment  has  given  rise  to 
consideration  of  programs  of  dismissal  compensation.*'' 

In  any  consideration  of  this  subject  it  should  be 
emphasized  that  emjiloj-ees  prefer  jobs  to  compensation 
for  unemployment.  Any  form  of  dismissal  compen- 
sation must,  therefore,  be  regarded  as  a  temporary 
measure  for  taking  care  of  employees  while  they  are 
attempting  to  establish  themselves  in  new  industries 
or  occupations.  Because  workers  preferred  jobs  to  com- 
pensation without  jobs,  the  Emergency  Transportation 
Act  of  1933  jjrovided  that  railroad  employees  should  be 
protected  in  the  jobs  they  lield  as  of  May  1933.  These 
protective  features  were,  however,  considerably  less 
effective  than  either  employers  or  employees  antici- 
pated.°"'  When  tlie  Coordinator  of  Transportation, 
whose  office  was  created  by  that  act,  was  ready  to  issue 
ordei's  requiring  certain  coordinations,  the  law.  which 
had  previously  been  extended,  wa«  allowed  to  lapse  by 
Congress. 

The  protection  afforded  by  the  guarantee  in  the  1933 
act,  in  tlie  event  that  coordination  plans  should  be 
carried  out,  became  increasingly  ineffective  with  the 
passage  of  time.  In  the  spring  of  1936  an  agreement 
on  a  program  of  job  protection  was  therefore  nego- 
tiated between  tlie  Railway  Labor  Executives'  Associa- 
tion, representing  employees,  and  the  Joint  Conference 
Committee  of  Carriers,  representing  employers.  Under 
the  terms  of  tlie  agreement  employees  displaced 
througli  tlie  joint  action  of  two  or  more  carriers  in 
consolidating  facilities  would  receive  allowances,  based 
on  prior  earnings  and  length  of  service,  up  to  a  maxi- 
mum of  5  years  for  employees  witli  1.5  or  more  years 
of  service.  While  the  benefits  were  liberal,  the  Federal 
Coordinator  estimated  that  the  savings  from  coordina- 
tion plans  would  provide  for  them  and  still  leave  a 
substantial  gain  to  employers."'    In  spite  of  the  great 


'^'A  detailed  study  of  dismissal  compensatidii  plans  used  in  this  coun- 
try and  abroad  will  be  found  in  Hawkins,  Everett  D. :  Dismissal  Com- 
pensation, Princeton  University  Press,  Princeton,  N.  J.,  1940.  See 
especially  pp.  157-17.",  dealing  with  dismissal  compensation  in  the 
railroad  industry. 

'^  Emploi/mcnt  Attrition  in  the  liailrond  Initnutrii,  Feder,nl  Coordina- 
tor of  Transportation,  January  1936. 

"'Report  of  the  Federal  Coordinator  of  Trnnxportation.  llti',.  74th 
Cong.,  1st  sess.,  H.  Doc.  No.  89,  pp.  84,  99,  and  152-168. 


amount  of  discussion  of  coordination  and  consolidation 
which  has  taken  place,  few  programs  have  been  under- 
taken which  would  result  in  invoking  the  terms  of  this 
agreement. 

Large  numbers  of  workers,  however,  have  lost  their 
jobs  through  the  consolidation  of  operating  properties 
and  through  coordination  of  operations  of  individual 
roads.  The  loss  of  employment  through  such  intra- 
company  consolidation  and  coordination  was  not  made 
subject  to  the  national  agreement.  But  the  fact  that 
such  an  agreement  was  reached  indicated  that  the  pro- 
vision of  some  form  of  compensation  for  this  kind  of 
unemjjloyment,  including  unemployment  arising  from 
intracompany  coordination,  may  fall  within  the  field 
of  common  employer-employee  interest. 

The  right  of  railroad  employees  to  compensation  for 
loss  of  employment  in  case  of  consolidation  was  given 
legal  recognition  anew  in  the  provisions  of  the  Trans- 
portation Act  of  1940.  This  act  provides  that,  in  the 
case  of  consolidations  or  other  forms  of  merger  of 
operations  of  two  or  more  carriers,  the  Commission 
"shall  require  a  fair  and  equitable  arrangement  to  pro- 
tect the  interests  of  the  raih'oad  employees  affected"  so 
that  emjiloyees  shall  not  be  placed  "in  a  worse  jiosition 
with  respect  to  their  emi^loyment."  ^'  This  i^rotection  is 
to  last  for  a  period  of  4  years  from  the  date  of  the  Com- 
mission's approval  of  such  transaction  or  for  a  period 
equal  to  the  length  of  service  of  the  particular  emploj'ee 
affected  if  less  than  4  years. 

On  May  26,  1941,  the  Interstate  Commerce  Commis- 
sion made  a  ruling  in  tlie  first  instance  in  which  this 
protection  was  applied  to  employees.  This  was  in  the 
case  of  the  acquisition  of  the  Beaver  Valley  Railroad 
by  the  Pennsylvania,  the  Pittsburgh  &  Lake  Erie,  and 
the  Cleveland  &  Pittsburgh.  The  Commission  ruled 
that : 

Within  30  clays  *  *  *  the  carriers,  by  contract  with  each 
employee  of  the  Beaver  Valley  Railroad  Company,  shall  jointly 
guarantee  each  employee,  for  a  period  of  not  le.ss  th;ui  4  .years 
*  *  *  monthly  compensation  equal  to  one-twelfth  of  the 
total  compensation  received  by  him  in  the  12  mouths  im- 
mediately preceding  April  17,  1941,  the  date  of  the  filing  of 
the  application  in  this  proceeding  *  *  *  :  provided,  however, 
that  tlie  protection  herein  afforded  the  employee  shall  cease 
prior  to  the  expiration  of  flie  4-.vear  period  In  the  event  of  his 
failure,  withovit  good  cause,  to  accept  a  position  with  either 
carrier,  the  duties  of  which  position  he  Is  qualified  to  perform, 
or  in  the  event  of  his  resignation,  death,  retirement  on  pension, 
or  dismissal  for  good  cause.^' 

No  other  group  of  transportation  employees  is  so 
well  protected  against  the  effects  of  coordination  and 
consolidation  unemployment  as  railroad  workers.    The 


■"Tlie  Interstate  Cuniuierce  Act,  Section  5  (2)    (f). 
M  Cleveland    &    P.    R.    Co..    Purchase,    244    I.    C.    C.    79.';.      See    .also 
Labor,  June  17,  1941,  p.  4. 
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existence  of  measures  of  protection,  however,  has  not 
abated  the  opposition  of  railroad  labor  organizations 
to  coordination  plans  which  might  result  in  loss  of  jobs. 
This  opposition  has  been  frequently  matched  by  the  em- 
ployer— an  opposition  which,  for  both  management  and 
labor,  springs  from  a  vested  interest  in  existing  eco- 
nomic relationships.  Where  either  labor  or  manage- 
ment is  able  to  demonstrate  that  coordination  and  con- 
solidation plans  cannot  be  expected  to  result  in  worth- 
while economic  and  social  savings,  their  opposition  can 
both  be  understood  and  supported.  On  the  other  hand, 
in  those  instances  in  which  it  can  be  shown  that  worth- 
while economic  and  social  savings  will  result,  the  nar- 
rower interest  of  labor  can  not  be  allowed  to  stand  in 
the  way  of  long-range  public  interest  and  public  policy. 

Protection  Against  Industrial  Accidents 

The  principle  of  workmen's  compensation  has  been 
widely  accepted  as  providing  the  best  means  of  protect- 
ing employees  from  the  losses  resulting  from  industrial 
accidents.  This  has  not  been  true  of  the  transportation 
industry,  however,  where  large  numbers  of  employees 
are  covered  by  employers'  liability  rather  than  work- 
man's compensation  procedure  and  where  important 
groups  of  both  employees  and  employers  have  been 
opposed  to  any  change. 

Accidents  to  interstate  railroad  workers  and  seamen 
are  settled  for  under  the  terms  of  the  Employers'  Lia- 
bility Act  of  1908,  which  establishes  the  conditions 
under  which  suits  for  damages  may  be  brought  and  is 
not  a  workmen's  compensation  law.  Seamen  were 
brought  under  this  act  in  1920,  but  may  elect  to  sue 
for  damages  under  admiralty  law.  Longshoremen  and 
harbor  workei-s  are  covered  by  a  Federal  Workmen's 
compensation  hiw,  the  Longshoremen's  and  Harbor 
Workers'  Compensation  Act  of  1927.  All  other  trans- 
portation workers  are  covered  by  State  workmen's  com- 
pensation or  employers'  liability  laws,  although  there 
have  been  instances  of  injuries  to  intrastate  work- 
ers where  no  State  would  admit  responsibility  for 
providing  compensation. 

The  result  of  all  this  has  been  an  overlap  and  conflict 
of  jurisdiction,  and  a  dependence  upon  liability  pro- 
cedure for  seamen  and  large  groups  of  raih'oad  workers 
wliich  has  been  abandoned  for  most  other  industrial 
employees.  Courts  have  had  to  spend  a  good  deal  of 
time  in  deciding  such  questions  as  whether  a  dock- 
worker,  knocked  by  a  boom  on  shore  to  the  deck  of  a 
ship,  was  injured  on  the  dock  or  on  the  ship,  since  a 
State  workmen's  compensation  law  governed  in  the 
one  case  and  the  Longshoremen  and  Harbor  Workers' 
Compensation  Act  in  the  other.  More  serious  is  the 
fact  that  under  these  procedures  many  interstate  trans- 
portation workers  may  receive  quite  inadequate  settle- 
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ments  or  may  be  deprived  of  accident  compensation 
altogether.  The  situation  is  so  confused  for  bus  and 
truck  drivers,  because  of  variations  in  State  laws  and 
court  rulings,  that  State  workmen's  compensation  ad- 
ministrators often  cannot  tell  an  employer  what  his 
obligations  are.  Suits  for  damages  under  liability  pro- 
cedure may  bring  larger  benefits  than  would  be 
awarded  under  statutory  provision,  in  some  instances, 
but  legal  fees  often  reduce  the  sum  actually  received 
by  the  injured  worker  or  his  survivors  by  a  substantial 
percentage. 

The  Federal  Coordinator  of  Transportation  pub- 
lished a  study  in  193.5  of  the  payments  made  in  1932 
by  all  class  I  I'ailroads  on  account  of  employee  injury 
cases.^^  These  carriers  reported  that  35,575  such  cases 
were  closed  out  in  1932.  Of  these,  16,876  were  closed 
out  without  any  money  settlement.  The  remaining 
18,699  cases  cost  the  railroads  $12,061,173  or  $645  per 
case.  The  average  becomes  $339  per  case  if  those 
settled  without  money  payment  are  included. 

It  was  estimated  that  nearly  80  percent  of  all  rail- 
road-employee injury  cases  came  under  the  jurisdiction 
of  the  Federal  Employers'  Liability  Act.  Of  the  cases 
coming  under  Federal  jurisdiction  that  result  in  pay- 
ment to  an  injured  emjiloyee  or  his  heirs,  more  than  98 
percent  were  settled  out  of  court,  so  that  the  possibility 
of  large  awards  from  court  judgments  was  limited  to 
less  than  2  percent  of  the  cases  coming  under  Federal 
jurisdiction  in  which  payments  were  made  to  employees. 

A  comparison  with  workmen's  compensation  laws 
was  made  in  the  Coordinator's  report  for  death  cases 
only.  It  showed  that,  for  nontrain  deaths,  the  average 
payment  made  by  the  railroads  was  less  than  one-half 
of  similar  awards  made  under  the  Longshoremen's  and 
Harbor  Workers'  Compensation  Act  or  the  District 
of  Columbia  Workmen's  Compensation  Act.  For  both 
train  cases  and  nontrain  cases  the  average  payment  was 
71  to  78  percent  of  the  average  award  under  the  Long- 
shoremen's Act  and  62  to  68  percent  of  the  average 
under  the  Di.strict  of  Columbia  Act.  Deduction  of 
legal  fees  would  make  these  comparisons  even  more 
favorable  to  workmen's  compensation  procedure. 

The  Coordinator's  report  found  little  to  commend  in 
employers'  liability  procedure.  The  conclusions  of  the 
report  on  this  point  are  quoted  in  full  below : 

The  statistics  of  accident  costs  presented  in  this  report, 
however  abstract  the.v  may  appear  when  confined  within  the 
somewliat  academic  bounds  of  a  statistical  table,  represent 
great  disparities  in  the  treatment  of  railwa.v  employees  and 
their  families  who  may  be  the  victims  of  industrial  accident. 
The  few  who  are  fortunate  enough  to  be  able  to  bring  their 
cases  to  the  attention  of  a  sympathetic  Federal  jury,  partic- 


<"  Cost  of  Railroad  Employee  Accidents,  19S2,  S.    Doc.   No.   GS,   74th. 
Cong.,  1st  SC8S. 
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ulai-ly  in  the  eastern  States,  may  receive  liberal  awartls,  but 
only  about  1.'.  percent  of  all  cases  closed  with  payment  were 
settled  in  this  manner  in  1932.  At  the  same  time  it  must  be  re- 
membered that  in  this  study  the  costs  of  litigation  have  not  been 
subtracted  in  determining  the  average  judgments  awarded  and 
paid.  The  report  of  the  Sutherland  Commission  showed  that 
tliese  costs  greatly  lessen  the  net  amount  actually  received  by 
the  injured  employee  or  his  survivors.  Settlements  out  of  court 
may  also  involve  a  lawyer's  fee. 

The  great  majority  of  railroad-employee  cases  are  settled 
without  recourse  to  tlie  courts,  and  the  ixiyments  made  are 
often  less  than  similar  awards  under  adequate  workmen's 
compensation  laws.  As  a  result,  the  railroad-accident  compen- 
sation system  takes  on  many  of  the  aspects  of  a  lottery,  from 
which  a  few  employees  draw  large  sums  but  from  which  many 
receive  insufficient  awards.  It  is  this  inequity  which  consti- 
tutes the  greatest  indictment  of  the  system  and  furnishes  the 
most  powerful  argument  in  favor  of  a  reasonable  Federal 
workmen's  compensation  law."" 

In  September  1941  an  Interdepartmental  Committee, 
representing  various  Federal  agencies  interested  in  sea- 
men's legislation,  issued  a  comprehensive  report  on  the 
subject  of  workmen's  compensation  for  seamen.''^  The 
study  was  made  under  authority  of  a  Senate  Resolution, 
after  hearings  on  a  projjosed  workmen's  compensation 
bill  had  developed  the  fact  that,  while  management 
favored  the  bill,  representatives  of  the  seamen  were 
against  it.  The  investigation  made  by  the  Interdepart- 
mental Committee  was  based,  in  large  part,  on  a  com- 
parative study  of  recoveries  under  existing  procedure 
and  under  various  proposed  plans  of  workmen's  com- 
pensation. In  the  opinion  of  the  committee,  tlie  study 
showed  that,  since  sick  and  disabled  seamen  enjoyed  cer- 
tain advantages  under  Admiralty  Law  not  available  to 
industi'ial  workers  generally,  any  workmen's  compensa- 
tion law  applicable  to  seamen  "must  incorporate  certain 
features  not  typical  of  existing  compensation  statutes." 
Thus,  the  committee  found  that,  using  tlie  scale  of  bene- 
fits of  the  Longshoremen's  and  Harbor  Workers'  Act  as 
a  basis  of  comparison,  injured  seamen  as  a  group  would 
receive  more  under  the  existing  settlement  system  unless 
the  proposed  method  of  calculating  benefits  were  liber- 
alized. At  the  same  time,  the  committee  concluded  that 
there  was  no  question  that  workmen's  compensation  was 
sui^erior  to  employer's  liability  as  a  means  of  settling 
for  employee  accidents  in  the  Maritime  Industry.  The 
committee,  therefore,  recommended  a  j^lan  which  would 
not  only  secure  the  advantages  of  workmen's  compen- 
sation procedure,  but  would  result  in  higher  total  pay- 
ments than  the  existing  system.  According  to  the  com- 
mittee's report : 

The  minimum  standards  of  workmen's  compensation  for  sea- 
men should  be  a  plan  which  (a)  takes  effect  without  waiting 
period  upon  determination  of  wages  at  the  end  of  the  voyage: 


(b)  pays  benefits  during  period  of  out-patient  treatment  and 
convalescence  not  less  than  the  maintenance  to  which  the  injured 
.seaman   is  entitled  during  a  period   of  temporary  disability ; 

(c)  provides  benefits  computed  on  a  full-time  wage  base,  together 
with  value  of  subsistence  and  lodging  and  remuneration  for  over- 
time and  bonuses;  and  (d)  provides  benefits  at  least  equal  to 
those  provided  under  the  Longshoremen's  and  Harbor  Workers' 
Compensation  Act,  but  without  limitation  of  total  benefits  pay- 
able for  death  or  disability.  Such  a  plan  would  give  the  seamen 
fundamental  protection  sujperior  to  the  recoveries  available 
under  the  present  system."- 

Safety  Programs  and  Legislation 

The  provision  of  compensati(jn  for  indu,strial  acci- 
dents has  had  important  indirect  results  in  reducing 
the  number  and  severity  of  accidents.  Safety  programs 
and  legislation  look  more  directly  to  the  prevention  of 
industrial  accidents  and  exist  to  a  greater  or  less  extent 
in  all  branches  of  transportation.  It  should  be  noted 
that,  while  some  of  the  hazards  peculiar  to  transpor- 
tation affect  both  passengers  and  employees  alike,  there 
are  others  which  are  directly  related  to  the  requirements 
of  particular  transportation  occupations. 

In  the  railroad  industry,  as  in  other  branches  of 
transportation,  a  large  part  of  the  program  of  accident 
prevention  stems  from  the  voluntary  efl'orts  of  employ- 
ers and  employees.  Thus,  the  Association  of  American 
Railways  maintains  a  Safety  Section,  while  several  other 
sections  of  the  Association  are  engaged  directly  or  indi- 
rectly in  safety  work.  Voluntary  safety  programs  are 
supplemented  and  often  made  more  effective  by  State 
and  Federal  legislation.  The  Interstate  Commerce 
Commission  administers  the  various  safety  laws  appli- 
cable to  the  railroad  industry  and  to  motor-vehicle 
transportation.  Of  principal  importance  to  railroad 
employees  are  the  Safety  Appliances  Acts,  first  enacted 
in  1893 ;  the  Hours  of  Service  Act,  of  1907 ;  the  Locomo- 
tive Boiler  Inspection  Act,  first  enacted  in  1911 ;  and 
the  Automatic  Train  Control  and  Stop  Devices  provi- 
sions added  to  the  Interstate  Commerce  Act  in  1920. 
Many  amendments  and  additions  have  been  made  to 
these  laws  since  their  first  enactment.  The  Interstate 
Commerce  Commission  also  maintains  a  system  of  acci- 
dent reporting,  covering  passengers,  employees,  and 
property  damage.  In  the  fiscal  year  ended  June  30, 
1941,  the  Commission  spent  more  than  $1,000,000  for 
railroad  safety. 

Several  States  have  enacted  laws  requiring  a  "mini- 
mum-crew" for  the  operation  of  trains,  and  laws  limit- 
ing train  length."^  Railroad  labor  organizations  have 
supported  full-crew  and  train-limit  laws  as  a  means  of 
promoting  the  safety  of  employees  and  passengers  and 


'■»lhid.,  pp.  5  and  C. 

'■'^f^VHtcm   ol  Workmen's  Comprnsnlion   far  fieamcn,   S.    Doc.   No. 
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"^  See  "RaUrcid  Legislation  on  Full  Crew.  Personnel,  and  Train 
Length.s,"  Monthly  Lahnr  Revicio,  June  1940,  pp.  1429-1 4.'f4 ;  and 
State  Rnilroad  Laws  Kelatinp  to  Fnll  Crew,  Qualifications  of  Personnel, 
Train  Lcnijths.  Brotlierbood  of  Locomotive  Firemen  and  Englnemen,  1939. 
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in  the  interest  of  employment.  Kailioad  management 
has  opposed  regulation  of  this  sort  and  has  contended 
that  full-crew  and  train-limit  laws  merely  represent 
attempts  on  the  part  of  the  railroad  unions  to  preserve 
jobs  for  their  members  and  are  wholly  unrelated  to  the 
safety  of  operation  of  railroads. 

The  first  full-crew  law  was  enacted  in  Arkansas  in 
1907.  Similar  laws  are  now  on  the  statute  books  of 
more  than  20  States.  A  case  involving  the  Arkansas 
law  reached  the  Supreme  Court  in  1911.  In  a  decision 
upholding  the  law  the  Supreme  Court  said : 

It  i.s  uot  too  much  to  say  that  the  State  [Arkansas]  was  under 
an  obligation  to  establish  such  regulations  as  were  necessary  or 
reasonable  for  the  safety  of  all  engaged  in  business  or  domiciled 
within  its  limits  *  *  *  The  statute  here  involved  is  not  in 
any  proper  sense  a  regulation  of  interstate  commerce,  nor  does 
it  deny  the  equal  protection  of  the  laws.  Upon  its  face,  it  must 
be  taken  as  not  directed  against  interstate  commerce  but  as  hav- 
ing been  enacted  in  aid,  not  In  obstruction,  of  such  commerce  and 
for  the  protection  of  those  engaged  in  such  commerce    *     *    *  " 

The  Court  reasserted  this  rule  in  1916  when  the  statute 
in  question  was  one  requiring  certain  minimum  crews  to 
be  used  for  switching  purposes  on  Arkansas  railroads 
over  100  miles  in  length.  The  same  objections  were  ad- 
vanced as  in  the  earlier  case.  All  objections  were  over- 
ruled by  the  Court,  and  the  statute  held  constitutional.'^^ 
In  1930  tlie  Missouri  Pacific  Kailroad  brought  suit  to 
enjoin  the  enforcement  of  the  Arkansas  full-crew  law. 
The  case  reached  the  Supreme  Court,  and  the  constitu- 
tionality of  the  legislation  was  again  affirmed.""  Sev- 
eral State  legislatures  have  repealed  their  full-crew 
laws ;  and  in  some  cases  have  later  reenacted  them.  In 
November  lO.'W  the  Supreme  Court  of  Pennsylvania 
declared  the  full-crew  law  of  that  State  unconstitu- 
tional "'  as  a  result  of  a  suit  brought  by  the  Pennsylva- 
nia Railroad  Company. 

Laws  limiting  the  number  of  cars  in  a  railroad  train 
have  been  very  few  (Arizona,  1912;  Nevada,  1935;  Lou- 
isiana, 1936;  Oklahoma,  1937).  All  of  the  laws  limit 
the  number  of  freight  cars  in  a  train  and,  in  addition, 
the  laws  of  Arizona  and  Louisiana  limit  passenger  trains 
to  14  and  16  cars,  respectively.  In  1933  the  United 
States  District  Court  for  the  District  of  Arizona  held 
that  State's  train-length  law  invalid  on  the  basis  that 
the  subject  is  "national  in  its  character,  requiring  uni- 
formity of  regulation,  and  that  the  power  to  so  regu- 
late is  exclusively  conferred  upon  Congress  by  the  com- 
merce clause  of  the  Constitution."  "^    When  the  case. 
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however,  was  taken  to  the  LTnited  States  Supreme  Court 
it  was  dismissed  on  technical  grounds  without  consider- 
ation of  the  merits."^  Recently,  the  Arizona  train- 
length  law  was  declared  unconstitutional  and  void  by 
the  Superior  Court  of  Arizona.'"  Restraining  orders 
have  been  issued  by  the  Courts  in  the  case  of  Nevada 
and  Louisiana,  but  Oklahoma  still  enforces  its  law.'' 

Full-crew  and  train-limit  bills  have  been  introduced 
in  Congress  from  time  to  time,  but  so  far  have  failed  of 
enactment.  Fair  consideration  of  the  merits  of  such 
measures  is  difficult  because  their  safety  aspects  are  not 
easily  separated  from  their  results  in  preserving  jobs. 
Solely  as  a  means  of  safeguarding  employment,  they  are 
not  in  the  public  interest,  since  the  shipping  public  is 
entitled  to  the  most  efficient  transportation  service  at 
the  lowest  cost  consistent  with  safety,  fair  labor  stand- 
ards, and  fair  returns  to  investors.  There  are  other  and 
better  ways  of  meeting  problems  of  employment  and 
unemployment. 

As  safety  measures  full-crew  and  train-limit  laws  de- 
serve serious  consideration.  If  they  are  essential  to  safe 
operations,  their  possible  effects  on  employment  are 
irrelevant,  but  they  should  be  judged  entirely  upon  their 
merits  as  safety  legislation.  Such  an  appraisal  cannot 
be  made  by  a  layman,  but  requires  the  scientific  judg- 
ment of  technical  experts.  A  problem  of  labor  relations 
is  created  only  if  either  labor  or  management  proves 
unwilling  to  abide  by  the  judgment  of  competent  safety 
engineers. 

The  Motor  Carrier  Act  (Part  II  of  the  Interstate 
Commerce  Act)  gives  the  Interstate  Commerce  Commis- 
sion power  to  issue  safety  regulations  for  motor  carriers, 
including  private  as  well  as  common  carriers.  Safety 
regulations  applicable  to  common  and  contract  carriers 
by  motor  vehicle  have  been  in  effect  since  1937,  and  to 
private  carriers  since  1940."  These  regulations  cover 
driver  qualifications,  methods  of  operation  of  vehicles, 
safety  equipment,  hours  of  service,  inspection  and  main- 
tenance, transportation  of  dangerous  articles,  and  acci- 
dent reporting.  The  Interstate  Commerce  Commission 
has  pointed  out  that  the  regulatory  authorities  of  forty 
States  had  adopted  part  or  all  of  the  Commission's  mo- 
tor carrier  safety  regulations  and  applied  them  to  vehi- 
cles engaged  in  intrastate  commerce.'^ 

In  water  and  air  transportation  the  problem  of  safety 
to  employees  is  also  closely  tied  in  with  the  problem  of 
safety  to  passengers  and  property.    In  air  transporta- 


I"  Chicago,  Rock  Island  and  Pacific  liailicai/  Company  V.  State  of 
Arkansas,  219  U.  S.  45.3    (1911). 

^  St.  Louis,  Iron  Mountain  and.  Southern  Railuay  Company  v.  State 
of  Arlansas,  240  U.   S.  518   (1916). 

•^Missouri  Pacific  Railroad  Company  v.  Xorwood.  2"3  T.  S.  249  (19.31)  ; 
Muisouri  Pacific  Railroad  Co.  v.  Norwood.  290  tl.  S.  000  (1933). 
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•'^  Motor  Carrier  Safety  Regulations.  Revised,  Interstate  Commerce 
Commission,  1941. 

"  Interstate  Commerce  Commission,  Sith  Annual  Report,  1940,  p.  115. 
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tion  the  Civil  Aeronautics  Board  and  the  Administrator 
of  Civil  Aeronautics  have  broad  pov^ers  over  safety  mat- 
ters. In  general,  the  former  is  the  rule-making  and  the 
latter  the  enforcement  authority.  Safety  regulations 
for  the  air-transportation  industry  cover  qualifications 
of  personnel,  including  certain  classes  of  ground  per- 
sonnel as  -well  as  pilots,  inspection  and  certification  of 
equipment,  air-traffic  rules,  operation  and  maintenance 
of  aids  to  navigation,  and  the  investigation  of  acci- 
dents.'^ The  Civil  Aeronautics  Board  and  the  Admin- 
istrator also  assist  the  air  lines  in  the  development  of 
cooperative  voluntary  safety  programs  which  supple- 
ment these  safety  regulations. 

In  water  transportation  the  Bureau  of  Marine  Inspec- 
tion and  Navigation  of  the  Department  of  Commerce 
has  somewhat  similar  broad  powers  of  matters  relat- 
ing to  safety.  Federal  authority  covers  certification 
of  seagoing  personnel,  aids  to  navigation,  inspection  of 
equipment,  operating  practices,  and  the  investigation 
of  accidents."  As  in  air  transportation.  Federal  safety 
legislation  affecting  employees  is  more  largely  concerned 
with  employees  who  operate  the  means  of  transj^ort  than 
with  other  groups  in  the  labor  force.  There  is,  however, 
a  large  volume  of  State  factory  legislation  dealing  with 
safety  matters  which  covers  many  other  classes  of  trans- 
portation employees. 

Protection  to  Sick  and  Disabled  Employees 

The  question  of  protecting  workers  against  the  wage 
losses  due  to  sickness  through  some  form  of  health  insur- 
ance on  a  cooperative  basis  is  still  too  new  in  the  United 
States  to  establish  definitely  the  lines  of  common  em 
ployer-employee  interests.  Some  parts  of  the  transpor- 
tation industry,  notably  the  railroads,  have  already 
devloped  programs  of  sick  benefits  and  cooperative 
medical  care  on  a  voluntary  basis. 

Many  of  the  larger  railroads  maintain  relief  depart- 
ments, supported  b}'  assessments  upon  employees,  wliich 
make  regular  payments  to  these  employees  during 
periods  of  sickness.  Many  railroads  also  maintain  hos- 
pital associations,  supported  by  employee  contributions, 
which  provide  nearly  complete  medical  care  in  hos- 
pitals owned  and  operated  by  the  associations.  Similar 
programs  have  recently  been  inaugurated  in  parts  of 
the  air  transport  industi\y. 

Seamen  are  in  a  more  favored  position  than  any 
other  class  of  transportation  employees  as  regards 
medical  care.  Under  admiralty  law  they  have  the 
right  to  maintenance,  quarters,  and  medical  treatment, 


"Puffer,  Claude  E..  Air  Transportation.  1941,  Chapter  XI. 

"See  Harigation  Lavs  n/  the  United  States,  19l,n,  U.  S.  Department 
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as  well  as  wages  for  a  reasonable  period,  if  they  be- 
come sick  or  disabled  during  a  period  of  employment. 
Under  Federal  statute  seamen  have  a  right  to  free 
medical  care  at  the  expense  of  the  Federal  Govern- 
ment after  ships  articles  have  been  terminated. 

It  is  perhaps  too  early  to  define  precisely  the  limits 
within  which  the  protection  of  workers  from  the  re- 
sults of  sickness  may  be  expected  to  take  shape.  It  is 
not  too  soon  to  include  the  principle  involved  within 
the  sphere  of  common  employer-employee  interest. 
Men  and  management  have  alreadj'  shown  a  high  de- 
gree of  cooperative  spirit  in  attacking  this  problem  in 
certain  sections  of  the  transportation  industry.  It  is 
not  unreasonable  to  hope  that  the  same  spirit  will  be 
manifest  when,  as  is  sure  to  happen,  more  comprehen- 
sive programs  for  dealing  with  the  problem  of  sickness 
are  under  consideration. 

Protection  Against  Insecurity  in  Old  Age 

There  are  few  social  questions  as  little  subject  to  de- 
bate in  principle  as  the  necessity  of  making  adequate 
provision  for  workers  after  they  become  too  old  to 
occupy  a  place  in  industry.  Private  pension  plans  in  the 
lailroad  industry  and  elsewhere  forecast  this  develop- 
ment many  years  ago.  At  the  time  of  the  passage  of  the 
Railroad  Retirement  and  Social  Security  Acts,  pensions 
M'ere  provided  generally  in  the  railroad  industry  and  in 
pipe-line  transportation,  by  some  companies  engaged 
in  water  transportation,  and  hj  a  number  of  industrial 
and  mercantile  establishments.  Air  transport  and  bus 
and  truck  companies  had  not  by  that  time  arrived  at 
sufficient  maturity  to  give  attention  to  the  problem 
of   old   age. 

At  the  present  time  substantially  all  transportation 
workers  are  covered  by  Federal  pension  legislation — 
railroad  workers  by  the  Railroad  Retirement  Acts  of 
1935  and  1937,  and  others  by  the  Social  Security  Act  of 
1935  as  amended  in  1939.  Seamen  were  not  included 
imder  the  old-age  provisions  of  the  Social  Security 
Act  until  1939.  The  self-employed  are  not  covered, 
however,  and  there  are  many  thousands  of  workers  in 
this  category  in  motor-truck  transportation. 

Pay-roll  taxes  are  larger  under  the  Railroad  Retire- 
ment Act  than  under  the  Social  Security  Act  and  bene- 
fits are  generally  larger.  Under  the  Railroad  Retire- 
ment Act  employers  and  employees  each  pay  3  percent 
of  compensation  to  employees,  excluding  amounts  in 
excess  of  $300  per  month.  In  1943  the  tax  increases 
to  31/4  percent,  in  1946  to  3i/^  percent,  and  in  1949  to 
3%  percent.  Under  the  old-age  provisions  of  the 
Social  Security  Act  employers  and  employees  each  pay 
1  percent  of  compensation,  excluding  amounts  in 
excess  of  $3,000  per  year.  The  tax  will  increase  to  2 
percent  in  1943,  21/2  percent  in  1946,  and  3  percent  in 
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1949.  The  total  tax  collected  therefore  amounts  at 
the  present  time  to  6  percent  under  the  Raih-oad  Retire- 
ment Act  and  2  percent  under  the  Social  Security  Act. 
In  1949  the  total  tax  will  amount  to  Ti/o  percent  and  6 
percent,  respectively. 

Both  the  Railroad  Retirement  and  Social  Security 
Acts  provide  for  the  payment  of  annuities  based  on 
service  and  compensation  but  the  formulas  used  to  de- 
termine annuity  amounts  differ  greatly.  The  Railroad 
Retirement  Act  permits  maximum  annuity  payments  of 
$120  per  month  at  the  present  time  and  provides  for  a 
varying  minimum  up  to  $40  per  month  depending  upon 
average  earnings,  to  individuals  with  20  years  of  service 
who  are  employees  at  age  65.  The  maximum  annuity 
payable  under  the  Social  Security  Act  is  $85  per  month 
but  the  formula  is  such  that  this  maximum  can  never 
be  reached  bj'  an  individual  without  dependents.  There 
is  a  minimum  of  $10  per  month  to  individuals  other- 
wise eligible  which  increases  to  $15  if  there  is  one 
eligible  dependent  and  $20  if  there  are  two  or  more. 
As  of  January  1,  1941,  the  average  annuity  being  paid 
under  the  Railroad  Retirement  Act  amounted  to  $65.65 
per  month  and  the  average  under  the  Social  Security- 
Act,  $22.71  per  month  to  retired  workers  who  were 
single  or  whose  wives  were  under  65  and  $36.45  per 
month  to  retired  workers  and  their  wives  if  both  were 
aged  65  or  over.  Average  payments  under  the  latter 
act  will  gradually  increase  as  additional  service  and 
compensation  are  accumulated  so  that  the  difference 
between  average  monthly  payments  under  the  two  acts 
will  become  less.  Under  the  Social  Security  Act 
service  and  earnings'  credit  used  for  computing 
annuities  begins  with  the  year  in  which  taxes  are  first 
paid  to  the  account  of  an  employee.  Under  the  Rail- 
road Retirement  Act,  on  the  other  hand,  service  and 
earnings  are  credited  for  service  rendered  before  as 
well  as  after  the  effective  date  of  the  act,  except  that 
where  prior  service  is  counted  the  total  sei'vice  period 
cannot  exceed  30  years.  The  Social  Security  Act 
originally  provided  a  period  of  5  years  for  taxes  to  be 
accumulated  before  benefits  could  become  payable — 
the  period  from  1937  to  1942,  but  was  amended  in  1939 
to  permit  benefit  payments  beginning  January  1,  1940. 
Under  the  provisions  of  the  Railroad  Retirement  Act 
benefits  became  payable  immediately. 

Both  acts  provide  for  retirement  at  age  65,  which  is 
not,  however,  compulsory.  In  addition  the  Railroad 
Retirement  Act  permits  retirement  between  60  and  65 
to  employees  who  have  either  completed  30  years  of 
service  or  become  totally  and  permanently  disabled. 
Such  annuities  are  reduced  by  i^so  foi"  each  calendar 
month  the  employee  is  under  age  65  at  the  time  of  re- 
tirement. Employees  totally  and  permanently  dis- 
abled with  30  years  of  service  may  retire  at  any  age 


on  full  annuities.  Both  retirement  acts  provide  for 
annuity  payments  to  survivors.  Under  the  railroad 
act  this  is  an  elective  feature  which,  subject  to  certain 
restrictions,  permits  an  employee  to  choose  a  reduced 
annuity  during  his  lifetime  so  that  his  spouse  may 
receive  an  annuity  after  his  death.  Survivor  benefits 
are  not  elective  under  the  Social  Security  Act  but  are 
an  integral  part  of  the  retirement  system.  The  prob- 
lem of  making  mox'e  adequate  provision  for  survivors 
under  the  Railroad  Retirement  Act  still  remains  to  be 
solved. 

Under  the  Railroad  Retirement  Act  individuals  who 
have  credited  earnings  after  December  31,  1936,  never 
forfeit  the  annuity  or  death  benefit  rights  thus 
acquired.  In  other  words,  eligibility  for  benefits  is 
independent  of  the  amount  of  wage  and  service  credits, 
although  these  determine  the  amount  and,  in  some 
cases,  the  type  of  benefit  payable.  Eligibilitj'  for  bene- 
fits under  the  Social  Security  Act,  on  the  other  hand, 
depends  upon  the  number  of  quarters  in  which  the  indi- 
vidual earned  $150  or  more  in  covered  employment. 
No  payment  of  any  kind  is  made  to  individuals  who 
fail  to  meet  these  eligibility  requirements. 

Under  the  Railroad  Retirement  Act  the  pensions  paid 
to  employees  under  the  private  pension  plans  which 
were  widespread  in  the  industry  were  taken  over  by 
the  Railroad  Retirement  Board  as  of  July  1937.  The 
Social  Security  Act  contains  no  comparable  provision. 

It  may  be  assumed  that  it  is  in  the  common  interest 
of  both  employers  and  employees  in  the  transportation 
industry  that  adequate  pensions  be  paid  to  aged  em- 
ployees. It  is  also  in  their  common  interest  that  the 
cost  burden  should  be  fairly  distributed  among  the 
several  transportation  agencies.  At  the  same  time,  the 
assumption  by  the  railroad  retirement  system  of  the 
pensions  previously  granted  railroad  workers  under 
company  jjension  plans  has  meant  that  the  additional 
costs  of  the  currently  higher  taxes  under  the  Railroad 
Retirement  Act  are  not  as  great  as  the  difference  in 
tax  rates  between  the  two  systems  would  seem  to  indi- 
cate. If  Federal  contributions  should  be  established  in 
the  future  as  a  means  of  supplementing  the  taxes  levied 
to  support  annuity  payments,  proportionate  contribu- 
tions should  be  made  under  both  systems. 

Summary 

About  214  million  persons  are  employed  on  the 
average  in  the  for-hire  transportation  industry  in  the 
United  States.  National  transportation  policy  must 
be  pointed  not  only  to  furnishing  the  public  with  ef- 
ficient transportation  service  at  a  reasonable  cost  but 
to  maintaining  the  economic  well-being  of  this  army 
of  employees.     The  extent  to  which  it  is  possible  for 
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the  industry  to  provide  liigh  wages,  good  working  con- 
ditions, and  economic  security  is,  to  an  important  degree, 
a  measure  of  its  economic  health.  The  problem  is  not 
only  one  of  production,  of  costs,  of  competition,  and 
finance.  It  is  also  a  problem  of  labor  relations,  of  ex- 
tending as  far  as  possible  the  area  of  common  under- 
standing between  employers  and  employees  and  of  pro- 
viding practical  and  fair  solutions  of  the  difficulties 
which  arise  out  of  conflicting  interests. 

The  areas  of  interest  within  which  employers  and 
employees  have  been  able  to  arrive  at  reasonable  under- 
standings have  greatly  widened  in  recent  years.  In 
varying  degree  this  is  true  of  all  branches  of  trans- 
portation, whether  by  rail,  by  water,  by  air,  by  motor 
vehicle,  or  by  pipe  line.  National  transportation  policy 
should  be  pointed  toward  extending  this  area  of  common 
understanding  as  far  as  possible  throughout  every 
branch  of  the  industry  and  toward  the  stabilization  of 
the  labor  standards  of  all  at  the  level  of  the  highest 
that  is  economically  possible.  The  present  report  at- 
tempts to  make  some  contribution  to  these  ends  by 
surveying  briefly  the  labor  standards  of  the  several 
branches  of  transportation  and  indicating  some  points 
at  which  changes  would  seem  to  be  desirable. 

The  widespread  acceptance  of  the  8-hour  day  in  the 
transportation  industry  has  removed  many  questions 
as  to  scheduled  hours  of  work  from  the  field  of  em- 
ployer-employee controversy.  This  acceptance  has 
come  more  recently  in  water,  bus  and  truck,  and  air 
transportation  than  iii  the  railroad  industry  and  it  is 
by  no  means  complete  even  in  the  latter.  At  the  same 
time,  it  can  be  said  that  there  is  general  agreement  in 
the  transj^ortation  industry  on  the  desirabilitj'  of  the 
8-hour  day,  Avhile  in  pipe-line  transportation,  and  among 
longshoremen  and  air  pilots  even  shorter  work  schedules 
have  been  agreed  upon. 

The  wage  problem  in  the  transportation  industry  is 
in  part  one  of  eliminating  disparities  as  between  the 
several  transport  agencies  and  as  between  various  en- 
terprises within  the  same  agency.  Such  comiDarable 
data  as  are  available  indicate  that  these  wage  dispari- 
ties are  much  less  at  the  present  time  than  they  were  7 
and  8  years  ago.  The  wage  rates  in  pipe-line  trans- 
portation are,  however,  still  higher  than  in  other  trans- 
port agencies.  In  water  transportation,  in  the  union- 
ized portions  of  the  bus  and  truck  industry,  and  among 
certain  classes  of  ground  personnel  of  air  lines,  wage 
rates  have  increased  faster  during  the  last  few  years 
than  in  the  railroad  industry.  This  development  has 
brought  the  wage  standards  of  these  four  branches 
of  the  trans]3ortation  industry  somewhat  more  closely 
together.  The  statutory  minima  established  by  the 
Fair  Labor   Standards   Act   have  eliminated  certain 
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areas  of  relatively  low  wages  in  the  industry.  Further 
progress  in  eliminating  low  wage  areas  through  the 
effective  operation  of  this  act  is  to  be  expected.  The 
business  and  price  increases  that  are  accompanying  the 
progress  of  the  defense  program  have  given  rise  to 
demands  for  higher  wage  rates  in  the  transportation 
industry,  but  these  have  occurred  too  recenth-  to  have 
been  analyzed  in  this  report. 

Acceptance  of  the  right  to  collective  bargaining  has 
spread  rapidly  in  the  transportation  industry  in  recent 
years  as  union  organization  has  increased  in  strength 
in  those  sections  of  the  industry  where  it  was  formerly 
weakest.  The  gap  between  the  railroad  industry  and 
other  transportation  agencies  in  this  respect  has  been 
greatly  lessened.  The  acceptance  by  management  and 
the  public  of  labor's  right  to  bargain  collectively  in 
advancing  its  interest  is  essential  to  good  labor  rela- 
tions.  The  furtherance  of  eifective  collective  bargain- 
ing should  be  included  as  one  of  the  major  aims  of 
national  transportation  policy  as  it  is  related  to  labor 
problems. 

National  transportation  policy  must  also  be  directed 
toward  the  long-run  economic  security  of  transportation 
employees.  There  are  five  major  protections  to  eco- 
nomic security  which  have  been  developed  to  a  greater 
or  less  extent  in  almost  every  branch  of  the  industry. 
These  are:  (1)  protection  in  the  right  to  hold  a  job; 
(2)  protection  against  the  wage  losses  of  unemploy- 
ment; (3)  protection  from  the  results  of  industrial 
accidents;  (4)  protection  from  the  wage  losses  of  ill 
health;  and  (5)  protection  against  insecurity  in  old  age. 
Some  of  these  have  been  started  on  a  voluntary  basis 
by  employers  and  emploj'ees.  The  most  important 
have  come  about  through  the  enactment  of  State  and 
Federal  legislation.  For  a  long  time  to  come  there 
will  be  disagreement  as  to  the  exact  means  of  attaining 
these  objectives.  But  there  is  increasingly  less  dis- 
agreement as  to  the  right  of  every  worker  to  be  pro- 
tected from  major  economic  insecurities  as  a  fair  return, 
in  addition  to  his  wages,  for  his  contribution  to 
production. 

This  chapter  has  not  included  specific  discussion  of 
the  subject  of  labor-management  cooperation  in  the 
more  technical  meaning  of  that  phrase.' "  Yet,  in  a  sense, 
the  principal  aim  of  the  chapter  has  been  to  outline  a 
background  of  fact  and  policy  as  to  the  position  of  labor 
in  the  ti'ansportation  industry  upon  which  any  program 
of  labor  management  coojieration,  in  the  largest  sense, 
must  be  based.     The  spirit  of  labor-management  coojd- 


■"  For  discussion  of  problems  of  labor  mana?omcnt  cooperation,  in 
the  railroad  field,  see  Beyer,  Otto,  Experiences  with  Cooperation  Be- 
tween Labor  and  Management  in  the  Raijicay  Industry,  102S ;  and 
Slichter,  Sumner.  Union  Policies  anil  Industrial  Management,  1941, 
Chapters  XV  and  XVI. 
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eration  should  embrace  the  entire  field  of  labor  rela- 
tions and  need  not  be  restricted  to  a  consideration  of 
production  methods  and  practices. 

Transportation  is  a  gi-eat  cooperative  enterprise  in 
the  success  of  which  employers,  employees,  investors, 
and  the  public  share  both  an  interest  and  a  responsi- 
bility. Where  their  interests  diverge,  problems  are 
created  which  must  be  solved  in  the  spirit  of  the  greatest 
good  to  the  greatest  number.  Such  solutions  require  a 
willingness  to  cooperate  and  to  compromise  when  com- 
promise is  necessary,  and  a  recognition  of  the  fact  that 
rights  and  duties  cannot  be  sejiarated  from  each  other. 

Furthermore,  the  conduct  of  labor  relations  requires 
a  professional  attitude  on  the  part  of  labor  and  manage- 


ment representatives  which,  in  some  sections  of  the 
transiDortation  industry,  is  distinguished  by  its  rarity. 
The  growth  of  labor  unions  has  tended  to  take  labor 
relations,  on  the  employee  side,  out  of  the  hands  of 
amateurs.  The  personnel  departments  of  many  trans- 
portation companies  do  not  show  a  corresponding  de- 
velopment. Their  objectives  are  often  too  limited,  their 
staifs  insufficiently  trained  and  specialized.  Labor- 
management  cooperation  in  its  broadest  sense  can  be 
most  successfully  carried  out  if  the  problems  of  em- 
ployer-employee relations  are  handled  by  men  whose 
knowledge,  experience,  and  foresight  reflect  the  stand- 
ards of  judgment  and  pride  of  work  which  normally 
characterize  professional  activity. 
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Freight  tariffs,  88. 
Freight  traffic : 

air,  54,  334,  336,  339-340.  348-351. 

deep  sea,  367-369. 

express  (see  "Express"). 

future.  58,  67-68. 

Great  Lakes.  50-51. 

inland  waterways.  47-52. 

less-than-carload.  149. 

motortrucks,   47. 

Panama  Canal,  49-50. 

railroads,  43,  174. 
Full  crew  laws,  502-503. 
Fully  allocated  cost,  113,  230. 


Gasoline  taxes,  258,  117.  137. 

air  transport  development,  262. 
Oilman,   Joseph  M.,  479. 
Gould,  George,  27. 
Gould,  Jay,  25. 
Government  aid.  134.  135,  136. 

(sre  also  "Federal  Aid.") 
Government  ownership : 

railroads,  278-303.  304-325. 
Grade  crossing  elimination,  252. 
Graduated  qu:intity  rates.  107,  12' 
"Grandfather  Rights,"  232. 
Granger  Movement,  24.  198. 
Grants-in-aid,  highways: 

federal,  265,  266. 

state,  267. 
Great  Lakes  Shipping,  441-443. 

Maritime  Commission.  3.59,  383. 

rates,  97. 

traffic,  .50-51. 

vessels,  66. 


H 


Hadley,  A.  T.,  108. 
Hansen,  Alvin  H..  291. 
Harrington  Amendment.  144,  168. 
Henlv,  Kent,  451. 
Hepburn  Act,  27,  180,  198. 

pipe  lines,  462. 
Highways : 

federal  aid  system,  42   (map),  252-254. 

385,  aso. 

finance,  385,  388,  3S9,  395-397.  399. 
future,  65. 

Inter-American,  2.53,  ."87. 
investment,  2,52-2.54,  260,  384-399. 
local  road  activity,  388. 
mileage,  43-14,  384  (table), 
national   defense,  271. 
Pan  American,  2.53. 
planning.  274-275. 
rural  roads,  384. 


Highways — Continued. 

state  aid,  251-252. 

state    highway    departments,    388,    389, 
399. 

type,  43-44,  384-385  (tables),  393. 

urban  development,  16. 

use,  43,  44,  384-385. 

user  charges,  263-264. 
Highway  transport,  31-32,  384-426. 

competition,  239-240. 

future,  15-16. 

labor,  398. 

motor  transport  industry,  400—426. 

safety.  389-393,  399. 
Hine.s,  Walker  D.,  285. 
Hoch-Smith  Resolution,  82.  125. 
Honiberger,  Lu<lwig  M.,  304. 
Howe,  C.  D.,  322. 
Hultgren,  Thor,  129. 

I 
Income  Bonds : 

railroads,  187. 

highways,  395-396. 
Industrial  location,  70,  71-86,  123,  127,  141. 
Inland  Water  Transport,  427-455. 
Inland   Waterways   Corporation,    52,    121, 

152,  25:5-256,  430. 
Inter-American  Highway,  253,  387. 
Intercoastal  shipping : 

distances,  48. 

rail  and  water,  49  (table). 

facilities,  48,  49,  50. 

ports,  48. 

rates,  97,  114. 

traffic,  47. 
Intercoastal  Shipping  Act  of  1933,  98,  99. 
Interest : 

railroad  debt.  182-184.  194-196. 
Interregional  Highway  System,  274. 
Interstate  Commerce  Act,  93. 
Interstate  Commerce  Commission,  2-5,  27. 
Interterritorial  rates,  122-124,  128. 
Investment : 

air  transport.  53,  337-338. 

highway,  44,  260. 

motor  transport,  421. 

national  transportation,  annual,  2. 

pipe  lines.  467-469. 

railroads,  137-138.  171-172,  281,  290-291. 

transportation  facilities,  future,  7. 

waterways,  47,  366-367. 


Jackman,  W.  T.,  322. 

Joint  arrangeiuents  between  carriers,  14(5- 

154,  160. 
Joint  Committee  of  Railroad  and  Highway 

Users,  262. 
Joint  rates : 

rail-water,  121. 

water-other,  372-374. 
Joint  routes: 

railroads,  150. 
Joint  use : 

rail  facilities,  159,  166. 


K 

Kelly  Air  Mail  Act,  332. 
"Key  Points,"  89. 


Labor,  11-13,  17,  479-507. 
accident  insurance,  501. 
Adamson  Law,  29. 
air  carriers,  355. 

compensation  unequal,  132.  13-4-135. 
"double  pay,"  486-488. 
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Labor — Continued. 

highway  construction,  208-270,  398. 

hours,  482. 

immobility,  76,  84. 

legislation,  137,  502. 

National    Railroad    Adjustment    Board. 
48G. 

occupations,  481. 

Railroad  Labor  Board,  30. 

railroads,    147,    167-168,    282,    292,    473, 
474. 

Railway  Labor  Act,  30. 

standards,  492-498. 

statistics,  479-480. 

train  crews,  133. 

unemployment  security,  499. 

unionization,  489-492. 

wages,  483-489. 

Washington  Agreement  of  1936,  168. 

work  relief,  268-270,  386,  398. 
Lake  Cargo  Coal  Rates.  83. 
Lake    and.    Rail    Class    and    Commoditii 

Rates,  97,  121. 
Land  acquisition,  387,  397-398. 

future,  16. 
Land  grants.  22. 
Landing  fields,  53. 
Leasing  of  transport  facilities : 

motor  trucks,  41.5. 
Less-than-carload  freight,  149,  159,  166. 

abroad,  314. 

rates,  90-91,  101,  105,  106-108. 
Location,  141. 

Locklin,  D.  Philip,  87,  210.  454. 
Locomotives : 

technological  development,  60-61. 
Long  and  short  haul  clause.  26,  27-28,  82. 

08,  120-121,  201. 
Lynch,  Edward  S.,  71. 
Lyon,  W.  Hastings,  172. 


M 


Mann-Elkins    Act,    28,    180,    199. 
Maritime  Commission,  272,  256,  97.  98,  114. 

coastwise     and     intercoastal     shipping, 
359  3SS 

Great  Lakes  shipping,  359-383. 

public  aid,  382-383. 

regulatory  authority,  380-381. 
Maritime  Labor  Board,  491. 
JIarket  location,  74fC. 
Markets : 

competition,  92,  124,  127,  205. 

transportation  costs,  71-72,  77-78,  85. 
MdAdoo,  William  G.,  285. 
Merchant  Marine,  256. 

national  defense,  272. 
Merchant  Marine  Act  of  1920,  382. 
Miller,  Carroll,  145,  162,  165,  168. 
Minnesota  Rate  Cases,  3rt, 
Mississippi  River  System,  435. 
Jlississippi  Valley  Barge  Line.  438. 
Monopolistic  Competition  : 

discussion,  248-249. 
Monopoly : 

railroads.  294. 
Morgan,  C.  S.,  400. 
Mortgages : 

railroad  bond,  188. 
Motor  busses : 

distribution  by  size,  407. 

employment,  408. 

future,  58,  65,  68. 

joint  arrangements,  rail,  152-153. 

oijerating  ratio,  411. 

problems.  42.5-^26. 

regulation,  401^02,  414. 

statistics,  45.  40,  47. 

type  of  operation,  407. 


Motor  Carrier  Act  of  1935 : 

entry  control,  217. 

"inherent    advantages,"    115. 

minimum  rate  power,  95,  110,  114. 

policy,  118,  203,  208,  279. 

railroad  control  of  trucks,  153. 

rate  agreements.  220-223. 

rate  changes,  111-112,  114. 

tariff  requirements,  93,  94. 
Motor  Transport,  400-426  (see  also  High- 
way Transport). 
Motor  trucks : 

coordination  with  rail,  422-425. 

costs,  130. 

distribution  by  size,  402^03. 

economic  position,  408—112. 

employment,  406. 

freight  classifications,  94. 

future,  58,  65,  68. 

"grandfather  rights,"  232. 

"inherent  advantages,"  416-422. 

joint  arrangements,  rail,  152-153. 

joint  arrangements,  water,  154. 

labor,  132,  410-411. 

leasing  arrangements,  415. 

market  location,  82. 

N.  I.  R.  A.,  401. 

operating  ratio,  409-410. 

organization    for    common    action,   415- 
416. 

rail  competition.  106,  422^25. 

rate  bureaus,  416. 

rates,  9.3-95,  121-122,  220-230,  423-425. 

registration  fees,  137. 

registrations,  45. 

regulation,  413-414. 

size  of  firm.  216-218. 

statistics,  47,  217,  419. 

type  of  operation,  403^05. 
Moulton,  H.  G.,  141. 
Multiple  Car  Rates,  127. 
Mann  v.  Illinois,  24. 

N 

National  Bus  Traffic  Association,  425. 
National  Industrial  Recovery  Act : 

labor  unions,  491. 

motor  trucks,  401. 
National  Labor  Relations  Act,  12. 

motor  trucks,  410. 
National  Mediation  Board,  137,  355. 
National  Railroad  Adjustment  Board,  13, 

17,  486. 
National  Recovery  Administration  : 

impetus   to  organization,  215,  219,  220, 
221. 

regulation  of  motor  carriers,  197,  202. 
National   Transportation   Committee,   144. 
Navigation  : 

aids  to,  256.  432.  433. 
Nelson,  James  C,  197. 
Neio  England  Motor  Carrier  Rates: 

I.  C.  C.  power.  223. 

"key  point"  rates,  74. 

rail-motor  competitiou,  121. 

uniform  rates,  113. 
New  England  Regional  Plan,  274. 
New  York  Regional  Plan,  274. 

O 

Ocworth,  Sir  William,  286. 
Ohio  River : 

canalization  project,  448-451. 
Oldham,  John  E..  173,  174. 
Operating  ratio : 

motor  bu.ssos,  411. 

motor  carriers,  409-410. 

railroads,  409-410. 


Out  of  pocket  expenses : 

definition,  90. 

determination  of,  116-117. 

minimum  rates,   118  ff. 

rate  basis,  91,  112-114,  122,  136. 

theory,  115. 
Overhead  costs,  90.  133,  135,  343. 
Owen,  Wilfred,  2.50,  384. 


Panama  Canal,  31,  134,  256. 
Act,  98,  152,  199. 

tolls,  137. 

traffic,  49-50. 
Pan-American  Highway,  253,  387. 
Parcel  post,  100. 
Parking  problem,  393,  399. 
Parmelee,    Julius   H.,   304. 
Pa.ssenger  traffic : 

air,  54,  334,  336,  339-340,  351-3.54. 

automobile,  45. 

deep  sea,  370. 

Great  Lakes,  51. 

motor,  401-402. 

railroad,  43,  174. 
Permits : 

operation  of  transport  service,  137. 
Petroleum  pipe  lines : 

(see  Pipe  Lines.) 
Philadelpliia  and  Lancaster  Pike,  21. 
Pick-up  and  delivery  service,  75,  135,  314. 
Pipe  Lines,  28,  55-56,  456-469. 

competition.  240. 

future,  58,  68-60. 

growth,  458. 

investment,  revenues  and  costs,  467—469. 

minimum  tender  requirements,  464-465. 

patronage,  463-464. 

rates,  99-100,  464,  465,  467. 

regulation,  462^63. 

statistics,  456-458. 

storage  capacity,  461. 

tariffs,  465-466. 
Planning: 

airport  development,  273-274. 

American  Society  of  Planning  Officials, 
275. 

criticism  of,  27.5-276. 

economic,  13-14. 

economy  of  cost,  59. 

future,  158. 

highways,    274-275,    387,    389. 

industrial,  125. 

post-war,  14. 
Plumb  Plan : 

government  ownership  of  railroads,  284. 
Poland,  William  B.,  162. 
Policy: 

Civil  Aeronautics  Act,  273,  356. 

elements  of  6,  9. 

future.   59,   145.   158,   232-237. 

government  ownership  of  railroads,  278- 
303. 

locational,  82-86. 

I)ricing.  77. 

promotional,  9.  155.  1.58,  246,  250. 

rate  making,  87-128,  138. 

recommendations.  14-17.  160,  277. 

regulatory.  10.  197-204.  216-232.  24.3-249. 

relative  fitness  of  carriers.  1.54-158. 

Transportation    Act    of   1940,    156,   203, 
377-378. 

trends,  241-243. 

waterways,  429-432. 
Population  : 

distribution  of  71-86. 
Port  oqualizalion  rule,  97. 
Ports  and  Harbors,  360-361. 
Postal  service : 

air,  332.  334,  340,  345,  348. 
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Postalization  of  rates,  124,  128. 
Pricing : 

basing-point  systems,  81. 

marginal  cost,  289. 
Pricing  policies,  77-78,  133. 
Prince,  Frederick  H.,  143. 
Prince  Plan : 

railroad  consolidation,  143,  145,  161. 
Private  operators,  106. 

advent  of,  57. 

air  transport,  338-339. 

barges  and  other  waterway,  96,  438. 

compensation,  132. 

cost  considerations,  130,  157. 

future,  70. 
Public   aid,    134,    135.    136. 

air  transport,  3r)5-357. 

waterways,  378-383. 
PuWic  Aids  to  Transportation: 

Federal  Coordinator,  305. 
Public  Land  Authority  : 

proposed,  274. 
Public  Roads  Administration,  251-252,  270, 

385. 
Pullman   Company : 

valuation  of  properties,  39. 


E 


Railroad  administration,  2S4. 

Railroad  pools,  23,  25,  26. 

Railroad   Retirement   and   Unemployment 

Insurance  Acts,  12,  499,  505. 
Railroad  Securities  Commission,  181. 
Railroads : 

abroad,  304-.S25. 

bonds,  172.  177-184,  186-102.  281. 

car  equipment,  106,  149,  1.59,  166. 

clearing  house,  1.50.  159. 

competition.  155-1.56.  278-279. 

consolidation,  141,  143,  145,  161,  318-319, 
475-477. 

costs,  130. 

early,  22,  23. 

finance,  171-19G.  280-281. 

funded  debt,  177-184,  1,S6-196. 

future,  58,  67-68,  ir)2-ir!0,  294-295. 

government  aid,  92.  , 

government  ownership,  260,  278-303. 

growth,  471—472 

inefliciencv,  279. 

labor,  282,  47.3-474,  486-488. 

land  grants,  22. 

maintenance,   135. 

mileage,  33,  34   (graph). 

national  defense,  272. 

operating  ratio,  409^10. 

passenger    traffic,    43,    174. 

pick-up  and  delivery  .service,  75,  1.53. 

pooling    of    equipment,    149. 

rates.  87-93,  372-.374. 

regulation,  472—173. 

reorganization  plans,  184-192. 

research,  1.50. 

revenue  and  income,  141,  182-184. 

revenue  and  income  statistics,  173-177. 
184-185. 

stocks,  177-1.84,  186-192. 

taxes,  134,  175-177. 

technological  development,  60-65,  288. 

traffic  statistics.  43,  174. 

wartime  operations,  28,  282-283,  284. 

user  charges,  260. 

waste,  279. 
Railroads'  War  Board,  28. 
Railway  Express  Agency,  100-101. 
Railwav   Labor  Act,  12,   13,  30,  355,  489, 

490. 
Rate  Bureaus,  220-230. 

motor  trucks,  416. 


Rates : 

adjustment,  288-289. 

air  express,  101. 

back-haul,  112-114. 

basing-point  systems,  81. 

cargo,  107. 

carload  and  less-than-carload,  90-91. 

characteristics,  87-128. 

class  rate  structure.  80,  89. 

commodity  rate  structures,  80-90. 

competition,  91. 

corn-loan  policy,  81. 

"fair  return,"  92,  102-103,  119,  126,  180, 
181. 

"fourth  section  relief,"  120-121. 

freight  classification,  87-88. 

freight  forwarders,  101. 

freight  tariffs,  88. 

geographical  pricing  policies,  77-78. 

graduated  quantity,  107.  127. 

I.  C.  C.  powers,  27,  30,  83,  96,  97,  100, 
108,  110,  115,  118,  120.  127,  200,  375. 

intraterritorial.  80. 

industrial  location,  71-86. 

"key"  points,  89. 

less-than-carload,  90,  91.  101,  105.  106- 
107. 

maximum,  26,  203. 

minimum.  94-95,  108-114.  118,  180,  182, 
203.  220-230. 

motortrucks,  93-95,  220-230,  423^25. 

multiple  carload,  107-108,  127. 

out-of-pocket  costs,  91,  112-114,  122,  1.36. 

pipe  lines.  464,  465.  467. 

postalization,  124,  128. 

railroads  abroad.  306-310. 

rail-watcr.  121. 

railway  express.  101. 

recapture  clause.  29.  ISO. 

regional  levels.  122-124. 

regional      manufacturing     development, 
79-81. 

regulation.  93.  103-114,  138,  .374-375. 

stability,  21,3-214.  226. 

stnicture,  58-59,  71-73,  85-86,  107. 

transport  coordination.  114-122. 

value  of  service.  104-106. 

waterways,  .371-375.  43.3-434.  436-437. 
Rate-making  policies,  87-128.  1.33.  138. 

overhead  costs,  90. 

value  of  conmiodity,  90. 
Reduced  Pipe   Line  Rates   ami   Gatherina 

Charqes.  100.  465. 
Regional  rate  levels,  122-124,  127. 
Regulation  : 

(see  also  ''Federal  Regulation.") 

abroad.  31.5-316. 

economic  (defined),  I97n. 

effect  on  service,  230-232. 

future.  2.32-237. 

Hepburn  Report.  25. 

new  concepts,  197-237. 

policy.  10.  16.  243-249. 

role  of  public  action,  378-383. 
Reorganization  : 

railroads.  184-192 
Replacement : 

durable  facilities,  131-132,  136. 
Research  : 

future,  158. 

railroads.  1.50.  166. 

Board  (Act  of  1940).  156. 
Resources,  123. 

allocation,  "258. 
immobility,  76. 
utilization  of,  71. 
Revenue : 

air  transport,  340-341. 
annual  transport,  140. 
motortrucks,  421,  264. 


National  Resources  Planning  Board 

Revenue — Continued. 

motor  vehicle,  396. 

pipe  lines,  467-469. 

railroads,  141,  173-177,  184-185. 

rate  adjustments,  126-127. 

taxes,  169. 
Right-of-way,     acquisition     of,    highways, 

387,  389,  397-398,  399. 
Riley,  J.  O.,  400. 
Ripley,  W.  Z.,  30,  142. 
Risk : 

railroad  enterprises.  172-178. 
River  Terminals,  439-140. 
Rivers  and  Harbors,  255. 

administration,  431. 

improvement,  431,  433. 
Roads  (see  Highways). 

S 
Safety : 

air  transport,  255,  3.53. 

motor  tran.sport,  389,  391. 
Seandrett  v.  V.  S..  119. 
Scheduled  Air  Transport,  339-354. 
Schley,  Julian  L.,  427. 
Seaplane  bases,  53,  273. 
Seniority  System  : 

labor,   498. 
Sharfman,  I.  L.,  102,  125,  278. 
Sherman  Act,  26. 

pipe  lines,  463. 

railroads,  199. 
Shipping  Act  of  1916,  98,  99. 
Shreveport  Cases,  30. 
Sinking  Fund  Provisions : 

railroad  bonds,  190. 
Smyth  V.  Ames.  102,  158,  180. 
Social  Legistlation  (see  Labor). 
Social  Security  Act,  499. 
Social  Security  Taxes,  138. 
Southern  Class  Rate  Investigation.  89. 
South H'^estern  Class  and  Convmodity  Rates. 

95. 
Splawn,  W.  M.  W.,  112,  167,  464. 
Stability : 

rates  and  services,  213,  214,  226. 
Stage  lines,  21. 
State  Aid.  130,  251,  396-397. 
Stevens,  W.  H.  S.,  171. 
Stocks : 

railroads.  172.  177-184,  18&-192. 
Subsidv,  135,  136,  155,  258-260,  356. 


Tankers,  66,  97. 

statistics,  49. 
Tariffs : 

motortrucks,   220. 

pipe  lines,  465-466. 

railroad,   26. 
Taxes : 

cost-finding,  132-133.  261. 

corporate  income,  138. 

gasoline,  117,  2.51,  .388. 

general,  137-138. 

motor  vehicles,  388,  395,  396. 

railroads,  134,  175,  177. 

social  security,  138. 

transport,  305-306. 

user  taxes,  137-138,  257,  '261-264. 
Technological  development,  115,  212,  "243. 

abroad.  310-312. 

air  transport,  331. 

competition  resulting.  201. 

inland  waterway,  440-441. 

locomotives,  60-61. 

railroad  car  equipment,  61. 

railroad  maintenance,  62. 

savings  from,  161. 
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Terminals,  15,  28. 

airports,  53. 

delays,  41. 

improvement,  62-63,  147,  148,  150. 

joint  use,  146,  166. 

rail,  67. 

waterways,  66,  363-367,  439-440. 
Through  routes : 

rail-motor,  154. 

railroads,  150. 
Tolls,  2.57,  264. 

highways,  65,  263-264,  396. 

Panama  Canal,  137. 

waterways,  116,  262-263,  316-317. 
Traffic : 

allocation,  154. 

composite  movement,  129-130. 

density,  39. 

description  of,  130-131,  133-134. 

divertible,  138. 

division  of,  7.  33,  69-70,  129-139. 

flow  of,  37,  38,  368-369. 

(see  also  "Freight  Traffic") 

(see  also  "Passenger  Traffic") 
Traffic  agreements,  25. 
Traffic  Associations,  23,  94,  110,  219-221. 

motor  busses,  425. 

motor  trucks,  415-416. 
Transcontinental  Cases  of  1922,  108. 
Transport  Advisory  Council : 

Great  Britain,   324. 
Transport  Agency : 

need  for,  160,  170,  276.  470-471. 
Transportation  Act  of  1920: 

"fair  return,"  102. 

minimum  rates,  142,  180. 

pipelines,  462. 

policy,   1,   142,  200. 
Transportation  Act  of  1940: 

consolidation,  railroads,  144,  170. 

Great  Lakes,  97. 

I.  C.  C.  powers,  97,  98,  121. 

interterritorial  rates,  322. 
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